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Coming and going 

Two views of immigration in 
Europe. In Germany, an offi- 
cial commission recom- 
mended the admission of 
50,000 mostly skilled non-gu 
workers each year, plus their 
dependants. Italy’s new la- 
bour minister is considering 
legislation that would let 
non-EU citizens stay only as 
long as they had jobs. 


Worries about the health of 
Dick Cheney, the United 
States’ vice-president, per- 
sisted. He had a pacemaker fit- 
ted to control an irregular 
heartbeat. 


Sagging confidence 


Confidence in the euro-area 
economy fell in June for the 
sixth month in a row, accord- 
ing to a European Commis- 
sion survey. Manufacturing 
also seemed to suffer a steep 
decline. The euro-area pur- 
chasing-managers’ index fell 





steeply, led by a worrying dip 
in Germany. 


Japan’s Tankan survey of 
business confidence plum- 
meted, reflecting deep pessi- 
mism about the future of the 
country’s ailing economy. 
However, in America, the Na- 
tional Association of Purchas- 
ing Management’s index 
measuring manufacturing ac- 
tivity improved in June. Also, 
orders for factory goods were 
up in May, as was consumer 
spending. 


The imF postponed a meeting 
meant to authorise the release 
of further cash for Turkey. 
The government had not 
made enough progress on 
promised reforms, the fund 
said. 


Off the runway 

Belgium’s government threat- 
ened to take legal action to 
force Swissair to take over 


Sabena, a struggling state-con- 


trolled airline. Swissair owns 
49.5% and had promised to in- 
crease its stake to 85%. The 
Swiss airline, deeply involved 
in several loss-making French 
airlines, offered some cash to 
get out of the commitment; 
Belgium said “not enough”. 


United Airlines and US Air- 
ways admitted that they had 





begun talks aimed at terminat- 
ing a merger that would have 
created the world’s largest air- 
line. The deal, announced. 
over a year.ago when business 
was booming, has lost much 
of its shine and would have 
faced considerable regulatory 
resistance, 





KLM Royal Dutch Airlines 
said that profits for the latest 
quarter would be far below 
the €100m ($87m) enjoyed a 
year ago. Passengers and cargo 
have dwindled alongside the 
world economy. 


Concert’s quiet finale 


P 


CONCERT 


British Telecom and AT&T 
pulled the plug on Concert, a 
loss-making joint venture pro- 
viding bulk telecoms services 
to big companies. Both com- 
panies have business-tele- 
coms divisions which 
unavoidably came into com- 
petition with the lacklustre 
joint venture. 





Another view 


You HAVE 
BEEN FOUND 

GUILTY or 
BEING A 


PREPATOR.... 


THE US 
GOVERNMENT 
WANTS YOU 

TO STOP. 


HOW Po you 
FEEL ABOUT 
THIS? 





_ Shares in Marconi, a large 
British telecoms company, col- 
lapsed on July 5th. They had 









been suspended the previous 


“day while the board discussed 


a profits warning. The com- 
pany says profits will fall by 
half this year and 4,000 jobs 
will go in addition to the 
3,000 cuts announced earlier 
this year. 


Disharmony in Europe 

The European Parliament 
threw out a European take- 
over directive that would 
have harmonised takeover 
rules and boosted sharehold- 
ers’ powers. It had been 12 dif- 
ficult years in the making. It is 
increasingly unlikely that the 
2005 deadline for a common 
market for financial services 
in the European Union will be 
attainable. 


Italy's government did not ob- 
ject to a hostile bid for Mont- 
edison, a large power 
company, from Fiat and Elec- 
tricité de France that valued, e 
the firm at around €5 billion 
($4.2 billion). Epr’s recent lone 
attempt to grab Montedison 
was thwarted by legislation to 
limit the French company’s 
voting rights; Italy was reluc- 
tant to allow EDF a role in its 
deregulated power market. 


Mediobanca, an investment 
bank with a once unassailable 
grip on Italy’s financial mar- 
kets, was rumoured to be con- 
sidering a merger with 
UniCredito, Italy’s second- 
largest bank. Mediobanca 
may want to strengthen its 
hand: Fiat’s move on Montedi- 
son could signal the beginning 
of an unravelling of Italy's 
cosy web of cross-sharehold- 
ings and behind-the-scenes 
wheeler-dealing. 


Merger and acquisition ac- 
tivity in Europe in the first half 
of the year was just half the 
total of a year ago at $326 bil- 
lion, according to Thomson 
Financial Securities Data. 
Worsening business condi- 
tions and uncertainty about 
regulatory approval were 
partly to blame. 


Other economic data and news 
can be found on pages 104-106 
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Growing applications 

t first, businesses only used mobile 
Ate when absolutely necessary. 

However, the introduction of digital 
services, such as DoPa and i-mode, has 
changed the situation. Today, businesses use 
mobile phones not only for voice and e-mail 
communications, but also as part of corporate 
systems handling such tasks as inventory 
control and schedule management. Mobile 
phones are also now used for commerce, 
allowing users to reserve airplane tickets and 
make bank transfers. There are even vending 
machines and car navigation devices that use 
the mobile phone network as part of their 
systems. Furthermore, digital mobile phone 
services are finding applications in the fields 
of medicine, which includes nursing and 
remote medicine. Mobile phones have also 
begun to play a part in the monitoring of 
natural disasters, such as volcanic eruptions, 
earthquakes and landslides. 


3G mobile phone services 
ay 2001 marked a milestone in the 
development of mobile communi- 
cations. That’s when NTT DoCoMo 


Mobile phone subscribers pass 10 million (NTT DoCoMo group). 1997 @ 


February 

March service begins 
sca international roaming service begins 
August 


April High-speed 9.600bps digital data 1995 @ 
communications service begins 
July PHS service begins. 


December Mobile phone 1990 @ 
subscribers 


pass 500,000 
(NTT group). 


unveiled its third-generation service in Japan. 
Known as FOMA* introductory phase and 
empowered by IMT-2000-compliant W-CDMA 
(Wideband Code- Division Multiple Access), 
this new service brought the power of 3G to 
individual and corporate users meeting 
necessary criteria in the Tokyo area by 
providing them with 4,500 terminals. This 
service has been exceptionally well received 
and attracted more than 147,000 applications, 
a number that illustrated the high expectations 
people hold for NTT DoCoMo and its FOMA 
service. This tremendous response also 
prompted NTT DoCoMo to distribute 500 
more terminals than its original target of 4,000. 
NTT DoCoMo will use the introductory phase 
to assess the performance of its 3G system, 
which presently employs 200 base stations and 
other advanced facilities, and consider 
customer feedback prior to service expansion 
in October. The FOMA service has the power 
to support high-speed data communications 
and will serve as a platform for new forms of 
e-commerce, including music and video dis- 
tribution services. It will enhance the efficiency 
of corporate systems through applications for 
customer resource management and sales, and 


1996 March 
e june 


DoCoMo group). 
at 384kbps-2Mbps. 
Mobile phone subscribers pass | million (NTT DoCoMo group). 
Digital mobile phone service begins. 
@ 1991 April ultra-small mobile phone “mova” released. A 


@ 1989 septomber Mobile phone subscribers pass 


300,000 (NTT group). 


Advertisement 


will even have implications for medical, 
emergency and other social service systems. 
FOMA is also based upon a world standard; it 
has the potential to realize a borderless 
broadband environment, and the power to 
change the face of mobile communications. 


Creating borderless communications 
n the future envisioned by NTT DoCoMo, 
[= areas of life, whether business or 
pleasure, will be positively impacted by 
the power of borderless global communica- 
tions, live-action video on mobile terminals, 
and even mobile control of home and office 
appliances. By steadfastly challenging the 
mobile frontier in a manner that people 
everywhere can embrace, NTT DoCoMo is 
working towards a brighter future for 
everyone — and has only just begun. 


*FOMA (Freedom Of Mobile multimedia Access) is the name used in 
Japan for NTT DoCoMo W-CDMA services. 
**/-aPPU is the name used in Japan for NTT DoCoMo's Java-based 
i-mode service. 


*1 Compares initial costs and monthly fees in April 1987 with those in tune 2001 
(the 1987 contract deposit wat not included when making the comparison). 

*2 Call charges in June 2003 (plan A contract) compared with charges in April 1987 
using an 800 MHz mobile phone, calling to an ordinary phone within the DoCoMo 
service ares on a weekday daytime 
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Leaders 


East Asia falling (again) 






The Economist J 


Anew strain of economic contagion is spreading through East Asia 


MAGINE that you had just re- 

covered from a nasty bout of 
flu. You return to work, promise 
your doctor that you will give 
up smoking and join a gym, and 
then you fall victim to chicken 
Sil oy pox. This is how the former East 
recedes MASEL Asian tigers must feel. In 1997-98 
they suffered a bruising financial crisis, and now, after only 
two years of recovery, many of these economies are facing the 
prospect of yet another slump. This time the recession virus is 
being spread not by currency speculators, but by the collapse 
in America’s information-technology investment. 

East Asia’s two biggest export markets are America and Ja- 
pan. America’s economy has slowed sharply over the past 
year and Japan’s is already in recession. As a result, exports 
and production are tumbling. Real Gpp fell in Singapore, Tai- 
wan and Thailand in the first quarter and probably shrank 
again in the second. Singapore’s industrial production fell by 
11% in the year to May. South Korea and Hong Kong will be 
lucky to see GDP growth of 2-3% this year, down from rates of 
9% and 10% respectively in 2000. Exports from East Asia, ex- 
cluding China, have fallen by around 10% over the past year, 
compared with growth of almost 30% in early 2000. China’s 
GDP growth is holding up, but even its export growth has 
slowed from almost 40% to 4% over the past year. 


Lae 


Supply-chain dependencies 
The smaller East Asian economies are among the world’s most 
open, with exports, on average, accounting for about 50% of 
GDP. Such openness has spurred their growth for several de- 
cades, but it also leaves them vulnerable to a global slump. 
Worse still they are heavily dependent on the production of 1T 
equipment. Morgan Stanley estimates that as much as two- 
fifths of Asia’s total GDP growth last year came from exports of 
IT to America. But America’s investment boom has now 
turned to bust: new orders for computers and electronic pro- 
ducts fell by a third in the year to May. One reason why the col- 
lapse in investment has so far not pushed America into reces- 
sion is that it has exported some of that recession to Asia. 
America’s economic boom in the late 1990s, combined 
with Asia’s super-competitive currencies after devaluation, 
helped the crippled Asian tigers to recover more quickly than 
expected from their financial crises. However, while exports 
surged, domestic demand lagged behind. The result is that the 
Asian economies have become even more dependent upon 
exports. South Korea’s exports of goods and services jumped 
from 30% of GDP in 1996 to 45% last year; Thailand's rose from 
39% to 66%. Asia is therefore more exposed to a world slump 
than ever before. One reason why China’s economy is ex- 
pected to grow this year by a more robust 8% is that itis less de- 
pendent on exports (only 23% of Gpr) and much less depen- 
dent on ir. In addition, domestic demand looks more robust. 
This does not mean that East Asia is heading for another fi- 
nancial crisis. Compared with 1997-98, economies are in much 
better shape. They now have current-account surpluses in- 


stead of huge deficits, and bigger foreign-exchange reserves. 
With the notable exception of Hong Kong and Malaysia, they 
have also abandoned the fixed exchange rates that were at the 
root of their previous meltdown. 

During the late 1990s crisis, financial contagion swept 
through the region as capital fled one economy after another. 
Today a new strain of contagion is spreading through the 
global supply chain in rT equipment, as firms in America, Ja- 
pan and Europe have outsourced their production abroad. 
East Asiais merely the most extreme case of the increased inte- 
gration of economies. Global trade volumes grew twice as fast 
in the 1990s as the 1980s, so it is hardly surprising that trade 
now plays a bigger role in the global business cycle. Over the 
past couple of years America exported its boom, helping East 
Asia to recover; now it is exporting recession. Growth in the 
volume of world trade has slowed to around 4% this year from 
13% last year—the sharpest deceleration since 1975. 


The blame game 

Many Asians blame the overseas slump for all their current 
economic woes. Some will wrongly conclude that further 
globalisation should therefore be resisted. Actually, in the long 
run everybody benefits from a globally integrated market 
when there is diversity of demand and production. But over- 
dependence on one economy brings drawbacks. Because do- 
mestic demand lagged, East Asia’s recovery was over-reliant 
on exports. Asia’s large trade surpluses are popularly seen as a 
sign of renewed economic vigour. In fact they partly reflect a 
failure to generate stronger domestic demand as a result of not 
completing promised structural reforms. 

As economies bounced back from the crisis faster than ex- 
pected, governments concluded that reform could wait. Firms 
have been slow to sell off assets and reduce debts. Banks have 
been slow to write off bad loans. Governments have failed to 
deregulate services, which could have created new jobs to off- 
set the collapse in 1r exports. Fragile banking systems and in- 
adequate corporate restructuring continue to cramp domestic 
expansion. Lower interest rates are less effective in stimulating 
demand because banks saddled with too many bad loans are 
reluctant to lend more and debt-laden firms cannot borrow. 

Governments are now likely to come under pressure to 
slow trade liberalisation. Instead they need to do the opposite 
in order to diversify their trade. If the East Asians became 
more integrated through trade with each other and with 
China, they would be less dependent on the United States. 
The smaller Asians tend to view China as a threat, waiting to 
steal their markets. Yet China could in future become an im- 
portant engine for regional growth. 

Giving up smoking and having regular exercise do not pre- 
vent you from catching chicken pox, but healthier people tend 
to recover faster. Likewise, deeper reforms would not have 
prevented the global downturn from hurting Asia, but they 
would have helped to cushion the economy against an export 
slump. The risk now is that slower growth will cause politi- 
cians to shy further away from tough reforms. It is much 
harder to quit smoking when you feel alittle down. = 


The world’s airlines 


Trouble ahead 


Poor profits, striking pilots, congestion, delays... 


HE world’s airlines are fly- 

ing into two sorts of turbu- 
lence at once. In the first may lie 
part of the solution to the sec- 
ond. The cause of the first is the 
global economic slowdown: in 
~ May, air travel fell in the United 
= States and Europe for the first 
time in a decade. Having been borne aloft on the boom years, 
airlines will be hurt when times get bad. The second problem 
is a human one. The airlines’ global alliances have led their pi- 
lots to expect global pay—harmonised at America’s generous 
levels. It will be bad labour relations that delays passengers 
most in the coming months. 

On any given day, more than 4m people around the world 
take to the air; at any momenta quarter of a million people are 
in flight. It is a privilege to be able to do it, but often disagree- 
able. Bad weather, congestion on the runway, hamstrung air- 
traffic control, computer failures and the late arrival of the in- 
coming flight all turn air travel into a lottery. Strikes and 
threats of strikes are the scourge of the moment. Striking bus 
drivers immobilised thousands of Europeans bound for Ma- 
jorca, Minorca and Ibiza last weekend. America’s Indepen- 
dence Day holiday this week, second only to Thanksgiving 
Day as an occasion for mass migration, risked turning into 
mayhem as cabin attendants at American Airlines threatened 
to strike over pay. Only after President George Bush threat- 
ened to use his emergency powers to impose a cooling-off per- 
iod was a deal struck at the last minute. 

That is just a breathing space. Most airlines in America 
(with the exceptions of Southwest and Continental) are inces- 
santly at war with some of their employees; this includes even 
United Airlines, where the employees own about half the 
company. It took Mr Bush’s threat to intervene in a dispute in 
March at Northwest Airlines to prompt the parties to settle. Ne- 
gotiations with American’s pilots are tricky; meanwhile, Un- 
ited Airlines faces a strike vote by its ground crews. 

Trouble in America spells trouble elsewhere. Global airline 
alliances are giving pilots even more negotiating muscle (see 
page 59), as European and Asian flight crews seek to raise their 
salaries to American levels. So the contagion of America’s 
lousy labour relations is spreading abroad, latterly to Luft- 
hansa (which had strikes last month), Iberia Airlines in Spain, 
which is having them every other day, and to Cathay Pacificin 
Hong Kong, where pilots are starting a go-slow. 





The pendulum swings 
For airlines and economies, not to mention the benighted pas- 
sengers, this is bad news. After all, air transport is as vital to 
most economies as the railway was a century ago. Airline seats 
are more perishable than strawberries at Wimbledon, and a 
pilots’ strike can shove an airline into bankruptcy in six weeks. 
There is thus an urgent need to reform labour negotiations. 
In the United States, discussions on contracts drag on for years. 
When deadlock occurs, the mediation process is slow and 
cumbersome. A federal board intervenes; if it cannot produce 


a deal, the White House can appoint an emergency board to 
mediate, while the workers are forced to stay on the job for 60 
days. Thereafter the union may strike, but Congress can im- 
pose whatever the emergency board decides. 

Part of the answer to the labour problem is to improve this 
antiquated process. One solution would be to embrace a 
streamlined form of binding arbitration, along the lines of that 
used increasingly in American industries such as baseball. 
This is known in Britain as “pendulum” arbitration, because 
the mediator is obliged to come down on one side or another, 
rather than impose a compromise. Such a rule forces both par- 
ties into the centre ground to win the arbitrator's favour. A law 
that imposed this would be better than the antique Railway 
Labour Act, under which presidents now intervene. 


The worldis their oyster 

Curbing the right to strike may seem reasonable, given the 
economic importance of air travel, but it is hardly a durable 
solution. Airlines in countries outside the United States need 
to accept that, in global industries, the rate for skills in short 
supply is likely to be set globally too. 

The shortage of supply is an indirect result of the peace div- 
idend: the world’s taxpayers once subsidised the training of 
pilots for commercial airlines by financing large airforces. 
When demand for military pilots declined, so did the supply 
of cut-price labour. Pilots increasingly have to pay the cost of 
their own training, something that can easily reach $70,000. 
Small wonder that pilots, clever folk who often have plenty of 
time between shifts to discuss their grievances, want to 
squeeze the largest possible return on their investments. 

One solution might be for airlines to train more pilots 
themselves—or to find ways to reduce training requirements. 
More important, though, is to alter the basis of pilots’ pay. 
Most pilots today are rewarded not for their skill but for their 
seniority. That must change. Computers in cockpits now give 
managers ample information on whether a pilot is good at 
keeping fuel consumption down, landing gently and so on. 

Airlines that want to keep pilots sweet may also have to fall 
back on an old-fashioned remedy: good management. Curi- 
ously, it may be easier to drive change once airline companies 
are visibly having a tougher time. The recession will help, by 
cutting the demand for air travel. So will continued deregula- 
tion. In the United States, air travel has tripled since airlines 
were set free in 1978, while the average fare has fallen by nearly 
half in real terms. 

More deregulation—say, the removal of the laws that pre- 
vent foreigners from owning airlines in America or from op- 
erating internal flights—would bring more benefits. So would 
privatising airports: today, municipal ownership often allows 
the big airlines to keep out new competitors. Outside America, 
governments need to continue their retreat from ownership of 
flag carriers. They must press on with liberalising air travel. 
Industries with vibrant competition have a much greater in- 
centive to sort out pay and labour relations than those pro- 
tected by legal barriers and national ownership. Remember 
that, as you snooze on the floor of the lounge this summer. m 
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Africa’s Millennium Action Plan 


Old ideas, new commitment? 


African leaders still have to convince the rest of the world that they are serious 


HE best thing about the lat- 
est plan to develop Africa is 
that it has no new ideas. The 
Millennium Action Plan (Map), 
which will be presented at the 
Organisation of African Unity 
summit next week, offers famil- 
iar solutions and entreaties: bet- 
ter government, more democracy, respect for human rights, 
market reforms and a recognition that globalisation offers ad- 
vantages (see page 46). Good. Had the plan contained some 
smart bomb~a simple solution to Africa’s problems that no 
one had thought of before—it could have been safely ignored. 
Instead, it restates all the aims and policies that the world 
has been urging for years. African leaders now appear to ac- 
cept that these are not just conditions for aid laid down by 
western countries but economic reality. That is the new ele- 
ment. In the plan’s words, “Africa recognises that it holds the 
key to its own development.” Unlike previous blueprints, this 
one has been written by Africans. The idea is that, having de- 
signed it, they should now commit themselves to implement- 
ing it, monitoring it and thus, in the jargon, “owning” it. 
` The man behind the plan is President Thabo Mbeki of 
South Africa, who is seeking a way of realising his dream of an 
“African renaissance”. At times the MAP earns its nickname, 
“Motherhood and Apple Pie”, but on the whole it offers com- 
mon sense: if African governments want foreign capital and 
overseas markets, they must create investor-friendly political 
and economic systems. They should concentrate on reducing 
poverty by providing safe drinking water, better health and 
more education. They should try to diversify their economies 
and to process more of their own raw materials. The plan does 





not ask for huge amounts of new aid, but it does ask that aid 
should be consistent, co-ordinated and accountable—account- 
able, that is, to both givers and receivers. Quite reasonably, it 
asks for trade barriers and agricultural subsidies to be re- 
moved by the developed world so that African producers can 
compete fairly—though many African countries would benefit 
at least as much if they removed their own barriers as well. 
The African leaders at the oau meeting will be invited to 
approve the plan and commit themselves to it. The aim is 
thereby to grab the attention of presidents and prime minis- 
ters in rich countries. Tony Blair, Britain’s prime minister, is 
ready to carry the mAr to the G8 summitin Genoa this month. 
The rich world should support it, but carefully. History is 
littered with the corpses of grand schemes to save Africa. The 
Lagos Plan of Action, for example, was launched with great 
fanfare in 1980, but nothing came of it. That was not so much 
because it was flawed as because African governments aban- 
doned their commitments as soon as the going got tough. 
Most of those commitments had been drawn up by outsiders 
and accepted by the signatories only in order to win aid. As 
soon as the aid was received, the promises were forgotten. 
What is to stop the same thing happening with the map? 
Nothing at present. The plan provides for monitoring, but 
there is nothing in the text so far to sanction countries that sign 
up to it and go off track. Might peer pressure do the trick? Not if 
Zimbabwe is a guide. Even South Africa, which could exert 
strong pressure on the errant Zimbabwean president, Robert 
Mugabe, balks at doing more than tut-tutting. The plan is a 
welcome sign that Africans are beginning to see the need to 
put their own house in order. But only clear evidence that they 
are actually practising honest, accountable government in 
pursuit of sensible policies will show that they are serious. m 





Slobodan Milosevic 


In the dock, at last 


But putting the Serb leader on trialin The Hague is not an unalloyed triumph 


HETHER ringing bells or 

wringing hands, outsiders 
grappling with the Balkans have 
often found in Slobodan Milos- 
evic a man who has his uses. 
Now that he is safely in The 
Hague, awaiting trial on charges 
of crimes against humanity and 
breaches of the laws of war, he can be presented as an em- 
bodiment of the cruelty, hatred and cynical nationalism that 
have caused so much suffering in former Yugoslavia over the 
past ten years. His trial will, itis hoped, promote democracy in 
Serbia and Montenegro, which are all thatis left of Yugoslavia, 
help to bring stability to the rest of the Balkans, and serve as a 
warning to other despots that torture, murder and ethnic 





cleansing do not pay. Excellent, if so: his trial certainly de- 
serves to succeed. 

For Serbia itself, the republic that Mr Milosevic so brutally 
and ineffectually sought to aggrandise in four Balkan wars, the 
trial will, with luck, help to provide a more accurate account of 
recent history than the Serbia-as-victim version that Serbs still 
tend to believe. Scales have already been dropping from some 
Serbs’ eyes as news has emerged of mass burials of Kosovars. 
If the Serbs are to rebuild their country as a democracy, they 
will not only have to get rid of countless Milosevic-appointed 
officials still in positions of authority, but they will also have 
to come to terms more fundamentally with their past. In par- 
ticular, they will have to recognise that many of their country- 
men, however gullibly, were complicit in Mr Milosevic’s rule, 
if only by voting for him in vast numbers in elections. 
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> — Butit will be understandable if some Serbs also feel that the 
justice meted out by the Hague court is selective: it is admira- 
ble that the court should have gotits hands on the top Serb, the 
man who made policy, and not just those who carried it out, 
but what of his counterparts among the Croats and even the 
Bosnian Muslims? And though itis a bit rich for Mr Milosevic 
to revile the court as “a false tribunal” after he had himself 
signed an undertaking at Dayton in 1995 to hand over indicted 
criminals to it, the manner of his own handing over was indu- 
bitably distasteful. Surrendered in defiance of Yugoslavia’s 
Constitutional Court, perhaps without the knowledge of its 
president and certainly to the disgust of its prime minister, Mr 
Milosevic was, in effect, exchanged for a bounty. The first pay- 
ments started the next day when western donors offered 
Yugoslavia $1.28 billion (see page 53). This may have been a tri- 
umph for justice, but hardly for the rule of law. 

With no calling to account, there could be no long-term 
peace in the Balkans. To that extent, Mr Milosevic’s trial will be 
welcome beyond his homeland. It has already prompted the 
Bosnian Serbs to say they will hand over—if they find them— 
Radovan Karadzic and Ratko Mladic, the two men most 
wanted for war crimes in Bosnia. Unfortunately, in Macedo- 
nia, the country now closest to the brink of civil war, it is un- 
likely to make a difference. It would be nice to think that any 
would-be ethnic warrior, seeing Mr Milosevic’s plight, would 
draw back and try talking instead. But in Macedonia the pro- 
blem is not so much a headstrong tyrant, leading his people 


against an oppressed minority, as a weak president, unable to 
bring his people to their senses and carry outa political negoti- 
ation with a provocative, albeit also provoked, minority. In 
this Balkan corner, Mr Milosevic’s example seems unlikely to 
make matters better, in the short run at least. It would be tragic 
if anyone should think outsiders could now relax. 


Caveat dictator 

In the longer run, and in the wider world, the outlook may be 
more hopeful. Even before Mr Milosevic arrived in The Hague, 
the arrest in London in 1998 of Augusto Pinochet had raised 
the possibility that tyrants might be brought to book years 
after their misdeeds had been committed. That possibility is 
strengthened by the current effort to set up a world criminal 
court: 36 of the necessary 60 countries have already ratified 
the treaty that would bring it into being. Suddenly, the objec- 
tions to such a court are being made more vociferously: it 
might be selective, it might be misused, even “good guys”— 
peacekeepers, say, who just happened to make a few mis- 
takes—might be mischievously brought to trial. 

Fair objections, all of them, up to a point. But if the court 
also brought despots to book and helped to deter atrocities, 
would there not be a net gain? It might even be good if well- 
meaning outsiders thought a bit longer and a bit harder before 
resorting to some actions, or using some weapons, to achieve 
their ends. Mr Milosevic, after all, has always protested that 
his motives were noble. He may even have believed it. m 





Northern Ireland 


Suspend the Assembly 


Unless the IRA disarms, Tony Blair should reimpose direct rule from London 


HE peace in Northern Ire- 
i land is not yet dead. This is 

because the IRA and its political 
front, Sinn Fein, have little to 
gain by resuming the terrorist 
war they ceased in 1997. But the 
resignation of David Trimble as 
the province's first minister has 
dealt a potentially hn blow to the Northern Ireland As- 
sembly the Good Friday Agreement brought into being three 
years ago. Under the rules for power-sharing, the resignation 
of the (unionist) first minister deprives Seamus Mallon, his 
(nationalist) deputy of his job too. Unless some deal can coax 
back Mr Trimble or a new leader of the Ulster Unionists, the 
British government will have in six weeks’ time either to call 
new elections in the province or suspend the Assembly. 

The case for suspending the Assembly is strong. The con- 
tinuing failure of Sinn Fein-IRA to give up, break up or cement 
up asingle illegal weapon has made Mr Trimble look a dupe to 
many Ulster Protestants for signing an agreement that turned 
IRA gunmen into government ministers. Gerry Adams, Sinn 
Fein’s president, points out with perfect accuracy and magnifi- 
cent irrelevance that his side has never made an absolute pro- 
mise to disarm. But his point is accurate only because the IRA 
takes care to frame its promises in so many ambiguities that it 
can slither away from any undertaking. And itis irrelevant be- 
cause Tony Blair, Britain’s prime minister, told Mr Trimble dur- 





ing the Good Friday negotiations in 1998 that decommission- 
ing was an essential part of the deal and should start at once. 
Suspending the Assembly is the least Mr Blair must do to keep 
faith with the unionists. 

Suspension need not destroy the peace for good. At best, a 
period of direct rule from London might help Ulster to limp 
through the Protestants’ volatile marching season, with the 
possibility of cooler heads agreeing to some face- and Assem- 
bly-saving deal in the autumn. Suspension has its dangers: the 
Stormont parliament that was suspended in 1972 has stayed 
suspended for three decades. But it is probably safer than to 
hold fresh elections. In the province’s present climate, new 
elections are liable simply to strengthen the extremists on each 
side against the moderates. This is what happened in elections 
for the Westminster Parliament last month, when Sinn Fein 
and Ian Paisley’s anti-agreement Democratic Unionists did 
better than Mr Trimble’s Ulster Unionists and Mr Mallon’s 
SDLP. A deal that eluded the two communities when Mr Trim- 


ble and Mr Mallon headed the main parties would surely be / 


unattainable if Mr Adams and Mr Paisley took their places. 
Better than either alternative would be if Mr Blair could use 
the threat of suspension to force Sinn Fein and the IRA into de- 
commissioning. Conventional wisdom says that the hard 
men of Sinn Fein and the rA will make no such concession 
when they are under the pressure of an ultimatum. But the 
prospect of suspension would at least force Sinn Fein to weigh 


od 


whatit stands to gain from keeping the institution alive against »» 





+ whatit stands to lose by seeing it collapse. Right now, there are 





grounds for thinking its interest lies in saving it. 
The peace has served Sinn Fein well. In the north, joining 
the power-sharing government of a province whose legiti- 
macy it does not accept has not damaged its standing among 
Catholic voters. Instead of being punished for participating in 
the Stormont government, Sinn Fein is now on course to sup- 
plant the spp as the main nationalist party in the Assembly 
elections due in two years’ time. In the south, the party has 
been edging closer to its aim of holding the balance of power 
in the republic’s parliament. How many of these gains would 
be lost if the power-sharing experiment were now to unravel? 
That depends on how the unravelling happens. If Mr Blair 
were to suspend the Assembly tomorrow, most nationalists 















would not blame their own lot but the reluctant power-shar- 
ers on the unionist side.To put real pressure on Mr Adams, Mr: 
Blair must arrange matters so that he can threaten to suspend — 
the Assembly in a way that shifts the blame to Sinn Fein. 

For this, Mr Blair needs to negotiate a compromise capable © 
of attracting the strong endorsement of both Mr Malloninthe _ 
north and Bertie Ahern, Ireland’s prime minister, in the south... 
It would probably have to consist of ira decommissioning in © 
return for further reform of Ulster’s police along the lines sug- 
gested by Chris Patten’s commission in 1999. Mr Trimble says _ 
it would be an outrage thus to “reward” the ir for its previous 
refusal to disarm. In truth, it would be a difficult offer for Sinn 
Fein to refuse without alienating new-found voters north an 
south of the border. It is certainly worth a try. @ 





Microsoft 


Guilty 








The appeals court’s irung shows that it was right to sue Microsoft 


AS the suit against Micro- 
soft a waste of time, 
money and effort, that served 
only to sap the energy of one of 
America’s largest and most in- 
novative firms? Undoubtedly, 
the decision by the Department 
re of Justice and 19 states to launch 
an antitrust suit against Microsoft in 1998 was controversial 
from the start. Critics argued that rules designed to regulate 
19th-century smokestack industries could not be applied to 
the computer business. Microsoft denied that it held a monop- 
oly, and argued that it was simply competing hard in a dy- 
namic, highly innovative industry. Regulators, the company 
argued, had no right to determine which features software 
companies should include in their products. When the case 
came before an appeals court in February, the judges’ harsh 
questioning of the government's lawyers appeared to support 
the view that the entire case might even be dropped and Mi- 
crosoft acquitted of any wrongdoing. 

It was not. Instead, on June 29th the seven appeals-court 
judges unanimously ruled that Microsoft holds a monopoly 
in PC operating-system software, and that it repeatedly and 
unlawfully used its market dominance to protect that monop- 
oly. True, the court reversed the finding that Microsoft had at- 
tempted to monopolise the market for web-browser software, 
and also overturned last year’s ruling by Judge Thomas Pen- 
field Jackson that the company should be split in two. But this 
good news for Microsoft was outweighed by bad. The court 
found that its “co-mingling” of other software with Windows 
was anti-competitive, and it left unresolved the key question 


= of the extent to which Microsoft is allowed to tie, or bundle, 


other software with Windows, which is crucial to its future 
plans. In short, a bench of conservative judges deemed that 
antitrust regulations should be applied even to software. 

The most likely outcome now is an out-of-court settlement. 
This would probably take the form of a fine (painless for Mi- 
crosoft, which is sitting on $30 billion in cash) and a bundle of 
conduct remedies, which Microsoft has proved skilful at evad- 
ing in the past. Unlike a break-up, such a settlement would do 





little to restrain Microsoft's monopolistic tendencies. But even. 
an ineffectual remedy is better than nothing, and bringing the ; 
case has also had other remedial effects. ; 









The next big thing 
For a start, the ruling that Microsoft is a monopoly leaves the 
firm open to a deluge of private suits. Microsoft may now face 
legal action over the inclusion of media-playback and instant- 
messaging software in its new Windows xp operating system, 
which is due to go on sale in October. The ruling may also em- 
bolden antitrust regulators in Europe, where the EU’s compe- 
tition commissioner, Mario Monti (see page 65), has assigned ` 
an unusually large team to investigate Microsoft’s conduct. eae 

The trial itself had a number of positive consequences. It 
prompted Microsoft to abandon many of its restrictive licens- 
ing agreements with pc makers. As a result, itis now possible 
to buy rcs with Linux, a free operating system, rather than 
Windows, installed as standard. Before the trial, this was ab- 
most impossible, since pc makers dared not offend Microsoft, . 
which might have cut off their supplies of Windows. 

Another result of the trial is that Microsoft is now more 
widely distrusted. The notion of Microsoft as an evil empire, 
once an in-joke among geeks, is now a commonplace. The re- -` 
cent fuss over “Smart Tags”, a controversial feature to add web- | 
links to documents automatically that Microsoft was thinking 
of including in Windows xr, reveals the depth of popularmis- - ~ 
trust of the company. That matters: trust is vital if Microsoft is 
to make .NET, its embryonic Internet platform, a success on the 
scale of Windows. Access to many of the new features in Win- 
dows xp, and to Microsoft’s new suite of online services, is 
available only to users who sign up with Microsoft’s online 
registration system. Users may be reluctant to hand over per- 
sonal information to a proven bully. 

Will the combination of conduct remedies, legal threats, 
market forces and user mistrust be enough to restrain Micro- 
soft in future? Perhaps, although a break-up was the only rem- 
edy that was guaranteed to put a stop to the company’s misbe- 
haviour. But, even without a break-up, the appeals court’s 
ruling emphasises that it was undoubtedly right for the De- 
partment of Justice and the states to bring the case. @ 









Entertaining economics? 































_. SIR - The complex issues be- 
: fore the wTo, IMF and World 
Bank tend to confuse and 
“even bore the public to such 
-an extent that it is difficult to 
~ build support for interna- 
- tional organisations (“More to- 
_matoes, please”, June 23rd). 1 
agree-though it pains me to 
_do so-that protesters have in- 
eed done what the public-re- 
ations departments of these 
ganisations have failed to 
o: “they have made econom- 
ics exciting.” 
You might have added eco- 
nomics journalists to the list 
-of those who have failed to 
‘persuade the public of the ex- 
citing nature of the subject. I 
greatly appreciate your efforts 
-but the great majority do not 
read newspapers and maga- 
_ zines to inform themselves on 
“the latest developments in the 
- fields of business and eco- 
nomics. Sad, but true. Perhaps 
<: the problem lies with the 
presentation? 
-KEITH ROCKWELL 


Information and Media 
-Relations Division 
WTO 

Geneva 


SiR - The greatest irony of all 
is that with their mobile- 
phone co-ordination, web- 
based propaganda, cosmopol- 
itan composition and trans- 
atlantic travel, anti-global- 
~isation malcontents protest at 
‘the very system that spawned 
~ them (I have even seen some 
in Nike trainers). 

JUSTIN TYSON 

Washington, oc 





The long last mile 


SIR - It was interesting to see 
your comparison of broad- 
band rollout in various coun- 
tries (“Broadband blues”, June 
23rd). Today, local and long- 
distance phone services 
would be little more than 
cheap add-ons to a monthly 
DSL or cable-modem service 
except for the obstruction of 
phone and cable incumbents. 
It is very difficult to pry the 
transmission and distribution 
system loose from incum- 


bents. But.in the transition 
from regulated monopoly to a: 
deregulated model, if you do 
not have equal access to the 
last mile and the customer 
you do not have truly market- 
based competition in service, 
marketing or pricing. 

This is also at the heart of 
California’s energy problems; 
it is what you get when too 
many entrenched interests 
write a deregulation bill. 
NIELS ERICH 
San Francisco 


Savings in Japan 


SIR - You say that it is “wrong 
to take Japan’s structural sav- 
ings surplus as given 
(“Chronic sickness”, June and). 
Japan’s high saving is due not 
just to an ageing population 
but also to a return on capital 
that is half that in America”. 
You have confused the total 
level of Japan’s savings with 
the surplus of such savings 
over domestic investment. In 
our analysis of the impact of 
Japan’s demography, we have 
shown that the current level 
of private-sector gross savings 
is indeed higher than we 
would expect in equilibrium. 
This does not, however, re- 
duce the structural surplus of 
savings over domestic invest- 
ment, since private investment 
is also above its equilibrium 
level to a similar degree. 

You make the implicit as- 
sumption that the low return 
on Japanese corporate invest- 
ment can be raised without 
cutting its level. This is highly 
unlikely. The proportion of 
corporate output that goes to 
profits is now the same in Ja- 
pan as in America. Achieving 
returns comparable to Amer- 
ica can thus only come from 
achieving a similar rise in out- 
put from a similar level of in- 
vestment. As Japan and 
America invest similar propor- 
tions of their Gpr in private 
non-residential investment, 
similar profitability requires 
similar growth rates. There is, 
however, a 2%-a-year differ- 
ence between the rise in the 
working population of Amer- 
ica and the fall in Japan. For 
the two to have similar 
growth rates thus requires Ja- 








pan’s labour productivity, 
measured in terms of output 
per head, to rise by 2% a year 
faster than America’s. 

This is highly improbable 
and its improbability is not 
lessened by vague claims that 
“corporate restructuring 
would shift resources to more 
productive uses”. The pursuit 
of higher returns by Japanese 
firms requires domestic invest- 
ment to fall. Thus, even if a 
rise in the return on invest- 
ment reduces the level of do- 
mestic savings it will not lead 
to a reduction in the surplus of 
such savings over investment. 
ANDREW SMITHERS 
Smithers & Co 
London 


Houston, you have a problem 


SIR - Enough hype about 
Houston (“The blob that ate 
east Texas”, June 23rd). People 
who live there do not want to 
stay and people do not want 
to move there. I am preparing 
to take the bar exam in Cali- 
fornia, and if you look at 
where the bar-review classes 
are being offered you can 
judge how much interest 
Texas holds for out-of-staters. 
The Texas bar review is offered 
in no other states. The number 
taking the bar in Texas 
(roughly 2,000) is about 800 
more than Georgia (with only 
one big city) and roughly the 
same as Florida (with a much 
smaller population). Califor- 
nia has 12,000 applicants and 
its bar-review courses are held 
in many other places (includ- 
ing Provo, Utah, Ann Arbor, 
Michigan and even Austin, 
Texas). 

A global city needs to re- 
tain and attract highly edu- 
cated people, and needs to be 
cosmopolitan both demo- 
graphically and in attitude. 
People from California or New 
York would not mind moving. 
to London or Tokyo but would 
balk at moving to Texas. Hous- 
ton’s downtown district is 
boring and its neighbour- 
hoods aesthetically displeas- 
ing. The heat and humidity 
are overbearing. Add to this 
the conservativeness of the 
South, lack of smart young 
people and good educational 
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institutions, a dearth of natu- 
ral beauty and mediocre shop- 
ping. Houston has little to 
offer unless you are a fan of 
country music, big hair or 
cowboy boots. 

AUDREY CHENG 

Washington, oc 





The heat is on 


SIR ~ You are right to argue 
that the Kyoto climate treaty is 
not perfect but your solution— 
extending the deadlines by 
which reduction targets 
should be met—is inappropri- 
ate (“A warm reception”, June 
16th). It would impose unfair 
economic disadvantages on 
countries that spent money to 
boost energy efficiency stan- 
dards or renewable energy. 
Scientists estimate that car- 
bon-dioxide emission must be 
cut by at least 60% by 2050. 
Friends of the Earth calculates 
that industrialised countries 
would have to achieve reduc- 
tions of 80% in order not to ex- 
ceed their fair share of the ~ 
planet’s environmental space. 
How will such cuts be possi- 
ble if we do not even achieve 
the cuts the Kyoto treaty de- 
mands by 2012? Prudence 
teaches us, if in doubt, to err 
on the side of caution. If Kyoto 
were to be renegotiated, re- 
duction targets and timescales 
would, if anything, have to be 
tightened. 

DANIEL MITTLER 

Friends of the Earth Germany 
Berlin 


Sir - How many scientists 
who say that global warming 
is a fact and is probably due to 
human activity have a vested 
interest as their funding de- 
pends on scaring the public? 
And what reason do we have 
for thinking that global warm- 
ing would be bad? Do not his- 
torical records show that the 
last warm period—the 12th 
century—was fairly good? 
ROBERT OTTO 

Crystal, North Dakota & 





Executive Focus 


YDTLR 


TRANSPORT 
LOCAL GOVERNMENT 
REGIONS 


Ma 


THE STRATEGIC RAIL AUTHORITY 


CHAIRMAN 


Salary: up to £150-200,000 (3-4 days/week) 


The Secretary of State for Transport, Local Government and the Regions 
seeks an exceptional individual for this key role. 

The Strategic Rail Authority is responsible for strategic planning in the 
rail industry. Working with others, its aim is to achieve a higher quality, 
safer service for a growing number of passengers and to support more 
freight going by rail. To achieve this the Authority needs to: 

e lead the industry's efforts to restore and improve performance 


of the railway, 

* produce, and carry forward, a plan to deliver the targets for 
growth in the rail industry contained in the Government's 
10 Year Plan for Transport; 

+ take forward the refranchising of passenger operations; 

+ devise and implement, in conjunction with others, major 
investments in infrastructure enhancement, 


Candidates will need leadership, communication, strategic pe 


ARC 


planning and management skills, demonstrated by a track 


record at senior level in the private or public sectors. The ability to 
handle complex agendas and to work constructively with government 
and the rail industry at the highest level is essential. Knowledge of the 
rail industry or of another complex service delivery business will be 
highly desirable, as will knowledge of Whitehall and experience of 
public/private financing. 

A time commitment of 3-4 days a week is envisaged. The post will be 
based in London. Appointment is likely to be for three years in the first 
instance. Annual salary will be up to £200,000, for four days a week, 


although more may be offered in an exceptional case. 


Applicants should send career details in strictest confidence to 
Roger Witcomb, Saxton Bampfylde Hever (Ref: DF VP/E), PO Box 198, 
Guildford GU1 4FH or by email to DTVP@saxbam.co.uk to arrive 
not later than noon on Wednesday Ist August 2001. For a 
confidential discussion about the appointment please telephone 
Roger Witcomb on 01483 409 712. 


ADVERTISED RECRUITMENT ANO CONSULTANCY 
A PRACTICE WITHIN SARTON BAMPPY( DE NEVER af 


Chief Executive Officer 
Dublin City University Educational Trust 
Dublin 


DCUET is an independent trust formed to support Dublin City University. The University is a research and teaching 
institution with well developed links to the business and commercial world. it places a strong emphasis on enrolling 
individuals and corporations in support of its objectives. This activity is led by DCUET which now seeks a Chief Executive. 


The Role: 

* Formulate, communicate and initiate strategies and fund 
raising plans to enable Trust to contribute to research and 
education goals of DCU. 

Identify sources of funding and build productive 
relationships with potential donors; individuals, grant 
giving bodies and commercial sector. 

Reporting to the Trustees, manage, co-ordinate and grow 
well established team to realise the Trust's exciting 
potential and long-term objectives. 


Generous Remuneration Package 


The Candidate: 
e Proven success record in fund raising, the building and 
development of lasting, productive relationships. 


Proactive, with good presentation and interpersonal skills. 
Flexibility and adaptability and able to relate to and 
engage diverse audience. 


* Commercial acumen and drive. Experience of fund raising 
in diverse arenas an advantage. 


Please reply in confidence, with full career and current salary details, quoting reference DME/3603E 
For further information on DCU see www.dcu.ie 


e-mail: response.manager@odgers.com 
Fax: 020 7529 1000 « www.odgers.com 


The Economist July 7th 2001 


odgers 


Odgers Ray & Berndtson, 11 Hanover Square, 
London W1S 13) ¢ Tel: 020 7529 1111 





Executive Focus 


EUROPEAN SALES MANAGER 


Supply Chain Outsourcing 
£Six Figure Package + Benefits UK Headquarters 


< This recent MBO offers fully integrated inventory management solutions for the computer industry. It has a well-established, 
24/7 operation se countries worldwide from 10 European locations. In order to achieve ambitious growth from the current 
s a dynamic, highly motivated sales manager to drive the sales plan aggressively. 


THE CANDIDATE 


function and œ=€ Graduate calibre with senior pan-Eurgpean solutions sales 
g delivering sales 
opportunities within OEM’s and mult i 
providers across Europe. Report to Business 
Director, 
Develop, own, implement sales strategy. Lead approdi 
key customer targets. Facilitate design of solutions to suit, 
customers’ needs using central support teams and defined ; 
process models. Negotiate and agree contract pricing. “> Sound commercial and financial 
Oversee implementation phase. yet pragmatic. Highly develo 
Use market knowledge to help refine anc ; i negotiation skills. Excellent interper 
and strategy. Achieve growth targets. 


Please email/write to the address 


Hanover Fox International Š T: +44 (0)20 7409:1177 


4 Stratford Place H AN OVE R F OX F: +44 (0)20 7409 2662 


London WIC 1AF INTERNATIONAL aft@hanoverfox.co.uk 


Executive Search ¢> Selection 


BUREAU OF ECONOMIC MANAGEMENT & LEGAL STUDIES? 


The division of BCEOM Group, a leading French Consulting Company specialised in high level Policy and Legal Advice & Management 
Consulting, with a prestigious track record of experience currently seeking to strengthen its experts network with 


CONSULTANTS 


|) For Eastern and Central Europe: 


*Policy Makers: former Ministers and high-ranking officials: 

«Economists: Economic Policy, Macro-Economy, Macro-Modelling, Economic Forecasts and Statistics; international trade and World 
Trade Organisation Accession; 

*Economic policy of countries in transition experts, 

*Sectoral policy experts: energy; transport; agriculture; industry; social and health care policies; education; 

«Financial Experts; 

*Lawyers: European Law and Approximation of Law; public law; international trade; intellectual property; 

+ Experts in European Affairs and Accession to the European Union, 

*Enterprise Restructuring and Privatisation Experts, 

¢Experts in Human Resources Development; 

*Experts in Public Health. 


Without restriction of citizenship, the candidates should have a graduate or postgraduate degree either in economics, finance, law, or engineering from 
a top college or university. The selected consultants will have above average communication and presentation skills. Fluency in English is a minimum requirement. 
Mastering Central and Eastern languages will be a definite benefit. You will be proposed to join our teams for short and Jong term challenging assignments. 


Interested persons should send their detailed CV to : 


Bureau of Economic Management and Legal Studies, O 


BCEOM, Place des Frères Montgolfier, 78286 Guyancourt Cedex France. 
Phone: + 33 1 30 12 48 00; Fax: + 33 1 30 12 10 95. E-mail : drb@bceom fr 








W EURORSCG nmas 


a group egis company 
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HEAD OF GAS TRADING ARRANGEMENTS 
Ypa to £56,500 prus: benefits. London SWI 


kmc international Asan independent economic regulator Ofgem is committed to providing customers with more choice and better. 
value for money.in buying through the promotion of competition and effective regulation of network monopolies a 
search & selection within Europe's most liberalised energy markets. 
The Role ; 
Working directly to the Director of Trading Arrangements you will be responsible for managing the signifi itant 
programme of ongoing reforms of the gas trading arrangements in Great Britain and their implementation. You wit- 
be expected to make a significant contribution to the development of Ofgem’s policy on gas trading and the incentive. 
schemes for Transco’s System Operator function. You will also be expected to contribute more widely on policy 
within the Trading Arrangements team, ensuring consistency with developments in the electricity market and acting 
as.a source of expertise within Ofgem, liaising with other linked areas of work such as Europe and the Transco price 
control review, 
Please apply including.a | You will be responsible for leading, managing and developing the gas trading arrangements team. You will also 
full CV and details of manage a large consultancy budget and will need to make use of internal and external legal advisors, ensuring 
current remuneration, to: the most appropriate use of resources at all times. We also have other positions similar to this one. 


David Binney To Apply 
(Ref. 256/149} In order to apply for this position, you should be a highly numerate graduate, preferably with a degree in 


` f Economics and experience of developing policy and applying your economics knowledge developed in a 
kme international, commercial; consulting or public sector environment. You should also have previous experience of managing 
7 Old Park Lane, farge. projects and multi-disciplinary teams. A comprehensive understanding of liberalised energy markets, and 

London. W1K 1QR, UK. |. the GB gas industry, would be a distinct advantage. 
E-mail: d.binney@ You should also be an effective communicator as you will be a promoter of change, identifying and overcoming’ 
kmcinternational.co.uk, . 2arfiers to make the market more effective and act as the voice of the regulator with stakeholders from customer’ 

or view. 9TOUPS, the industry and other government departments. 

Wwww.kmeinternational.co.uk In addition to the salary on offer, Ofgem offers a non-contributory pension scheme, 30 days annual leave: 
oe allowance, 10.5 days public and privilege holidays, an interest free season ticket loan as well as an on site 
Closing date for applications’ subsidised restaurant and gym. Ofgem also operates a performance pay system and an annual bonus, equivalent 

day 27th July 2001. to 10%: of your salary, for exceptional performance. 


Don't just make up the numbers. 


ECONOMICS GRADUATES FOR THE DIPLOMATIC SERVICE pee es 


Commonwealth 
Now you've graduated in economics, join an organisation that lets you make an individual contribution straight Office 
away. In the Diplomatic Service you'll be able to use your skills to the full - and as soon as you join, you'll be 
dealing with the issues: that: really matter, 


Reporting to ministers and senior officials, you'll enjoy a-uniquely challenging and varied workload, in an environment where no two 
days are ever the same, Whether you're analysing the economic benefits that peace would bring to the Middle East, ar working out how 
e-commerce could heip Russia’s ailing economy, you'll provide the kind of top-level information foreign policies get based on. 

After your first two years in London -~ where you'll work on global economic policy or EU issues = you'll spend at least 3 years abroad, 
covering economic developments in a major G7 or EU economy or in an emerging market like. Brazil: After this, the direction that you 
take will be up to you. But whatever you choose, you'll probably spend up to half your career overseas ~ so you can rest assured you'll 
continue to be involved in key international issues. 

You'll need to be a British citizen, with a minimum of a second-class honours degree in economics, If you've taken a joint or mixed degree, 
economics must have counted for at least half of your course. Candidates with an MSc in Economics or some related work experience 
would be particularly welcome, Excellent interpersonal skills are of course essential, and you must be the kind of person who thrives on 
responsibility and constantly evolving priorities. 

For further details and an application form (to be returned. by 14 September 2001), write to Capita RAS, Innovation Court, 

New Street, Basingstoke, Hampshire RG21 7JB or telephone 01325 745539 (24 hours} or fax 01256 383785. E-mail: lpoul@rasnet.co.uk 
Please quote reference A/O2/DSE. 


You can also find out more information about FCO careers at www.fco.gov.uk 


in representing Britoin, the FCQ aims to reflect the diversity of British society. Women, members of minority ethnic groups and disabled people are 
currently under represented, Applications from these groups ofe therefore particularly welcomed. 


CAPITA RAS Wwe Fast stream D 
sag 
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Executive Focus 


PREPARATORY COMMISSION FOR THE 
“COMPREHENSIVE NUCLEAR-TEST-BAN TREATY ORGANIZATION (CTBTO) 
PROVISIONAL TECHNICAL SECRETARIAT 


G 


The Preparatory Commission for the Comprehensive Nuclear-Test-Ban 
“Treaty Organization with its Headquarters in Vienna is the international 
“organization setting up the global verification system foreseen under the 
Comprehensive Nuclear-Test-Ban Treaty (CTBT), which is the. Treaty 
banning any nuclear weapon test explosion or any other nuclear 
explosion. The Treaty provides for a global verification regime, including 
a network.of 321 stations worldwide, a communications system, an 
‘international data centre and on-site inspections to monitor compliance. 





"We 'seek to recruit a highly qualified candidate for the following position: 


_ POST: Information Security Manager 
© GRADE: P-3 
- VACANCY ANNOUNCEMENT NO: VA39-31-2001 
DATE OF ISSUANCE: 20 June 2001 
DEADLINE: 7 September 2001 
REPORTING DATE: As soon as possible 


DUTIES AND RESPONSIBILITIES: 

Under the supervision of the Coordinator, International Data Centre 
Division, to: Serve as the focal point for all computer and data 
information security issues within the Organization; work with 
management and technical staff of the Organization to develop security 
requirements, policies and procedures, and to design security protection 
and detection mechanisms. Assess and report on the level of information 
security and performance of the security mechanisms within the 
Organization and verification regime and provide expert advice for 
policy and technical papers and meetings. Actively promote 
Organization-wide security awareness; stay abreast and keep 
Organization staff informed of global trends and activities in the area of 
information security breaches and information security mechanisms. 


QUALIFICATIONS: 

University degree in computer engineering or a related field. At least five 
years relevant working experience with information security issues 
Operating within an environment based on UNIX, Windows NT, World 
Wide Web, Oracle, satellite communications and distributed computing 
across the Internet. Project management skills are desired. Fluency in 
English and a good knowledge of at least one other of the official 
languages of the CTBTO Preparatory Commission, Excellent 
communication skills in English essential. 


REMUNERATION/CONTRACT: 

‘Depending on professional background and experience, indicative 
taxfree annual net base salary (inclusive of a variable element for post 
adjustment) from US$ 46,445.-(without dependants) and US$ 49,756.- 
(with dependants), subject to deductions of contributions to the CTBTO 
Provident Fund and Health Insurance Scheme. Additional benefits 
include, when applicable, dependency allowance, education grant for 
children, rental subsidy, six weeks vacation per year, home leave travel 
every two years. Initial contract for fixed-term of three years. 


amerre ttt ttt CCC 


For more information, see the CTBTO Preparatory Commission’s home 
page: http://www.ctbto.org. When applying, please quote the number of 
the vacancy announcement and complete the CTBTO Preparatory 
Commission's Personal History Form, which is obtainable from the home 
page. Please only e-mail ASCII text-formatted messages and 
attachments. If the form is not available, send a detailed curriculum vitae, 
including information on date of birth, nationality, employment history 
and references. Please note that it is in your interest to supply a complete 
and updated set of personal data. 

The CTBTO Preparatory Commission retains the discretion not to make 
any appointment to this vacancy, to make an appointment at a lower 
grade in particular if the selected candidate has less than the 
qualifications required or to make an appointment with a modified job 
description or for a shorter duration than indicated above. The CTBTO 
Preparatory Commission reserves the right to undertake correspondence 
only with short-listed candidates. 

CTBTO Preparatory Commission, Personnel Section, Vienna 
International Centre, Room E0978, P.O. Box 1200, A-1400 Vienna. Tel: 
(43.1) 26030 6210. Fax: (43.1) 26030.5897. E-mail: personnel @ctbto.org 
THE PREPARATORY COMMISSION FOR THE COMPREHENSIVE NUCLEAR-TEST-BAN TREATY 


ORGANIZATION IS COMMITTED TO A POLICY OF - EMPLOYMENT OPPORTUNITY. 
APPLICATIONS FROM QUALIFIED FEMALE CANDIDA’ ARE PARTICULARLY ENCOURAGED 
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The INTERNATIONAL ENERGY AGENCY, 
based in Paris, seeks a DIRECTOR for its 
Office for Energy Efficiency, Technology and R&D 


Tax-free remuneration package from 714K FF p.a. + benefits 





The Position 


The successful candidate will be a member of the Agency's top 
management team, reporting directly to the Executive Director and will 
direct policy work in relation to energy efficiency, renewable energy and 
all aspects of energy technology policy and:research and development. 
The Office contributes to the Agency's cross-cutting themes, including 
energy diversity and security, the economic efficiency of the energy 
sector, ahd mitigating the environmental consequences of energy 
production and use (including greenhouse gas emissions). 


The Director's responsibilities include the early identification of strategic 
issues, initiation of appropriate analytical work, drawing out public 
policy conclusions and promotion of their adoption, international co- 
ordination of policy development, and implementation of collaborative 
arrangements between member governments, or their representatives, in 
the field of technology research, development and deployment. Efforts 
to enhance market dissemination of new and improved energy 
technologies, to both Member and non-member countries, are an 
important feature of the work. ia 









Principal Qualifications 


© Profound knowledge of energy economics, markets, industries, 
technologies and government energy policy-making and regulation, 
based on relevant academic: qualifications and work experience, 
supported by broad awareness of economic, environmental, | 
international and technological issues. 


e Atleast 15 years’ experience of formulating and implementing 
policy in the energy sector. 


e Direct experience of energy policy work in a national government 
administration, with international or intergovernmental experience, 
is desirable; so, too, is direct commercial experience in the energy 
sector provided this has included broad policy-making 
responsibilities and extensive interaction with governments, 
involving close understanding of government policy-making 
processes. 


> Sensitivity to political issues and to sensibilities within and between 
countries. 


e Demonstrated management, communication and negotiation skills, 
initiative, creativity, drive, judgement and technological 
understanding. 


e -Ability to conceive and direct. complex analysis, identify ctitical 
issues and draw out practicable conclusions. 


e Fluent knowledge of English’ isa pre-requisite and a working 
knowledge of French and other languages an advantage. 


The OECD is an equal opportunity employer and encourages 
applications from female candidates. 


For the full vacancy notice text and further information on the OECD and 
the IEA: www.eecd.org and www.iea.org. Official application form: 
www.oecd.org/hrm. — Applications (in English or French) quoting 
_ reference VAC(01)055 should be. submitted. on-line by 7 August 2001. 
Only nationals from Member countries of the OECD are eligible to apply. 


Please note that only candidates selected for interview will be contacted. 
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Executive Focus 


tv 


HE BEST IN INTERNATIONAL SCIENTIFIC 
AND TECHNOLOGICAL RESEARCH. 


IFP is a major research and industrial development complex (2000 people, several sites in France and abroad). Number 2 worldwide in refining and 
petrochemical techniques sales and development. IFP is partner to the petroleum, gas and automobile industries. Significant training activities 
conducted within our School. 


IFP SCHOOL Centre for Economics and Management 
SENIOR PROFESSOR IN ENERGY ECONOMICS 


The IFP School opens the door to the oil, gas and automotive industry by offering graduate and post graduate students the possibility of specialising in 
fields such as exploration, production, refining, petrochemicals, internal combustion engines, petroleum economics and management. 

Applications are invited from those with teaching and research interests in any area of energy economics, although expertise in money, banking or 
finance will be welcome. 


The successful candidate must possess the following : * a record in, or potential for, research at an international level of excellence, and ideally a 
doctorate in Economics, and prior experience of teaching in higher education + superior interpersonal and communication skills, and great personality 
* clear vision for the role of management education and research in creating knowledge and disseminating knowledge + ability 

to establish and develop strategy and operational partnerships with the business community. 


1-4 avenue du Bois Préau - 92852 Rueil-Malmaison cedex. France - Tél. 33 (1) 47 52 69 17 quoting the job reference TEspee. 


Further particulars and an application form are available from the Human Resources department, Institut francais du pétrole, i 
E-mail : ifpjob1@ifp.fr 








TREASURY OFFICER 


(Portfolio Management) 





Asian Development Bank's overarching goal is to reduce poverty and improve the quality of life of people in the Asian & Pacific region. 

The Position 

Undertaking research, analysis and evaluation of relevant fixed income markets with a focus on relative value among market sectors and specific types of securities, as well as 
macroeconomic issues (such as interest rate movements and yield curve structures) and analyzing the framework of investment strategies, policies, and guidelines; 


e Developing portfolio strategies for relevant (sub-) portfolios, describing the major positions to be taken relative to relevant benchmarks, making a tradeoff between the risk and 
retum of various investment choices; 














A e Performing portfolio management tasks, constructing and maintaining portfolio(s) with the highest expected retum for the level of risk being taken, evaluating individual securities using 
available quantitative techniques; developing and maintaining effective relationships with counterparties to ensure the best possible execution of transactions: 

e Monitoring the portfolio(s), reporting portfolio exposure, strategy execution, and relevant market developments on a timely basis, generating the necessary portfolio reports 
to ensure compliance with the agreed strategy as well as with risk management and back-office requirements, reconciling and resolving issues with risk management and 
back-office as needed; and 

e Identifying new investment opportunities (new securities and sectors), Suggesting changes in the investment guidelines and policy, writing recommendations for their implemen- 
tation, and participating in related project work. 

The Requirements 

Formal education and training in finance, economics, or other related fields and at least five years of relevant experience 

e Familiarity with portfolio management theory and practice and proficiency in quantitative analysis including portfolio optimization techniques and other quantitative tools 

e Persuasiveness in presenting and communicating investment ideas to peers and management; able to work effectively in a team environment: and committed to improving 
the performance and output of the investment process 

e Dynamic and resourceful and has good writing skills in English 

K Established in 1966 and headquartered in Manila, Philippines, ADB's multicultural staff come from over 45 member countries, ADB otfers an intemationally competitive salary paid in US dollars. Salaries and 






benefits are generally tree of tax except for citizens of some countries, primarily the USA and the Philippines, whose incomes are taxed by their respective governments. ADB staff members are expected 
t0 Serve in any location outside Headquarters. Applicants should be nationals of one of ADB's member countries. For further information, please visit www_.adb.org and look for Employment under Resources. 







Send CV and cover letter by fax, mail or online using MS Excel format quoting Ret. No. 01-24 by 21 July 2001 to: 


Tel: (63-2) 632-4444 HUMAN RESOURCES DIVISION 
Fax: (63-2)636-2550 ASIAN DEVELOPMENT BANK 
E-mail: jobs@adb.org P.O. BOX 789, 0980 MANILA, PHILIPPINES 


Only shortlisted candidates will be notified. 






Women are actively encouraged to apply. 
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"Deputy Director, International Capital 
Markets Department 


|The International Monetary Fund has an opening for the Deputy 
Director of its newly established International Capital Markets 
Department. Under the guidance of the Department Director, 
“the Deputy Director will be responsible for providing strong 
-leadership.and strategic vision in planning, managing, and 
supervising the work of approximately 65 staff. 


The International Capital Markets Department will play a central 
role.in the IMF's conceptual work related to the international 
financial system and to capital market access by member coun- 
tries. It will be a vital part of the ongoing efforts to strengthen 
the IMF's role in crisis prevention by providing early warning of 
potential stresses in international financial markets. The Deputy 
Director will have a central role in the Department's work in 
gathering, assessing, and.disseminating information on develop- 
ments in international capital markets, in support of the IMF's 
surveillance work and lending programs. The Deputy Director 
will also be responsible for helping to coordinate the production 
of reports on developments in international capital markets and 
for conducting policy-oriented research on capital market topics. 


‘Qualifications 

Applicants should be recognized leaders with a minimum of 15 
“years of experience in the field of international capital markets 
with outstanding analytical and conceptual skills, and an exten- 
- give_and strong operational and policy background in this field. 
Applicants should have a thorough understanding of financial 
markets, the forces determining market developments, as well 
as conceptual skills in financial engineering. The successful can- 
didate should have high-level experience in supervising the 
“work of others and a demonstrated track record in strategic 
thinking, organizing and delegating work, and personnel man- 
agement. Applicants should have extensive practical experience 
on the trading floor of a major market participant, either as a 
senior strategist or chief trader. An excellent command of 

© English and strong communications skills are required. A work- 
ing knowledge of other languages is desirable. Candidates from 
a wide variety of countries are invited to apply. 

To Apply 

interested candidates are invited to apply by August 3, 2001, 
raking explicit reference to Vacancy No. 01282B. 

Online applications are preferred and can be made through the 
IMF’s recruitment Web site: www.imf.org/recruitment. 
Please ensure to include a telephone/fax number or e-mail 
address where you can be contacted. 


International. Monetary Fund 
Recruitment Division, IS9-100 
700 19th Street, N.W. 
Washington, D.C. 20431 
USA 


Fax: +1 202 623-7333 




































































Further details about the role and function 
of the IMF are provided on its Web site: 


http://www.imtorg 


ADVISORY CENTRE ON WTO LAW 

































Vacancies for junior and senior lawyers 


On 17 July 2001 the Advisory Centre on WTO Law will be established as an 
independent intergovernmental organisation in Geneva. At present there are 
32 signatories: 9 developed countries, 22 developing countries and 1 economy 


lin transition. Membership of the Centre remains open to all WTO Members. 


The Centre. functions essentially as a law office specialised in WTO. law, 
providing legal services and training to developing-country and economy-in- 
transition Members of the Centre and: all least developed. countries.: The 
Management Board of the Centre has appointed Dr. Frieder Roessler as 
Executive Director. For more information on the Centre see www. itd.org, 


The Centre is now seeking to fill three positions of junior and'senior lawyers. 


| The incumbents will provide legal advice on WTO law to: Members and the 


least developed countries, assist them in WTO dispute settlement procedures, 


organise seminars on WTO jurisprudence and help train interns. 


The candidates should have: an advanced university degree in law; 
professional experience as a legal practitioner, including experience in 
international trade law; good knowledge of economic issues underlying WTO 
law; ability to write accurately, concisely and quickly, good communication and 
presentation skills in at least 2 of the 3 WTO working languages; ability to 
work independently and to co-operate with others in a diverse international 
setting; interest in the advancement of developing countries; and a sense of 
public international service. 


The Centre will follow the conditions of service of the WTO Secretariat which 
includes a full package of expatriate benefits. Each of the three positions will 
be classified in accordance with the experience of the candidates and may 
range from grade 7 (P-2) to grade 11 (D-1). The capacity of the Centre will be 
expanded in response to the demand for its services by its Members and the 
least. developed countries. The appointments may therefore. be staggered 
over time. 
Applications should be sent with a detailed curriculum vitae to: 
The Chairman of the Preparatory Committee 
Mr, O.Th. Genee, Permanent Mission of the Netherlands in Geneva 
Chemin des Anémones 11, 1219 Chatelaine (Geneva), Switzerland 
Fax:+41-22-7951525; E-mail: oth.genee@minbuza.nl 


Applications will be treated confidentially and should be received 
before 15 August 2001. 


EDITORS 


BASED LONDON WEST END 
COMPETITIVE SALARY PLUS EXCELLENT BENEFITS 


Part of The Economist Group and a world leader in its field, the 
Economist Intelligence Unit has an unrivalled reputation for providing 
international companies with independent analysis on the political, 
economic and business environment, and publishes comprehensive 
macroeconomic forecasts on over 180 countries. 

We are looking for experienced business writers/editors for our flagship 
newsletters, quarterly reports and electronic briefing service. These are 
aimed at Western companies operating in Eastern Europe and the 
former Soviet Union. 

You will commission, edit, research and write material on operational 
business issues and political and economic trends, You must have a 
flair for clear, concise writing and a demonstrated ability to organise 
work smoothly around tight deadlines. Experience in Eastern Europe 
is essential. A strong grasp of business issues and proficiency in an 
East European language would be advantageous. 

If you would like to use and develop your skills:and career with a 
global leader, then please send your CV (preferably by email) with 

a covering letter and details of current salary to the address below 
quoting reference EIU080. Non-EEA applicants will need to obtain 

a UK work permit. Closing date: Friday July. 20th 2001. 

THE ECONOMIST INTELLIGENCE UNIT 
RECRUITMENT OFFICE 
15 REGENT STREET 
LONDON SWIY 4LR 
EMAIL: jobs@eiu.com 


The Economist 
Intelligence Unit 


www.eltcom 





The Economist July 7th 2001 




























a, Lb 





Lombard Street Research Ltd. 


Economic Research and Consultancy 


EUC at Director 


Professor Tim Congdon CBE has been the Managing Director of 
Lombard Street Research since he founded the company in July 
1989. He now wishes to stand down from the managenient job, in 
order to concentrate on research. The company would like to 
appoint a new Managing Director, 


The company is small (with a turnover of about £2m), but is 
highly regarded for the quality of its research and the accuracy of 
its macro-economic forecasting, and can claim to be the leading 
independent economic research company in the City of London. It 
disseminates its research products, sold mostly on a subscription 
basis, both by hard-copy publications and electronically. 


The successful candidate should have a good understanding of 
economic issues, but does not need to be an economist. A successful 





track-record as a manager in a financial information business, such 
as Thomson or Reuters, would be a particular recommendation. 
Strong entrepreneurial and marketing flair is essential, as the equity 
component of the package could be as important as salary and 
bonus to the reward from this unusual and interesting position. 
Applicants should write with their CVs to: Charles Dumas, 
Lombard Street Research, 30 Watling Street, London EC4M 9BR, 
or email to charles.dumas@lombardstreetresearch.com. 


Closing date 31" July, 2001. 


Director, The Bologna Center 


The Paul H. Nitze School of Advanced International Studies (SAIS) of the 
Johns Hopkins University has an opening for the Director of its Bologna 
Center, located in Bologna, Italy. The Bologna Center is a fullaime graduate 
school that offers the only International Relations Program in Europe ander 
the American system, Established in 1955, for nearly 50 years the Center has 
promoted a truly international composition of faculty and. staff, representing 
as many as 30 countries during the academic year. 


The Director is responsible for the administration of the Bologna Center. The 
Director works closely with the Dean in the areas of curricular development, 
recruitment and retention of faculty, responding to student needs and con- 
cerns, management of the Center's budget and its administrative staff, fund 
raising and relations with donors, alumni and other external constituencies, 


SAIS is looking for a dynamic program builder who will continue to expand 
both the academic and professional reach and reputation of the Center and 
help it adapt its curriculum and outreach activities to the new political, eco- 
nomic and social environment of Europe. In this regard, the Director will be 
expected to encourage excellence in teaching and to build and strengthen 
“relationships with business and the public sector. He or she will also be 
expected to develop both research and executive education activities and to 
develop new partnerships in Europe. 


Candidates should have a demonstrated record of effective leadership in aca- 
demia, business or government. An earned doctorate or other advanced pro- 
fessional degree, experience in administration in an academic setting, prefer- 
ably in a policy oriented, professional school, or the equivalent, in cither the 
public of private sector, is preferred. Academic qualifications in the fields of 
political science, international relations, economics, or related fields is desired, 
as is expertise in European affairs.A commitment to academic excellence arid 
superior communication and interpersonal skills are essential. 


Nominations and applications will be reviewed through September, 2001. The 
Position will be open as of July 1, 2002. Applications and nominations should be 
directed to: Stephen F. Szabo, Interim Dean, Johns Hopkins University- 
SAIS, 1740 Massachusetts Avenue NW, Washington DC 20036. 


JOHNS HOPKINS 


dohns Hopkins University is an Affirmative Action, Equa! Opportunity Employer. 
Minorities and women are encouraged to apply. 
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How many mornings are you willing to wake up 
on the wrong side of your career? 








SMALL and MEDIUM ENTERPRISES (SME) DEVELOPERS 


PricewaterhouseCoopers’ Washington Consulting Practice (WCP) is 
seeking SME development experts for upcoming projects in Central and 
Eastern Europe, Eurasia, Southern Africa and the Middle East. Specific. 
skill areas include: 

















+ Finance and Credit, both for small and microenterprises 

* Business Development. Services, including experience in’ voucher and 
other demand-led programs, franchising, business incubators, business: 
service centers development, and subcontracting development programs 
for smali and microenterprises 

+ Policy and Regulatory Reform, including experience dealing with the 
informal sector 

- Business Association Development 3 

* Marketing and Trade Development, including experience with ISO 9000;. 
iSO 14000 and HACCP 

* Competitiveness and Cluster Analysis 

* Tourism development related to SMEs 

+ Institutional development 

* Training programs for entrepreneurs and for business service providers, 
including internet, web-based and distance learning methodologies. 



































Qualifications: 

+ At least five years experience in one or more of these areas 
< Experience working with USAID or other donors 

+ International work experience 

* Good writing and other communications skills 


Attractive compensation. Enormous potential. Challenge. Get it all. 
Motivate your career. Apply today. Please send resume, referencing ; 
Dept. Code: SC070601, via e-mail, to: marni.s.cohen@us.pweglobal.com | 


www.pweglobal.com 


PRICEWATERHOUSE(COPERS | 


Join us. Together we can change the world.™ 












PricewaterhouseCoopers is proud to be an Affirmative Action and Equal Opportunity Employes 








THE FORD FOUNDATION 
320 East 43rd Street, Box 788E 
New York, NY 10017 


| Program Officer, Education, Media, Arts and Culture, Vietnam 
| Based in Hanoi, will be responsible for negotiating grants in social 
| science, education and the relationship between cultural representation 
and social and economic change. Will advance work to strengthen and. || 
diversify the social sciences. Will develop a new initiative in educational H- 
reform which promotes solutions to problems of access and quality in 
| secondary and tertiary education and explores alternative structures and 
| policies to permit and encourage students to remain in school. Will also 
| Continue work that contributes to the stabilization of the economic and 
institutional infrastructure for arts and culture in Vietnam. 




























| Qualifications: Doctoral level work in the social sciences, preferably 
| with a focus on education; fluency in English; demonstrated | 
| understanding of educational and cultural issues and of their relationship | 
to social change; contacts and knowledge of resources outside Vietnam | 
relevant to the work; demonstrated knowledge of principles of gender ||- 
equity, ability to analyze programmatic issues and to interpret | 
institutional dynamics in the Vietnam context; ability to work effectively | 
| with colleagues from diverse disciplines and perspectives; strong | 
| conceptual, organizational, public speaking and writing skills; | 
willingness to learn Vietnamese after appointment. Also desirable: 
| knowledge of Vietnam’s society, history and culture; fluency in spoken 

| Vietnamese; experience in community development or local governance; | 
| prior experience in program development or project management. 















| To apply, please send resume, cover letter and brief writing sample (5- | 
| 20 pages of original work) preferably by email to Ms. M. Baldwin 
| (m.baldwin@fordfound.org) or to the above address by 6 August, 2001. 


Equal employment opportunity and having a diverse staff are 
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Institute for Health Sector Development 
supporting health sector reform and development 
world-wide 


Director of Learning Programmes 




















































Circa £45,000 
Based in Edinburgh-or London 


The Institute is an independent organisation 
working in partnership with HLSP Consulting to 
support reform and development of the health 
sectors of low and middle income countries. 
Whilst HLSP focuses on specialist consulting and 
project management, the Institute focuses on 
knowledge synthesis, research, professional 
learning programmes and events, including study 
tours of reforms in action. The Institute currently 
manages the Health Systems Resource Centre for 
the Department for International Development of 
the British Government, At any one time, our staff 
are engaged in some 40 countries and we have in- 
depth experience of some 75 countries in all 
regions of the world. 
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The Institute 
provides 
practical 

support to 
countries 
and 
development 
agencies and 
disseminates 
up-to-date 
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on current 
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health sector 
J reform and é 
| development 


The role: We now wish to develop significantly 
the educational side of the Institute’s activities and 
are seeking a senior individual to lead this. Our 
interest is not in the provision of formal academic 
courses but rather in the rapid transfer of practical 
knowledge and experience to senior health policy 
makers, managers and consultants including our 
own staff and consultants and local consultants in 
our partner countries. 


We see this being achieved through: 


e short interactive learning programmes 

e continuous professional development 
programmes for professionals working in 
international health in low and middle income 
countries 

e having a particular focus on capacity building 

for local consultants 

knowledge networking and e-learning 


all based on unlocking the extensive experience of 
the Institute and its partners in practical reform 
efforts. 






This is a new post and the individual will be 
expected to review and understand the needs of 
the Institute, its clients and partners, and to design 
and implement a range of learning and training 
programmes that reflect the organisation's 
practice-based knowledge. Programmes will draw 
upon the skills of our in-house experts in health 
sector development and financing as well as 
educationalists from relevant institutions 
internationally. The individual we seek will be an 
experienced and innovative educationalist with a 
background in a relevant field, experience of 
working with resource-poor countries and, 
preferably, a knowledge of international health 
and development. 





The institute operates from offices in London and 
Edinburgh and several locations overseas. It is 
based on flexible working arrangements and 
extensive e-networking linking our staff, 
consultants, local partners and clients. 





To apply: please send your CV, together with a 
fetter explaining why you are interested in this 
post and what qualities, skills and experience you 
would bring to it, to: roger.england@ihsd.org 


CANALE EE Closing date for application: 31st July. 













































Mekong Project Development Facifiy 


The Mekong Project Development Facility (MPDF) is a multi-donor program of 
the ADB, Australia, Canada, Finland, IFC, Japan, Norway, Sweden, 
Switzerland, and the UK. It is managed by the International Finance Corporation 
(IFC), the private-sector arm of the World Bank Group. MPDF assists the 
development of small and medium enterprises in Vietnam, Cambodia and Laos 
by providing advice to SMEs and by strengthening the capacity of local service 
providers such as consultants, banks or business associations. 


MPOF seeks to fill the following two positions: 


Senior Investment Advisor: the role of the Senior Investment 
Advisor is to lead a team of local investment officers in developing and 
delivering.a program of advisory assistance to SMEs. The assistance covers a 
range of SME needs, from strategic planning to operational strengthening and 
marketing. Requirements are a graduate degree in business, economics or 
finance; ten years investment-related experience, ideally in the SME field; and 
experience in providing business consulting or advisory services. Familiarity 
with the Mekong Region or other emerging/transitional economies a plus. 


Senior Business Services Advisor: the role of the Senior 
Business Services Advisor is to develop and implement a program of capacity 
building for local business services providers, in the key areas of management 
training, financing, consulting, and information services. The position requires 
a gtaduate degree in business or economics, and at least five years high-level, 
practical experience in small business advisory and support services. 
Familiarity with developing countries a strong plus. 


Both positions are based in Vietnam (Hanoi or Ho Chi Minh City), but require 
travel within the Mekong Region. . 


Competitive international salary. 


Applications must be received by 25 July 2001 at the address below: 
Mekong Project Development Facility 

63 Ly Thai To, Hanoi, Vietnam 

Fax: 84 4 824 7898 

or email to: Phien @ifc.org 








3% The Global Environment Facility (GEF) Unit of the United Nations 
UNOPS @ Development Programme (UNDP) is reviewing candidates for the position of: 


REGIONAL PROJECT COORDINATOR 


Developing Detailed Regional and National Proposals and Financing Mechanisms 
to implement the Lake Tanganyika Strategic Action Program (ref: RAF/01/G41) 


The Lake Tanganyika Strategic Action Program (SAP), which was developed. by the four riparian 
countries — Burundi, D.R. Congo, Tanzania and Zambia ~ under the GEF pilot phase project, 
defines a regional framework for priority national and regional actions towards the sustainable 
management of Lake Tanganyika. Based-in Dar-es-Salaam, the objective of this one-year project 
is to develop a fully-costed GEF project proposal for the implementation of the SAP, including 
development of sub-projects and securing of donor commitments necessary for successful SAP 
implementation. 


Primary Responsibilities: 

Under the technical guidance of UNDP/GEF, as exercised through the Project Steering Committee 

(PSC), and the operational responsibility of UNOPS, the Regional Project Coordinator will 

manage and co-ordinate all project activities and will in particular: 

+ Develop a project work plan onder the general supervision of the PSC and in close 
consultation and coordination with participating countries, UNDP Country Offices, 
implementing and Executing Agencies, GEF Partners and relevant donors (e.g. ATDB, FAO) 

+ Coordinate and monitor workplan activities including preparation of Project Brief and Project 
Document, substantive and operational reports 

* Supervise staff of Program Coordination Unit (PCU), guide and supervise all external 
policy relations 

< Ensure consistency between program elements and related activities provided or funded by 
other donor organizations; foster and/or establish links with other related GEF programs and, 
where appropriate, with other relevant regional International Waters programs 

Qualifications: 

© post-gradtiate degree (preferably a Ph.D.) in Environmental Management, or a directly related 
field (e.g. fisheries management, natural resources economics, etc.) 

+ demonstrated, successful, and senior level managerial experience in fields related to the assignment 

* demonstrated diplomatic and negotiating skills 

. familiarity with the goals and procedures of international organizations, in particular those of 
the GEF and its partners (UNDP, UNEP, the World Bank, the African Development Bank, 
current and future potential additional donors} 

* proficiency in English and French 

* previous work experience in the region preferable 









































Application deadline: 28 July 2001 
Estimated starting date: Immediately following selection (August/September 2001) 
Contract duration: one year 





Remuneration: A competitive tax-free salary with excellent benefits package 





interested applicants are invited to visit website: www.lthp.org for more information 
on the pilot phase, and to send a cover letter and curriculum vitae to Margaret Chi, 
Division for Environmental Programmes, United Nations Office for Project Services, 
405 Lexington Avenue, New York, NY 10174, USA. Fax: 212-437-4044, 
e-mail: margaretc@unops.org. Only applicants selected for interviews will be contacted. 
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NTERNATIONAL LABOUR ORGANIZATION 


CHIEF TECHNICAL ADVISER 


The International Labour Office is seeking to recruit high 
calibre Chief Technical Advisers to lead a number of technical 
cooperation projects. The projects; of 2-3 years duration, 
address realisation of the basic rights recognised by the 
international community and reaffirmed in the ILO 
Declaration. on Fundamental Principles. and Rights at Work, 
namely: freedom of association and the recognition of the 
right to collective bargaining, and the elimination of forced 
labour, child labour and discrimination in employment. 
Projects aim to: 


* In. Vietnam, Colombia, Jordan, Central African 
region, and Southern Africa region, strengthen 
institutions, legal frameworks and practice with respect 
to freedom of association and collective bargaining, 
including labour law, labour administration, and 
conciliation, mediation, arbitration mechanisms at 
national and enterprise level, 

In Bangladesh, improve working conditions and 
productivity in textile and garment factories. 


You should hold an advanced university degree in labour law, 
industrial relations, labour or development: economics, 
management, or social sciences and have at least ten years of 
relevant work experience, including proven capacity to 
manage and implement technical cooperation projects. 
Experience of working with the ILO’s tripartite. partners 
(Ministries of Labour or equivalent, employers’ and workers’ 
organisations) and with NGOs is desirable, as is knowledge of 
the ILO or of the UN system. Gender and cultural sensitivity, 
excellent communications and negotiating skills and proven 
ability to lead a team, to work under pressure and 
independently are essential. 


Fluency and excellent drafting ability in English are required 
and knowledge of a relevant second language is desirable. 
Successful candidates will be offered an attractive benefits 
package commensurate with experience, Contract will be of 
an initial period of 12 months, with a possibility of extension. 


Special Qualifications: For Bangladesh, the ideal 

candidate will have experience in various aspects of the 

textile and garment industry, such as production, 

sourcing, and human resource management. For Jordan, 

the ideal candidate will have Arabic, while Spanish will be 

as in Colombia and French and Spanish in Central 
ca. 


Interviews may be held either in Geneva or in the region 
concerned. Please write to express your interest, indicating 
country preferences, and including a full CV with details of 
salary, and names of at least three professional referees, by 31 
August 2001 to: declaration@ilo.org 


Email applications only will be accepted. In subject line, 
write ‘Declaration CTA’ and indicate countries/regions of 
interest. CVs should include all information requested in the 
Personal History Form available on the ILO website at 
http://www.ilo.org/public/english /bureau/pers /vaca 
ney/phform.htm 


Applications from women are encouraged 
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The College of Commerce & Economics seeks applications for the 
position of DEAN to oversee its continuing commitment to 


excellence and innovative vision. The mission of the College, which < 


opened in 1993, is to excel in teaching, research, and application.of > 
knowledge to the community. The College offers degree programs ` 
leading to the Bachelor of Science degree in Accounting, Business 
Statistics, - Economics, Finance, Marketing, Management, 
Management Information Systems and Operations Management. An 
MBA program is under development. The College has 37 faculty 
and over 1000 students. The language of instruction is English, 
therefore, fluency in English is essential. 


The DEAN is expected to provide dynamic leadership and, in 
collaboration with the faculty, articulate a vision and define the 
intellectual direction for the College. The Dean will also be 
responsible for developing and maintaining interactive relationships 
with the community, both locally and internationally. 
Minimum. Qualifications for the position are : 
An earned. doctorate in a field closely related to the areas of 
instruction in the college; 
Strong academic qualifications commensurate with rank of Full 
Professor in a business discipline - at least 10 years; 
A record of excellence in teaching, research, and application of 
knowledge to community; 
A broad understanding of the business disciplines and related 
issues and trends in business education; 
A record of progressively responsible and senior level 
administrative experience in higher education, as well as 
strategic planning, resource allocation, and budget management; 
A demonstrated desire and ability to work with community, 
industry, government and professionals in developing 
collaborative relations and external support. 


In addition to the above qualifications, the ideal candidate will 
possess (1) strong interpersonal and communication skills, (2) a 
commitment to recruiting, supporting and retaining quality faculty, 
staff and students, (3) demonstrated skill in team-building .and 
working with diverse constituencies, (4) commitment to faculty, 
staff and student participation in college governance, (5) the ability 
to foster a collegial, collaborative work environment and (6) a strong 
commitment to quality improvement and faculty development. 


Applications will be accepted until the position is filled. Applicants 
should include in their response a statement of interest that states 
their educational philosophy and experience related to the position, 
along with a detailed curriculum vitae and the names and addresses 
of at least 5 references should be sent to the address below, fax to + 
(968) 514043 or email to cceadm@squ.edu.om, Quoting our Ref: 
ADV/CCE/06/01: 


Dean’s Search Committee, 
College of Commerce & Economics, 
Sultan Qaboos University, 
P.O.Box 20, Al-Khod Postal Code 123, 
Sultanate of Oman 





At Wharton 


We Don’t Teach a l 
the New Rules) { 


of Business... 


We Write Them. 


http://wh-execed.wharton.upenn.edu/2744.cfm 
Executive Education That Works 





Wharton Fellows in eBusiness Program Essentials of Management 
eFellows III: Fall 2001 November 25-30, 2001 (week one of two) 
September 9-15, 2001 (Philadelphia) and January 6-11, 2002 (week two of two); 
October 7-13, 2001 (Silicon Valley) and May 19-24, 2002 (week one of two) 
November 3-10, 2001 (Tokyo) June 23-28, 2002 (week two of two) 


eFellows IV: Spring 2002 
March 17-23, 2002 (Philadelphia) and 
April 21-27, 2002 (Silicon Valley) and 
May 2002* (Europe) 


Our course consultants are available to answer 
any questions. Please call us: 
215.898.1776 or 800.255.3932 ext. 2744 phone 
*European date and location to be confirmed. Please 215.898.2064 fax (attn. 2744) 
visit http://efellows.wharton.upenn.edu for an update. execed@wharton.upenn.edu e-mail (subject 2744) 
wh-execed.wharton.upenn.edu/2744.cfm web 
Executive Development Program 
September 9-21, 2001 
November 4-16, 2001 


January 20—-February 1, 2002 
May 5-17, 
Be Wharton |- 


Advanced Management Program | 
September 23-October 26, 2001 Eataa Katioi 
February 3—March 8, 2002 The Wharton School 

June 2-July 5; 2002 University of Pennsylvania 


A. 








Between here and there 


CIUDAD JUAREZ-EL PASO AND TIJUANA-SAN DIEGO 


The border region between the United States and Mexico is growing so wildly that 


anew way must be found to governit 


WO bullet holes decorate the driver's 

door of the car that has just pulled up: 
neat black craters with silver coronas of 
flaked-off paint. It is a chilling reminder 
that this is Tijuana, the host-city of Mex- 
ico’s most powerful drug mob, where over 
300 people were murdered in 1998, most 
of them in gangland shootouts. But the 
driver chuckles. “They're fake,” he says. So 
they are: the holes are solid metal, the 
“missing” paint artfully brushed on. Gal- 
lows humour, Tijuana-style. 

An ability to laugh at things that scare 
their compatriots is not the only thing that 
distinguishes border-dwellers. The taxis 
are big American clunkers whose drivers 
listen to American radio stations. A shop 
sells bottles of American-made horchata, a 
traditional Mexican rice drink—but straw- 
berry-flavoured, the way no traditional 
Mexican drinks it. Spanish melds with 
English: a government official asks his as- 
sistant to faxear a letter to someone. Lunch 
is atipm, not2 or3. Appointments are kept. 
Cars stop for pedestrians—sometimes. 

Both Mexico and the United States find 
the border zone rather foreign. To Ameri- 
cans it is a quaint, impoverished land 
where everyone speaks Spanish; to Mexi- 
cans, a reckless place, haunted by drug traf- 
fickers and coyotes who promise migrants 
an easy crossing and leave them for dead 


in the desert. In return, border-dwellers on 
both sides often feel less close to their 
countrymen than to the people across the 
line. Many have family there, and perhaps 
a tenth cross over every day. There is bor- 
der music (norteño bands that sing about 
bandits, and fusions of norteño with 
techno from the San Diego nightclubs), 
border art and even bilingual border films, 
of which this year’s “Traffic” is merely the 
latest. Pairs of border cities are economi- 
cally intertwined, sharing not only the 
same air and water but some of the same 
social ills. Thinking of the border as a sepa- 
rate country makes some kind of sense. 

A strange country it would make, and 
not just because of its shape (see map on 
next page). At the western end itis half-An- 
glo, at the other almost totally Hispanic. It 
is richer than Mexico, poorer than the Un- 
ited States, but booming. It has gone from 
being largely agricultural to mainly indus- 
trial in 30 years. In the past decade its 
population has swelled by 30%. GDP 
growth (for the border states on both sides) 
is averaging between 5% and 7 % a year. Yet 
despite its prosperity, it cannot provide 
electricity, roads, schools or housing fast 
enough, it is riddled with crime, and large 
parts of it risk running out of water in the 
next couple of decades. And nearly 400 
people died last year trying to cross from 
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one side of it to the other. 

Of course, the border is not a single 
country. And that is its problem. It is a se- 
ries of paired cities strung out across a vast 
tract of wilderness. These cities must go 
separately to their far-off federal govern- 
ments in order to tackle joint local issues. 
And although they have things in com- 
mon, the Mexican and American border 
regions are also very different. The side 
with the bigger changes, and the bigger dif- 
iculties, is the Mexican side. 


Build it, and they will come 

Forget, for a moment, the 300,000-odd 
Mexicans who enter the United States ille- 
gally each year. Forget, also, the ones who 
fail. It is a myth, studies have found, that 
they wind up living in one of the Mexican 
border boomtowns. After a few tries, they 
usually go home to their families. Instead, 
consider the many more—671,000 in 
1997—who head north planning to stay on 
the Mexican side of the line, at least for a 
while. It is a growing tide. In 1990 around 
half of would-be migrants did not aim to 
cross the border; now 60% do not. 

This flow will soon turn the border bot- 
tom-heavy. In a decade the population on 
the Mexican side has increased by nearly 
half, compared with one-fifth across the 
boundary. It has also become more 
bunched. Just 13% of the people live out- 
side the ten biggest cities. At their current 
rates, Tijuana will double in size in 12 
years, Ciudad Juarez in 15 or 16. 

They come, single men and women or 
entire families, from big cities or tiny vil- 
lages the length and breadth of Mexico, to 
work; above all, to work in the maquilado- 
ras, the factories that make products from » 
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> duty-free imported parts for re-export, 
mostly to the United States. The maquilad- 
oras were devised in 1965 as an alternative 
to the bracero programme, then just ended, 
that allowed a number of migrant Mexi- 


can farm-workers into the United States. - 


They were meant to reduce migration, but 
instead they redirected it. Since then the 
export boom set off by the North Ameri- 
can Free-Trade Agreement (NAFTA), 
which took effect in 1994, has swelled it. 
Border-state maquiladoras now employ 
over 1m people, an increase of 150% since 
1990. 

Horror stories are told about the maqui- 
ladoras. In fact, many have improved their 
working conditions in recent years and 
given employees more benefits. Yet ac- 
cording to a study by Jorge Santibanez and 
Rodolfo Cruz at the College of the North- 
ern Border (Colef) in Tijuana, real wages 
on the Mexican side of the border have 
dropped overall since 1995, when the peso 
was devalued, while on the other side they 
have risen. On average, an American bor- 
der worker makes three to four times what 
a Mexican does, up from 2.5 times in 1990. 
In certain jobs, it can be 12 times as much. 
Moreover, although a new “third genera- 
tion” of maquiladoras—factories that do 
design as well as assembly—employs 
more highly-skilled workers, another Co- 
lef study has found that they are not, on 
the whole, getting higher wages. 

This suggests that wages were not only 
hammered after Mexico’s 1995 economic 
crisis, but continue to be squeezed to com- 
pete with Asian countries. Yung Kwon, the 
former president of Samsung Electro- 
mechanics of America, who oversaw its 
plants in Tijuana, says that productivity is 
lower in Mexico than, say, China or Thai- 
land, and that Asian companies come to 
Mexico only because the United States 
market is close by. When that market fal- 
ters, so do they. Since the slowdown began 
in the United States, nearly half the Mexi- 
can jobs lost have been in the maquilado- 
ras. Another incentive, the duty-free im- 
port regime, was due to expire at the end of 
last year, but the government has con- 
ceded breathing-spaces of up to a year, 
worried that the end of privileges will 
drive the factories away altogether. 

“The maquiladoras will not grow again 


, at the rates seen in the 1990s,” predicts Mr 
‘ Cruz. To some, this is welcome. Maquila- 
‘doras are criticised not just for exploiting 


labour and producing toxic waste, but also 
for contributing little to the wider econ- 
omy. Over 97% of their supplies come from 
outside Mexico. Since they are often for- 
eign-owned, and are bent on shipping pro- 
ducts out as cheaply as possible, they have 
historically had little or no interest in de- 
veloping infrastructure, local skills or edu- 
cation, says Charles Nathanson of the San 
Diego Dialogue, a think-tank on regional 
development. Their unplanned, parasitic 
boom has made the border what it is to- 
day. 


Streetlamps in the desert 

The colonias of Ciudad Juarez stretch for 
miles into the roasting, yellowish plains of 
the Chihuahuan desert. The farther away 
from the city, the bumpier the dirt roads, 
the more ramshackle the houses, the big- 
ger the piles of rubbish. Suddenly, just be- 
yond the last and most tumbledown colo- 
nia of all, there is a bizarre sight: a neat 
forest of streetlamps in the middle of the 
desert, patiently awaiting streets and 
houses to illuminate. 

The streetlamps are the city’s attempt to 
reverse the normal order of things. Most of 
the colonias began as illegal settlements 
thrown up by migrant workers, who then 
petition or fight local councils to get ser- 
vices. The fights are long. Alejandro Perez 
of the Study Centre and Labour Work- 
shop, a local labour-rights organisation, 
lives in a district that was founded 35 years 
ago with the first maquiladoras, but has 
had running water only for the past de- 
cade. Usually, residents must share the 
cost of roads, electricity lines or piping. 
“And yet,” notes Mr Perez wryly, “the city 
is full of great big avenues so we can all get 
to work on time.” 

The biggest concern, everyone agrees, 
is water. The border region depends on 
two rivers: the Rio Bravo (Rio Grande), run- 
ning down from the Rocky mountains, 
along the border and into the Gulf of Mex- 
ico, and the Colorado river, which follows 
the boundary between California and Ari- 
zona down into Mexico before spilling into 
the Gulf of California. A binational treaty 
says how much of their water each coun- 





try can use, but the supply is running 
short, exacerbated by several years of 
drought in the centre of the region. The Rio 
Bravo is so weak that it dries up just short 
of the beach near Brownsville. In some 
towns, only half the population has run- 
ning water and slightly more are con- 
nected to the main sewer. 

There are underground aquifers, but 
they are not in the treaty, so cities on both 
sides tend to overuse them, turning them 
salty. The aquifer under Ciudad Juarez-El 
Paso will run out within the next 25 years, 
and both cities are looking at either desal- 
ination plants or new aquifers. Either will 
be expensive. 

Services are overstretched in the Amer- 
ican border cities too. But several things 
make life more difficult for the Mexican 
ones. Almost all their money still comes 
from federal or state government. How 
much they get depends on their popula- 
tions, which are hard to count because so 
many people are just passing through. The 
United States’ clamp-down on illegal im- 
migrants, and the corresponding increases 
in the prices charged by coyotes—from 
$300 or so in the early 1990s to as much as 
$2,000 today—have not discouraged any 
from trying, but merely forced them to 
hang around longer in the border towns. 

The official population figures are rou- 
tinely inflated to try to win more resources; 
last year’s census is already being decried 
as an undercount. Worse, a lot of people 
work across the border, paying taxes in 
America but using services in Mexico. 
Some 80,000 Tijuanans commute across 
the line every day. Worst of all, the law for- 
bids Mexican cities to get into debt. 

One place they can turn to for more re- 
sources is the Border Environment Co- 
operation Commission (BECC) and its as- 
sociated North American Development 
Bank. These were created, along with 
NAFTA, to help pay for water, sewerage 
and better waste treatment on both sides 
of the line. So far the bank has authorised 
$276m for $870m-worth of projects. 

But, says Franco Bareno at the BECC, it 
would cost $2 billion-3 billion just to get all 
the Mexican border towns equipped with 
basic water and sewerage services. To 
bring all their essential infrastructure up to 
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scratch, estimates Ernesto Ruffo, Mexico’s >> 
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> border commissioner—a post created 
seven months ago by President Vicente 
Fox—would require an immediate $18 bil- 
lion, or 3% of Mexico’s GDP. 

Toxic waste is yet another matter. Now 
that the maquiladoras’ duty-free regime is 
ending, their waste will have to stay in 
Mexico instead of being returned abroad. 
Mexico has only one fully-equipped refin- 
ery for industrial toxic waste, and accord- 
ing to one government estimate, a mere 
7.5% of the stuff produced in Mexico is 
properly registered. Treatment plants are 
thus a big business opportunity. But there 
is also the risk, say environmentialists, that 
a lot more maquiladoras will simply start 
dropping their leftovers in city dumps. 

The border’s explosive growth also 
brings social problems. New arrivals come 
without the extended families and social 
fabric that held their villages together. Ciu- 
dad Juarez, for instance, has ten day-care 
centres, each catering for a few hundred 
children, although 180,000 women work 
in the factories. Traditional roles are 
shaken up. “The men undergo a huge 
change when their wives start working. 
They lose their role as the provider, and 
that frustrates them,” says Esther Chavez, 
whose Casa Amiga women’s centre in Ciu- 
dad Juarez deals with more and more do- 
mestic violence. 

Crime, much of it related to drug traf- 
ficking, is high, and the justice system is 
overburdened. Ms Chavez compares the 
number of murders in the city—183 last 
year, less than half resulting in even a pros- 
ecution—with that of El Paso across the 
way: nine murders, all solved. 

Drug-taking, though much less com- 
mon than in the United States, is also par- 
ticularly high on the border. The propor- 
tion of people who have tried drugs in 
Tijuana is nearly triple Mexico’s national 
average, according to Gady Zabicky at the 
National Psychiatry Institute. At the Centre 
for Mental Health in Mexicali, over half of 
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last year’s patients had mental problems 
caused by drugs, up from 15% in 1999. 

The big incentive to try drugs is their 
cheapness and availability on the border. 
During the late 1980s and early 1990s, 
Mexican drug lords faced with cash-flow 
problems started paying their couriers in 
kind, flooding the borderlands with co- 
caine, heroin and methamphetamines. 
The doctors in Mexicali say a dose of crys- 
tal meth costs as little as 20 pesos ($2.20), 
and a shot of heroin 50 pesos. 

Despite all this, most of the people who 
come to the colonias, enduring the two- 
hour bus rides to work and cobbling to- 
gether a dwelling out of spare and stolen 
materials, will say that they are better off 
than where they came from. The grimness 
is not unmitigated. The maquiladoras, in 
particular, are becoming more socially 
and environmentally aware. Some pitch in 
with the government to build cheap hous- 
ing and help workers pay for it with financ- 
ing schemes-—essential, since credit is 
scarce in Mexico. And as small-scale Mexi- 
can agriculture disintegrates, partly be- 
cause of competition under NAFTA from 
huge American farms, millions are finding 
a precarious urban life better than a rural 
one with no money at all. 

Not everywhere is overrun by maqui- 
ladoras. On the whole, they have taken 
hold where a local industry, such as agri- 
culture, is flagging. Mexicali, for example, 
used to be a farming town, and many resi- 
dents still cross the line to work in the lush 
Imperial Valley, north of Calexico. But 
now the factories are feeding its growth; in 
turn, says Jose Maria Ramos at the Mexi- 
cali branch of the Colef, the city feeds 80% 
of Calexico’s services and commerce. 

On the other hand, take Nuevo Laredo. 
Along with Laredo, its cousin in Texas, it 
has long been the busiest crossing point 
for trucks, with all the associated services 
they require (and congestion and pollu- 
tion too). Or Piedras Negras, a town 








founded on mining and electricity genera- 
tion. Both towns offered better-paid, more 
stable jobs than the maquiladoras could, 
so they have grown more organically; they 
have fewer factories, and fewer people 
without running water and sewerage. 

But in every case, national issues can 
have sharp local effects. Because of their 
economic links, a slowdown in the United 
States will hit both Mexicali and Calexico 
hard. Nuevo Laredo has done well partly 
because Mexican truckers have not, up to 
now, been allowed to drive farinto the Un- 
ited States, so they have to stop in the town 
to transfer their loads to an American rig. A 
NAFTA tribunal recently ruled to end the 
ban on Mexican drivers; when that comes 
into force and the truckers can drive 
straight through, a lot of the town’s busi- 
ness may dry up. 


One head is better than two 

Pairs of border cities sometimes try to 
collaborate rather than going through the 
bureaucracy of Washington or Mexico 
city. But this is usually to solve small pro- 
blems rather than to plan long-term. Even 
then, the international boundary can get 
in the way. El Paso’s firemen once re- 
sponded to an emergency in Ciudad Jua- 
rez, only to realise that their life insurance 
did not cover them across the border. 

There are also countless groups for 
cross-border co-operation, from official bo- 
dies such as the BECC to business associa- 
tions, governors’ meetings, academic soci- 
eties and cultural and environmental 
organisations. But, like the city councils, 
they are hogtied. Big decisions on public 
projects must be made, often by dip- 
lomats, a thousand miles away. 

Itis ashame, for a poor and a rich coun- 
try side by side have some great opportu- 
nities for collaboration. For example, Ti- 
juana and San Diego both need new 
aqueducts to bring water from the east. 
“They should build one together on Mexi- 
can land, with Mexican labour and Ameri- 
can financing,” says Mr Nathanson of the 
San Diego Dialogue. “But the politics 
makes it very complicated.” 

By creating a border commissioner, Mr 
Fox has recognised that the border needs 
special attention. Mr Ruffo has ideas for 
how to win financing, create yet more bi- 
national bodies (such as an independent 
water authority) and lay the groundwork 
for regional planning. But he has no execu- 
tive power. He can only listen to the local 
politicians and in turn try to bend the ears 
of federal ones, to wheedle some extra 
money here, another road there. And al- 
though Mr Fox has promised more decen- 
tralisation, neither country has floated 
ideas for how to make it easier for cross- 
border cities to work together. If all that vi- 
brant cultural mixing is to be turned into 
something prosperous and substantial, 
this is what must happen next. m 


Olympics 


Five rings for Beijing? 


BEIJING 





The site of the 2008 Olympic Games will be announced in Moscow next week 


IANG ZEMIN must be a nervous man. 

On Friday July 13th, the International 

Olympic Committee (10c) will vote on 
which of five competing cities will hold 
the 29th Olympic Games in 2008. Success 
for China's capital would generate nation- 
wide euphoria and kudos for President 
Jiang. Failure—that is, yet another humilia- 
tion for Beijing, after its loss to Sydney in 
1993—would result in sullen introspection 
and bitter recrimination. China’s neigh- 
bours worry that a disappointed China 
could even turn belligerent. 

In a country whose politics places such 
great store by symbolism, Beijing’s bid for 
the Olympics means a lot more to China’s 
leaders than the rival bids by Paris, To- 
ronto, Osaka and Istanbul do to those cit- 
ies’ national leaders. Ordinary Chinese 


also tend to see the 10C vote not just as a 
vote on Beijing's suitability to hold a big 
sporting event, but a vote on China itself. 
The award of the 2000 Olympics to Syd- 
ney fuelled a militant brand of Chinese na- 
tionalism. Many Chinese accused Ameri- 
can legislators of having undermined 
Beijing’s chances by adopting a resolution 
saying that China’s human-rights record 
made it unworthy to hold the games. 

The timing of the forthcoming 10c vote 
must be particularly unsettling for Mr 
Jiang. This is a period of great symbolic 
events at home and abroad that he would 
not want overshadowed by defeat. On July 
ist the Communist Party celebrated its 
8oth birthday with a gathering of thou- 
sands at Beijing’s Great Hall of the People. 
MrJiang used the occasion to try to present 
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a new image of the party as a party for ev- 
eryone, dropping a strong hint that even 
private entrepreneurs—“exploiters”, as 
party conservatives still call them—will be 
allowed to join. 

Then, just two days after the 10C con- 
venes in Moscow to reach its verdict, Mr 
Jiang is due to begin a state visit to Russia. 
The highlight of this will be the signing of 
the first political treaty between China and 
Russia since the 1950s. Although it will 
contain little more than platitudes about 
friendship, co-operation and the world in 
general, itis clearly intended asa gesture of 
warning to the United States that the Rus- 
sia-China axis is not to be underestimated. 

Mr Jiang has a fair chance of glory. Beij- 
ing is tipped as a front-runner, though so 
are Paris and Toronto. 10C delegates may 
feel that it is time to award the games to a 
developing country. Not since Mexico city 
in 1968 have they been held in one, unless 
you count Seoul in 1988, the last time the 
summer games were held in Asia. Yet 
China will have to hope that its human- 
rights record does not wreck its chances. 
With particularly unhelpful timing this 
week, the Falun Gong sect alleged that the 
Chinese police had tortured to death 15 of »» 





Random thoughts 
BEIJING 
Frssidem jiang arse pon 

TOT since the days of Chairman Mao 

has the poetry of a living Chinese 
leader been part of China’s school curri- 
culum. But President Jiang Zemin has 
written a poem that has so. 
the hearts of Shanghai’s bureaucrats that 
‘itis being written into textbooks. Accord- 
ing to the Shanghai Express, the aim is to 
“arouse the patriotic ardour of students 
and their respect for great men”. 
~ The poem in question took the nation 
_by storm on May 29th, when the People’s 
Daily splashed it on the front page under 
the banner headline, “A Poem by Jiang — 
Zemin”. Consisting of four lines of seven 
characters each, it describes the 74-year- 
old’s “random thoughts on climbing 
Huangshan”, a mountain in Anhui prov- 
“ince that hasi many a poet and 
emperor before “Holding a dreamy 
pen to record the spectacular scene, as 
sun broke through the waves of clouds, 
turning them red for ten thousand 


> its followers in a labour camp last month. 
Officials said they had attempted suicide 
and that three had succeeded. 

Despite such obvious shortcomings, 
even some of China’s critics, including the 
Dalai Lama and Taiwan's president, Chen 
Shui-bian, have offered some support for 
Beijing’s bid. The commonly touted argu- 
ment is that the Olympics might have the 
same effect on China as they supposedly 
had on South Korea, forcing the host gov- 
ernment to ease political repression in or- 
der to prevent the games being tarnished 
by international opprobrium. There is 
some logic to this. Mikhail Gorbachev's 
visit to Beijing in May 1989, the first by a So- 
viet leader in 30 years, made Chinese lead- 
ers reluctant to suppress the Tiananmen 
Square protests—until he had gone. 

At least some of China’s recent reluc- 
tance to confront Taiwan or the United 
States, despite what it regards as clear prov- 
ocations, could also relate to its bid for the 
Olympics. And last week China allowed a 
North Korean family that had taken shelter 
in the United Nations refugee agency’s of- 
fice in Beijing to leave the country and 
make their way to South Korea, instead of 
repatriating them as it normally does. 

Yet giving China the games can hardly 
be expected to ensure a consistent easing 
up over the next seven years. Indeed, 
China’s growing concerns about social in- 
stability make it likely that repression will, 
if anything, intensify in some quarters. In 
the past few weeks, with Beijing’s bid still 
under consideration, several newspaper 





editors have been dismissed or criticised 
for articles deemed damaging to the 
party’s image. The probing and popular 
Southern Weekend in Guangzhou has been 
a particular target. An outspoken econo- 
mist and social critic, He Qinglian, has fled 
to the United States, complaining of police 
harassment. Late last month police beat up 
an American photographer who had 
taken pictures of a man being detained 
outside the Forbidden City in Beijing, 
where Luciano Pavarotti, Placido Domingo 
and Jose Carreras were giving a concert in 
support of the Olympic ideal. 

American government has kept out of 
the debate, though the State Department 
issued an excoriating critique of Chinese 
human-rights abuses earlier in the year. 
This week the last remaining parts of an 
American surveillance plane that made an 
emergency landing in China in April were 
flown out of the country on a Russian- 
made aircraft. American officials do not 
want to provoke renewed tension by at- 
tacking Beijing’s bid. As for Congress, 
Ralph Cossa, at the Centre for Strategic and 
International Studies in Honolulu, argues 
for restraint there, to avoid feeding anti- 
American sentiment in China and playing 
into the hands of hardliners. And happily 
for Chinese-American relations, the mood 
in Congress is indeed noticeably less mili- 
tant than in 1993. Despite the best efforts of 
a few sticklers for human rights, no resolu- 
tion against the Beijing games has made it 
through the House or Senate. But there is 
still a week to go. m 


The Timor Gap 
Australia sees 
reason 


BANGKOK 
Asia’s newest almost-country has 
gained the rights to a precious asset 


OOD news has been rare in East Ti- 

mor, but there was a big dollop this 
week. On July 3rd it cut a deal with neigh- 
bouring Australia to share the vast oil and 
gas reserves in the sea between the two. A 
previous treaty, widely seen as unfair, had 
divided the resources equally between 
Australia and Indonesia, from which East 
Timor—once a Portuguese colony, then in- 
vaded by Indonesia—gained its indepen- 
dence after a referendum two years ago. 
Under the new deal, East Timor will re- 
ceive 90% of the revenues. As it prepares 
for its second anniversary, and its first free 
elections, on August 30th, it surely needs 
all the help it can get. 

If they are not squandered, the energy 
revenues can clearly give the economy a 
boost. In the two decades after 2004, the 
fields are expected to bring in $180m a year 
for East Timor, roughly three times its cur- 
rent budget under the United Nations’ ad- 
ministration. Put another way, the pro- 
jected annual revenues amountto $225 per 
person, compared with current GDP per 
head of only $250. 

The deal will also make life easier for 
Australian diplomats. After decades of 
snuggling up to former President Suharto— 
the generous terms given to Australia over 
the Timor Gap being a reward for its accep- 
tance of Indonesia’s 1975 invasion—Aus- 
tralia stuck its neck out for East Timor after 
the August 1999 referendum. It agreed to 
lead an international military force into 
the territory after Indonesian-backed mili- 
tias went on a killing spree and razed 
many East Timorese towns. Australia’s 
support for East Timor still enrages many 








> Indonesians. But when the time came to 
discuss the energy reserves, Australia 
quickly developed a reputation for mean- 
ness towards the newcomer, at first offer- 
ing East Timor only 60% of the revenues, 
and later 85%. 

Australia has dawdled partly to avoid 
setting a bad precedent over its new bor- 
der with Indonesia. This week’s deal skirts 
that issue by continuing to treat the fields 
as a single shared entity, without for the 
moment fixing the boundary between 
Australia and East Timor. 

It also lets Australia go back to grap- 
pling with its more pressing diplomatic 
worries. Despite a recent visit by Indone- 
sia’s president, Abdurrahman Wahid, it 
will be hard to win over his nationalist 
vice-president, Megawati Sukarnoputri, 
who will almost certainly replace Mr Wa- 
hid next month. Malaysia’s prime minis- 
ter, Mahathir Mohamad, continues to hurl 
abuse as well, lacing a speech last month 
with a nasty imitation of an Australian ac- 
cent. As a rich country with respect for de- 
mocracy and human rights, Australia can 
wear criticism from such neighbours with 
pride. But picking on a poor, small, de- 
fenceless young democracy by trying to 
steal its oil money...well, that is another 
matter. There will be smiles all round now 
that Australia has put this one to rest. m 


Indian politics 


Arresting times 


DELHI 
An unorthodox route to power 


NLY in India, perhaps, is an arrest on 

criminal charges a passport to politi- 
cal power. On June 3oth, in the southern 
state of Tamil Nadu, the former chief min- 
ister, Muthuvel Karunanidhi, was arrested 
in the middle of the night on suspicion of 
receiving kickbacks from contractors 
building flyovers in the state capital, Chen- 
nai. He resisted, saying he was the victim 
of a political vendetta. 

Two ministers of the central govern- 
ment in Delhi who belong to Mr Karuna- 
nidhi’s regional party, DMK, protested at 
his arrest, and were also arrested after a 
scuffle. The arrested politicians feigned 
dismay and outrage, but in fact they were 
delighted. In the state election last May, a 
rival regional party, headed by Jayaram 
Jayalalitha, had thrashed them. They be- 
lieved they could convert their arrest into a 
sob-story of mistreatment and vendetta at 
the hands of Miss Jayalalitha, thereby 
sparking a wave of public sympathy and 
enabling them to win the next election. 

That, after all, is how Miss Jayalalitha 


Karunanidhi the hero 


returned to power in May. She was chief 
minister in 1991-96, and was beaten in the 
1996 state election after allegations of cor- 
ruption (exemplified by her collection of 
shoes, larger even than that of Imelda Mar- 
cos). Mr Karunanidhi instituted a special 
court to try her on a number of corruption 
charges, hoping this would end her politi- 
cal career. Meanwhile, she was held in jail. 
But the lady fought back by saying she was 
a victim of a feud. She was convicted in 
one case but has appealed, claiming the 
judges were politically biased. The really 
corrupt crowd, she insisted, was the one 
around Mr Karunanidhi. 

In most other countries, the main issue 
would be whether the charges were true. 
But not in India, where cases rarely reach 
the final court of appeal, and so charges are 
rarely definitively proved. The main de- 
bate has been about whether a 78-year-old 
man should have been arrested in the mid- 
dle of the night, and whether excessive 
force was used by the police. Television 
stations constantly replayed shots of Mr 
Karunanidhi crying out in pain and anger, 
and of one of his colleagues being reduced 
to his underwear in the scuffle. Realising 
that she was losing the television war, 
Miss Jayalalitha ordered the release of the 
two Delhi-based ministers on bail. But 
they refused to seek it. The charges against 
them were then withdrawn. Mr Karuna- 
nidhi has also refused to seek bail; being in 
jail provides ever more photo-opportuni- 
ties. But he too has now been released, 
though he may still be prosecuted. 

Miss Jayalalitha has lost this media bat- 
tle, perhaps because several reporters also 
were arrested. Arresting politicians is one 
thing; arresting journalists is another, even 
if they are partisan. Miss Jayalalitha erred 
by ignoring this principle. m 





Japan and global warming 


A bit foggy 


TOKYO 


Confusion over the Kyoto treaty 


OT without America, Junichiro Koi- 

zumi told his friends in Washington at 
the weekend. Together with Europe, he 
said in Britain on Monday. On July 4th, 
with Japan’s prime minister now in Paris, 
his country’s stance on whether it would 
ratify the Kyoto Protocol, a UN treaty on 
global warming, had become as uncertain 
as the solution to the phenomenon itself. 

Japan’s discomfort is about to get 
worse. Not only is the government caught 
between warring Europeans and Ameri- 
cans, its own house is divided too. Al- 
though George Bush has made it clear that 
America will not ratify Kyoto after the next 
round of climate talks, which begin in 
Bonn on July 16th, the Europeans say they 
want to press ahead anyway, hoping to 
shame America into joining later. For the 
treaty to take effect, however, one condi- 
tion is that Kyoto must be ratified by coun- 
tries accounting together for at least 55% of 
industrialised countries’ greenhouse gas. 
With Japan, the Europeans clear the hur- 
dle. Without Japan, they do not. 

The Japanese cannot hide behind their 
ambiguities for much longer. On July 9th 
Margot Wallstrom, the European Union's 
environmental commissioner, will be in 
Tokyo to press the government for a 
straight answer. The Japanese will find » 
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> that hard to provide. The environment 
ministry wants to ratify Kyoto as quickly as 
possible. The economy, trade and industry 
ministry, or METI, is less enthusiastic. 
From the start, METI has argued that Japan 
got a bad deal out of Kyoto. Kyoto sets the 
base year, against which countries’ efforts 
to reduce greenhouse-gas emissions are 
measured, as 1990. By that time Japanese 
companies, responding to the second oil 
shock, had worked furiously to cut energy 
consumption and the most straightfor- 
ward ways of reducing greenhouse gases 
had already been exhausted. 

METI sets great store by a voluntary 
emissions-curbing scheme organised by 
the Keidanren, a hig-business lobby. How- 
ever, there are plenty of Japanese indus- 
tries that stand to benefit from Kyoto. Ja- 
pan’s car companies, for instance, are 
world leaders in green technologies. And 
“Kyoto” is not set in stone. METI is ready to 
live with it, given the use of “flexible” rules 
in meeting emissions targets. If Japan were 


The Philippines 


allowed to make full use of this flexibility, 
by offsetting credits for its forests (which 
absorb carbon dioxide) against debits for 
its polluters, its present obligation—to re- 
duce emissions to 6% below 1990 levels in 
a decade’s time—would be cut in half. 

European purists have in the past 
heaped abuse on this flexibility, arguing 
that it is a roundabout way for countries to 
do nothing. Recently, however, Europe has 
become less unbending. Mrs Wallstrom is 
likely to offer the Japanese almost every- 
thing that Met wants. Whether that will 
be enough may in the end depend on the 
foreign ministry. Its pro-American fac- 
tion—almost slavishly pro-American, in 
some eyes—hates the thought of siding 
with the Europeans against Mr Bush. Yet 
Japanese public sentiment has this week 
been inflamed by the United States’ slow- 
ness in handing over an American airman 
suspected of yet another rape in Okinawa, 
where it has a military base. The battle, it 
seems, is on. E 


Sorting out the south 


ZAMBOANGA 


Besides battling kidnapping gangs from Mindanao, Gloria Macapagal Arroyo must 


also make up for past neglect of the region 


HÈ macho predecessor delivered his 
lines slowly, with his head tilted for- 
ward like a true Filipino action hero. Gloria 
Macapagal Arroyo, in contrast, speaks 
with a high-pitched whine, and mustsit up 
straight to make the most of her tiny frame. 
But in her dealings with kidnappers from 
the Abu Sayyaf group, Mrs Arroyo has 
been at least as tough as Joseph Estrada. 
Vowing to “crush” them, she has un- 
leashed her troops rather than negotiate 
dangling offers of ransom, despite the ob- 
vious danger to the hostages. 

So far, this approach has yielded only 
minor rewards. On July 3rd the Abu Say- 
yaf—an assortment of entrepreneurial kid- 
nappers under an Islamic brand name— 
released two hostages on the south-west- 
ern island of Basilan. Some Abu Sayyaf 
members have been killed in skirmishes 
with the government. The armed forces, 
however, are still searching for about 20 
other hostages, including three Americans, 
who were taken from a beach resort on Pa- 
lawan in May. The kidnappers, who col- 
lected hefty ransoms while Mr Estrada 
was in power, have bought faster speed- 
boats with some of the money and are 
hard to track in the jungle-covered islands 
of the Sulu archipelago. 

Yet while the war on the Abu Sayyaf 
continues, Mrs Arroyo’s government is 
quietly seeking deals with other Muslim 





groups, armed and otherwise, in Minda- 
nao. The most notable of these is the Moro 
Islamic Liberation Front (MILF), a separat- 
ist group that Mr Estrada tried to extermi- 
nate, but which in June signed a ceasefire 
agreement with Mrs Arroyo's govern- 
ment. She is also trying to improve rela- 
tions with the Moro National Liberation 
Front (MNLF), which accepted a peace deal 
under the government of Fidel Ramos, Mr 
Estrada’s predecessor. Although a failure 
to tame the Abu Sayyaf would hurt Mrs 
Arroyo’s popularity, these other efforts to 
improve life in Mindanao are in many 
ways more important—both for the Philip- 
pines’ development and for her own fu- 
ture as president. 

Economics alone makes Mindanao 
crucial. It has the Philippines’ best farm- 
land and receives steady rainfall through- 


out the year, instead of the seasonal ty- 
phoons that plague the central and 
northern islands. Its crops range from ba- 
nanas and pineapples to coffee, maize and 
livestock; some 40% of the country’s food 
is produced here by 20% of its population. 
A few investments in stable areas have al- 
ready shown the potential. The southern 
town of General Santos has reaped re- 
wards from a new port for tuna boats, and 
has paved its roads to attract other busi- 
nesses. If Mrs Arroyo can bring stability to 
other parts of the island, and help its dispa- 
rate groups to run things better, Mindanao 
could attract much more aid and invest- 
ment, and do more with it. 

Politically too Mrs Arroyo will pay a 
price if she fails to deliver peace and de- 
velopment. Although the Philippines’ 
Muslims are concentrated in Mindanao, 
the region is fairly evenly divided between 
Muslims and Christians. Mr Estrada’s all- 
out war on the mir further polarised 
these groups. In the congressional elec- 
tions in May, Muslims voted heavily 
against candidates backed by Mr Estrada, 
while many Christians continued to sup- 
port him, partly because they approved of 
his military campaigns. The risk is that Mrs 
Arroyo will fail to meet the Muslims’ 
expectations, while continuing to lose sup- 
port from Christians who think she is too 
soft on the separatists. 

To win over sceptics, Mrs Arroyo has 
tried to persuade both groups in Minda- 
nao that she takes the region seriously. She 
has several people from Mindanao in her 
government, including Teofisto Guingona, 
her vice-president, and has reminded peo- 
ple that she lived in the northern Minda- 
nao town of Iligan as a girl. 

Her negotiators believe that the MILF 
talks, which will continue in Kuala Lum- 
pur later this month, are going well. They 
are especially pleased about one provision 
that has gained little notice: an agreement 
to give the government access to develop- 
ment projects in MILF areas. A negotiator 
says that, since most MILF supporters are 
neither fervent separatists nor diehard Is- 
lamists, economic growth is all the govern- 
ment needs to win them over. 

In contrast, the one outfit to sign a true 
peace deal, the MNLF, could yet prove the 
most troublesome. Both sides have failed 
to keep the commitments they made in the 
deal signed under Mr Ramos: Mr Estrada 
showed little interest, and the MNLF’s top 
figure, Nur Misuari, seemed happier as a 
rebel than as an administrator. Mr Misuari 
recently had to cede some power to the 
MNLF’s disaffected central committee. In 
an election set for November, he will prob- 
ably also lose his job as head of an autono- 
mous Muslim area made up of four of 
Mindanao’s provinces. Mrs Arroyo must 
find a way to work with the MNLF’s wid- 
ening leadership, and prove that peace 
really can bring prosperity. m 





The cutting blob of ethical politics 


WASHINGTON, OC 


America’s complicated argument about stem-cell research could be a forerunner of 


bigger fights to come 


EORGE BUSH has come face to face 

with the first policy dilemma of the 
new world of human genetic engineering: 
should the federal government finance re- 
search into stem cells derived from human 
embryos? Stem cells can transform them- 
selves into the many different cell types 
that go to make up a body. They hold out 
the promise of new therapies for diseases 
like Parkinson's or Alzheimer’s. But be- 
cause such cells are derived from embryos, 
their extraction upsets many (though, cru- 
cially, not all) anti-abortion people. 

The stem-cell issue, the first to divide 
publicly members of Mr Bush's govern- 
ment, dates back to 1998, when research- 
ers at the University of Wisconsin isolated 
stem cells from embryos. But because Con- 
gress attached a special provision to a bud- 
get bill in 1995 banning the use of federal 
money for research in which human em- 
bryos are created or destroyed, no public 
money is involved. 

In its last year in office, the Clinton ad- 
ministration proposed new guidelines to 
getround this restriction on the basis thatit 
applied to embryos not stem cells: scien- 
tists could get federal money to conduct re- 
search into stem cells, as long as they per- 
sonally did not destroy embryos to do it. 
The effect of this change was limited as 
there was little money available, so Mr 
Bush could have fulfilled his campaign 
promise to ban federal spending fairly 
painlessly if he had done it immediately 


(just as Mr Clinton reversed a ban on fetal- 
tissue research on his first day in office). 

Instead, influenced by Connie Mack, a 
former Florida senator who is Catholic, 
conservative, strongly anti-abortion and a 
supporter of stem-cell research, Mr Bush 
said he would take a decision based on a 
new review of the scientific and ethical is- 
sues. Part of that review, from the National 
Institutes of Health (NIH), came out last 
week and affirmed the promise of “a daz- 
zling array” of possible treatments. As The 
Economist went to press, the president's 
decision was rumoured to be imminent. 

Federal funding matters partly because 
of the cost of the research. John Gearhart 
of Johns Hopkins University, one of the 
pioneers of the science, says it could cost 
$100m or so over the next five years to con- 
duct the research properly. The leading 
private company involved, Geron, of 
Menlo Park in California, had sales of just 
$6m last year. 

Just as important is the signal federal 
approval sends. The complexity of stem- 
cell research means it would be best con- 
ducted by many laboratories bombarding 
the stem cells with as many different tests 
as possible. The network of federally fi- 
nanced laboratories is better suited to that 
work than competing private ones. And 
federal backing might attract bright sparks 
into the field, and prevent others from go- 
ing to places like Britain (where the govern- 
ment has recently permitted new embryos 
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to be created through cloning for the spe- 
cific purpose of cultivating stem cells). 

Critics of federal funding make three ar- 
guments. First, they say, stem-cell research 
is immoral. Embryos are human life. You 
cannot (yet) reliably extract stem cells from 
them without killing them. The fact that re- 
search into embryonic stem cells will ini- 
tially be conducted on cells from embryos 
discarded in the course of in vitro fertility 
treatments is irrelevant. These are still po- 
tentially human beings, and anyway they 
doubt whether scientists would content 
themselves with “discarded” embryos 
only. Second, they say, stem-cell research 
is illegal—that is, against the terms of the 
1995 provision. The Clinton guidelines are 
merely trying to subvert the law. 

Third, they argue that embryonic stem- 
cell research is unnecessary. Stem cells can 
also be found in small quantities in many 
adult tissues, such as the brain. The same 
benefits can be realised through research 
on “adult” stem cells, which do notinvolve 
killing the donor. These cells, they claim, 
show the same ability to reproduce repeat- 
edly as embryonic stem cells, and can also 
differentiate themselves into a variety of 
cell types. 

Supporters of federal funding differ on 
all three counts. It is simply not true, they 
say, that adult stem cells are an adequate 
substitute. For obvious reasons, adult stem 
cells are difficult to harvest routinely from 
some living organs, such as the brain or 
liver. They are harder to grow in the labora- 
tory in the quantities needed for trans- 
plantation and, especially, tougher to push 
into becoming a variety of cell types. Be- 
cause of that, even adult stem-cell work 
may have to depend on instructions 
learned from embryonic stem cells. The 
scientific consensus, exemplified by the re- 
cent NIH report, supports this view. 

Next, supporters of funding naturally »» 





> accept Mr Clinton’s legal definition, and 
make a further point about the legal ad- 
vantages of federal involvement. Now, 
stem-cell research, like a good deal of ge- 
netic science in America, is conducted in 
private laboratories (and thus barely regu- 
lated). Given the unease about things like 
cloning, would it not be better if there was 
more public oversight, which federal 
money would entail? 

Third, the supporters differ on the 
moral issues. The stem-cell debate is much 
more complex than that hardy perennial 
of American ethical dispute, abortion. The 
abortion debate hinges solely on your atti- 
tude to the cells that make up an embryo 
or fetus. Supporters of abortion rights, 
who think embryos are not meaningfully 
persons, can carry the same logic forward 
to stem cells effortlessly. But for anti-abor- 
tionists, the issue is harder, since it requires 
balancing two “pro-life” goods: the life of 
the embryo against the potential lives 
saved from research based onits stem cells. 

Notall anti-abortion activists think that 
balance comes down against research. 
Connie Mackis one. Orrin Hatch, a senator 
from Utah who opposed research on fetal 
tissue on pro-life grounds, and Tommy 
Thompson, Mr Bush’s health and social 
services secretary, are in the same group of 
pro-stem-cell Republicans. And the polls 
show around 58% of Americans and 54% 
of Catholics support stem-cell research. 

But one group does not: regular church- 
going Catholics. Deal Hudson, the editor 
of a magazine, Crisis, who advised Mr 
Bush on Catholic voters during the cam- 
paign, points out that Catholics who go to 
mass once a week are seven to ten points 
more “conservative” on moral issues than 
other Catholics. That would suggest a ma- 
jority of those who take mass once a week 
oppose the research—and since there are 
14m of them, and since Mr Bush polled ex- 
traordinarily well among all Catholic vot- 
ersin the election, they are not simply to be 
ignored. No wonder Karl Rove, the presi- 
dent's chief strategist whose job it is to 
make these raw political calculations, has 
emerged as the main opponent of stem- 
cell research in the White House. 

Two compromises have thus emerged. 
One would confine federal money for re- 
search into “discarded” embryos already 
in fertility clinics. Conservatives oppose 
this, saying these embryos could still give 
life. The other more likely one would al- 
low federal funding—but only on those 
stem-cell “lines” already derived from em- 
bryos. Scientists dislike this. Mr Gearhart 
worries that it restricts research to a nar- 
row genetic pool (there are only a dozen or 
so such stem-cell lines) and points out that 
no one really knows whether stem cells 
can replicate themselves endlessly with- 
out any deterioration in quality. 

Jeffrey Kahn, the director of the Centre 
for Bioethics at the University of Minne- 


sota, argues that this solution does not re- 
solve the moral issue anyway because 
these are embryonic stem cells, so public 
money would still be spent on research 
that depends on destroyed embryos. To 
that, Mr Hudson replies that at least no 
new life would be destroyed, and most sci- 
entists would probably say that some fed- 
eral money is better than none. 

If that were the shape of the compro- 
mise, it would speed up stem-cell research 
to some extent, which is necessary be- 
cause the work is in its infancy. But if the 
hopes of the scientists are realised, and 
stem cells do indeed promise a medical 
revolution, then the compromise would 
merely postpone the toughest decision: 
whether to allow the creation of new em- 
bryos—by “therapeutic cloning”—to create 
the millions of stem cells needed to realise 
the full potential of the research. Whatever 
Mr Bush decides this week, the arguments 
are only going to get more bitter. m 


Snowmobiles 


A year’s grace? 


YELLOWSTONE NATIONAL PARK 
The smoke and noise can go on, for a bit 


HE snow has melted, and the row over 

the machines that rocket through itin the 
wintertime has, at least for the moment, 
been settled. Snowmobiles, it has been de- 
cided, may be ridden in Yellowstone Park for 
at least one more year. 

Two years ago the National Park Service 
(NPs) announced that it would phase out 
snowmobile use in 27 national parks by 
2004. Snowmobile manufacturers ap- 
pealed against the decision, claiming the 
Nps had used “junk science” in reaching its 
decision. On June 29th the federal Depart- 
ment of the Interior, which has jurisdiction 
over the nes, signed a stay-of-litigation deal 
and agreed to consider new data about 
snowmobile pollution. The NPs has admit- 
ted that it used inaccurate figures for carbon- 





Tourist or terrorist? 


monoxide emission. 

Conservation groups such as the 
Greater Yellowstone Coalition are furious. 
“We've had 13 years of study,” says that 
group’s Jon Catton. “To say we need an- 
other study is tantamount to saying we 
want snowmobiles in Yellowstone no 
matter what.” Of the 180,000 snowmo- 
biles that entered all national parks last 
year, 62,000 went to Yellowstone; and 
tens of thousands of people, according to 
Mr Catton, have said how much they 
would prefer not to have them there. 

Snowmobiling is big business, bring- 
ing in more than $10 billion a year to the 
people who make snowmobiles or ar- 
range snowmobiling holidays. Unsurpris- 
ingly, not one senator or representative 
from Wyoming, Montana or Idaho en- 
dorsed the Nps’s original prohibition. But 
snowmobiles produce pollution as well as 
profit. Their whining, smoke-belching 
two-stroke engines generate between 70% 
and 90% of all the hydrocarbons and any- 
where from 35% to 68% of all the carbon 
monoxide released in Yellowstone. The 
first snowmobile entered Yellowstone in 
1963. In 1972, President Richard Nixon 
signed an executive order telling the parks 
to exclude snowmobiles unless they chose 
to confine them to a given area. Glacier Na- 
tional Park in Montana and Yosemite Na- 
tional Park in California put a total ban on 
the machines. In 1977, President Jimmy 
Carter signed another order prohibiting 
snowmobiles where they damage wildlife 
or the habitat. 

The snowmobile industry responded 
glacially. It was not until 1994 that it hired 
the San Antonio-based Southwest Re- 
search Institute to explore ways to reduce 
snowmobile emissions. In 2000, Arctic 
Cat introduced the “Yellowstone Special”, 
powered by a four-stroke Suzuki engine 
that is “as quiet as a car”, in one rider’s 
view, and emits much less pollution— 
though exactly how much less is not clear. 

In 1999,Yellowstone had 3.1m visitors, 
almost twice as many as when snowmo- 
biles first got there 36 years earlier. The 
park’s former superintendent, Mike Fin- 
ley, who handed in his retirement letter in 
June, says that the Yellowstone adminis- 
tration was left out of the decision-making 
process about snowmobiles. If consulted, 
says Mr Finley, who regrets the daily “ha- 
rassment of wildlife by over 2,000 un- 
trained snowmobile drivers”, the park 
would have resisted the Department of 
the Interior’s recent decision. “Cleaner is 
not clean. Quieter is not quiet.” 

Mr Finley and those who feel like him 
can take comfort from the fact that the 
snowmobiles have got only a one-year re- 
prieve. Grizzly bears and wolves have won 
protection at the expense of ranchers and 
nervous locals. Snowmobilers, on no en- 
dangered-species list, may not prowl all 
that much longer. m 





The tabloid press 


Pass the Pulitzers 


WASHINGTON, DC 


The case of the missing intern points to 
the power of the supermarket tabs 


Fo ad years ago, Hollywood produced a 
film based on the amusing (and not 
implausible) premise that aliens from 
outer space had been living on earth for 
years, particularly in New York. The heroes 
of “Men in Black” were immigration offi- 
cers whose job it was to keep an eye on 
these extra-terrestrials. The only help they 
had in this difficult task, beyond a fine ar- 
ray of machineguns, was the tireless re- 
porting of the tabloid magazines—“the 
best investigative journalism in the 
world,” as one of the characters says. 

Back in the real world, the weekly tab- 
loids have this year been responsible for 
more hot political scoops than any of the 
mainstream media. In January, the Na- 
tional Enquirer broke the story of Jesse 
Jackson’s illegitimate child. In February, 
the Enquirer vied with Associated Press to 
be first with the news that Hillary Clin- 
ton’s brother, Hugh Rodham, had received 
$400,000 for his help with two presiden- 
tial pardons. Then, with admirable biparti- 
sanship, the Enquirer went after the Bush 
family, chasing the unfortunate Jenna on 
both drink and marijuana. 

Now the tabloids are making the run- 
ning in a story that has set Washington 
abuzz: the story of Chandra Levy, an in- 
tern who is rumoured to have had an affair 
with her Democratic congressman, Gary 
Condit (who denies the whole thing). She 
has now been missing for more than two 
months. This week, the Star clobbered Mr 
Condit again with allegations that he had 
also had an affair with an air hostess, and 
that he had tried to persuade her to sign a 
statement that they had never had a “ro- 
mantic relationship”. 

There is nothing particularly new 
about the tabloids being good investiga- 
tors. They made the mainstream media 
play catch-up with a series of scoops dur- 
ing the OJ. Simpson trial, producing, for 
example, a picture of Mr Simpson wearing 
a pair of Bruno Magli shoes that he 
claimed he had never owned. And they 
have aimed at political targets before: the 
Star took Dick Morris’s scalp in 1996 when 
it revealed that he was having an affair 
with a prostitute, and almost torpedoed 
Bill Clinton’s presidential campaign in 
1992 when it unveiled his affair with Gen- 
nifer Flowers. But hitherto they have only 
dipped a toe into the political pond. The 
latest spate of stories suggests that they are 
looking at politics with a new seriousness. 

Why forsake Martians for politicians? 


The simple answer is readership. The En- 
quirer’s circulation has sunk from 3.1m in 
1994 to 2.1m, the Star’s from 2.8m to 1.6m. 
Supermarket chains become nervous 
about stocking tabloids if their circulation 
falls below 2m. 

Circulation is down partly because 
readers seem, quite astonishingly, to mis- 
trust the tabloids’ accuracy. Only one out 
of every eight people who flip through the 
pages of a tabloid on the way to the check- 
out counter actually bothers to buy one. 
Meanwhile, the people who originally got 
into the habit of buying the tabloids to 
read about the latest sightings of Elvis are 
beginning to die off. The mainstream me- 
dia are invading the tabloids’ territory 
with gossipy entertainment channels and 
endless chat shows that blur the distinc- 
tion between speculation and news. 

David Pecker, who has run American 
Media Inc's tabloid empire since 1999, is 
spending millions in an attempt to recruit 





Condit, the quarry 


new readers and advertisers. He has pre- 
sided over a dramatic consolidation of the 
industry, leaving him in control of all the 
weekly tabloids. He is increasing the 
amount of firepower his group devotes to 
investigative journalism: the Enquirer set a 
dozen reporters on to the task of dissecting 
Mr Clinton’s ten most questionable par- 
dons. And he is dealing with the credibil- 
ity problem by carefully segmenting his 
market. The Enquirer is aiming at the top 
end. The paper's delivery vans have the 
slogan “Get it first. Get it fast. Get it right” 
printed on the back, and “No Elvis. No 
aliens. No UFOs” on the side. (The Weekly 
World News, which has led the pack with 
sightings of Elvis, continues to focus on tra- 
ditional tabloid fare.) 

The tabloids’ job is made easier by two 
things. The first is the blurring of the line 
between sensationalism and politics. The 
line was always going to be hard to defend 


in an era of proliferating news media. Butit 
has been erased by Mr Clinton’s priapic 
tendencies. The tabloids are arguably the 
papers of record of the Clinton years. 

The second factor is the prissiness of 
America’s broadsheets, still the only form 
of daily newspaper in most of the country. 
New York city is the only place with a daily 
tabloid press that a European would recog- 
nise. Many of the country’s top journalists 
think that their job is to analyse “policy”; 
they do not wish to discuss, in print, tittle- 
tattle about “personality”. 


Interested public, or public interest? 
Such high-mindedness may have its mer- 
its, but the supermarket tabloids do not 
share it. They say the job of the press is to 
expose the personal failings of the power- 
ful as well as to discuss greenhouse gas 
emissions. They instinctively realise that 
President Bush’s tough stance on mari- 
juana makes the question of whether his 
daughter has ever smoked that weed a 
compelling news story. (Texas sends peo- 
ple caught with two ounces or less of mari- 
juana to jail for 180 days.) 

The case of the missing intern is manna 
from heaven for the new-look tabloids. It 
allows them to link their new-found inter- 
est in politics with their long-standing ob- 
session with sex and murder. It also allows 
them to use the sort of investigative tech- 
niques that mainstream newspapers es- 
chew. The Star discovered about Mr Con- 
dit's friendship with the air hostess by 
paying the latter's room-mate $2,500 for 
the information. 

For the moment the tabloids are on a 
roll. The issue of the Enquirer that broke 
the Jackson story was one of the paper's 
most successful. More up-market advertis- 
ers have started taking out adsin the paper. 

Will this continue? Some speculate that 
the tabloids’ flowering is really just a relic 
of the Clinton years: a more upright (and 
less charismatic) president will be the 
death of them. This seems unlikely. Even 
supposing they fail to dig up any new scan- 
dals, a quick glance at a list of the tabloids’ 
current victims—Mr Jackson, Mr Condit, 
Marc and Denise Rich, Rudy Giuliani and, 
of course, the Clintons—reveals a lot more 
questions than answers. The Condit issue 
will not disappear until the intern is found. 

And the tabloids still tackle the ques- 
tions that higher-minded journalists steer 
clear of in their writing but then spend 
most of the week discussing at lunch. The 
latest Globe reports that Mr Clinton plans 
to tell everything in his memoirs, includ- 
ing the crucial “facts” that he “was a bat- 
tered spouse who suffered physical abuse 
at Hillary’s hands for years”, that he hada 
secret mental breakdown after telling his 
daughter about his affair with Monica Le- 
winsky and, surprise surprise, that he’s a 
sex addict. New York Times, please do not 
copy. m 


Asian high-tech workers in America 
Byting more than 
they can chew 


FALLS CHURCH, VIRGINIA 
Technology firms are finding some of 
their foreign recruits hard to shed 


HEN times get tight, Americans have 

often turned on immigrants. As the 
American economy slows once again, xe- 
nophobia has returned. Yet this time the 
foreigners under attack are highly edu- 
cated, middle-class computer wonks, with 
. the resources to fight back. 

In 1992, the United States began its H-1B 
visa programme in response to a shortage 
of skilled labour. Under H-1B, American 
companies can search overseas to find 
workers in “specialty occupations”, which 
includes researchers, high-tech staff and, 
somewhat surprisingly, fashion models. 
H1-B visas last for six years; after that, peo- 
ple can apply for permanent residence 
and, eventually, citizenship. 

Since 1992, roughly 640,000 H1-B for- 

-eign workers, mostly from India and 
China, have been admitted to America, 
where they often make 20 times what they 
earned at home. Many Asian temporary 
workers are brought to America by “job 
shops”, which then farm the H-1Bs out to 
high-tech companies. As the labour mar- 
ket tightened in the late-1990s, job shops 
offered H-1Bs big signing-up bonuses, lim- 
ousine rides from the airport, and other 
benefits to entice them to America. 

Now Silicon Valley is flooded with pink 
slips, and Asian H-1Bs are vulnerable. An 
H-1B visa expires as soon as the holder gets 
laid off, so newly unemployed H1-B work- 
ers must scramble to find a new job within 
days, or risk deportation. The number of 
new H-1B workers has fallen by half this 
year, and in March and April at least 2,000 
Indian high-tech professionals went 
home. In Falls Church, a suburb of Wash- 
ington, Dc, with a high proportion of 
Asian tech workers, message boards are 
full of “for sale” signs offering cars, apart- 
ments and other attributes of a middle- 
class American life. 

For those who stay, life has also got 
tougher. Knowing the precarious nature of 
the Asians’ status in the country, their em- 
ployers can easily bully H1-B people to ac- 
cept lousy pay deals (“indentured servi- 
tude”, whines one). And Asian workers 
have to deal with complaints from their 
peers about stealing American jobs and 
depressing salaries. 

This is a familiar story. But, unlike pre- 
vious poorer immigrants, the H1-B crowd 
is not taking its misfortune lying down. 
Many Indians and Chinese refuse to go 
home, for fear that their friends will call 
them failures. Instead, they are taking 


lower-paying service jobs, trying to enlist 
in American universities, aggressively 
marketing themselves as consultants—and 
complaining loudly. 

Roughly a quarter of Silicon Valley’s 
companies were founded by people of In- 
dian or Chinese descent, so they have 
clout. They have formed community orga- 
nisations, such as the Immigrants Support 
Network, to help keep temporary workers 
in America; they lobby Congress for looser 
visa restrictions; and they are calling for 
deportations to be considered on a case- 





by-case basis. 

And a few H1-Bs are using the most 
American of all tactics: they are suing. Xija 
Chen, a Chinese computer scientist living 
in southern California, has filed suit 
against his former employer, Pricewater- 
houseCoopers, which laid him off in early 
May. Mr Chen claims that the company 
was too slow in helping him move from 
H-1B status to permanent residence, which 
would have allowed him to remain unem- 
ployed without being deported. Other 
H-1Bs may follow Mr Chen’s lead. m 


A. 





Lexington Graven images 


The perils of worshipping the Founding Fathers and—far worse-—living congressmen — 












I AMERICA a nation of idolators? It is perhaps a little imperti- 
nent for a British publication to ask the question in the week 
when Americans celebrate their independence from their for- 
mer colonial masters. Most Americans spend the Fourth of July 
bowing the knee to beer and barbecue rather than George 
Washington and Thomas Jefferson. And besides, if any group of 
politicians deserves wholehearted admiration, it is surely the 
founders of the American republic, the authors of the soundest 
constitution that human ingenuity has yet devised. 

Yet one of the wisest founders took the trouble to wag a 
warning finger against treating fallible men as faultless idols. 
John Adams was the second president of the country. But in his 
retirement he denounced the tendency to make demigods of 
men like Washington and Jefferson and, in true Puritan fashion, 
called for a second Reformation to wash away such idolatry. 

Quite recently, it looked as if historians had taken his words 
alittle too seriously. The fashion in academia was to focus solely 
on the Founders’ clay feet. Jefferson was dismissed as a seducer 
of slaves who plagiarised chunks of the Declaration of Indepen- 
dence, Adams was a Yankee curmudgeon with a weakness for 
hereditary aristocracy. The founders were all dead white men 
who subverted the revolution’s ideals to protect their economic 
interests. But suddenly historians are competing to restore them 
to their Olympian status, and the public is lapping it up. 

De Tocqueville noted that democratic people have always 
had a weakness for memorialising their leaders. This weakness 
is particularly strong at a time when contemporary politicians 
are regarded as either bigots or panderers. Joseph Ellis’s collec- 
tive biography, “Founding Brothers” (Knopf), has spent 27 weeks 
on the New York Times best-seller list—and survived revelations 
that the author has lied about his own career. David McCul- 
lough’s biography of John Adams (Simon & Schuster) has leapt 


` to the number-one spot (and soaked up an extraordinary 


amount of press attention) in part because Adams satisfies the 
yearning for “authenticity”. Now there is a movement to erect a 
no-doubt-authentic monument to Adams in Washington. 

If these urges were confined purely to the founding genera- 
tion, this would be a historical quirk. But it is not. The Ronald 
Reagan Legacy Project, the brainchild of Grover Norquist and his 
Americans for Tax Reform, is waging a relentless campaign to 


memorialise its hero. Getting the capital’s National Airport re- 
named after him was only the start. It is now in the process of 
creating a Reagan memorial in each of the country’s 3,067 coun: 
ties (successes so far include a six-foot-tall portrait made entirely 
from 14,000 jelly beans). It wants his face to replace Alexander 
Hamilton's on the $10 bill, and to erect a Reagan monument on 
the National Mall, despite the Gipper’s own belief that politi- 
cians should be dead for at least 25 years before being consid- 
ered for the honour. Any day now the highway that leads upto 
Mount Rushmore will be graced with Reagan’s name. 

The left is not much better. Many Democrats continue to pre 
tend that Jack Kennedy was a paragon of family values and Har- 
vard-Yard liberalism rather than a womanising cold warrior. The 
keepers of the Kennedy flame threw a hissy fit a few months ago. 
when the Republicans borrowed Kennedy’s voice in an ad pros > 
moting the tax cut. They are also tireless in promoting his legend 
in everything from exhibitions to biographies. 

By all means let us give the Reagans and Kennedys their due. 
But one of the problems with idolatry is that it gives them less 
than their due. Idolatry denies the human side of its subjects. 
Take the philandering away from Kennedy or the hokiness away.” 
from Mr Reagan and you make them less interesting. Idolatry 
also reduces idols to nothing more than vehicles for their wor- 
shippers. The right’s infatuation with Mr Reagan tells us more 
about its disappointment with his successors than it does about 
Mr Reagan. The left's embrace of Kennedy became much more 
firm when Bill Clinton turned out to be a disappointment. 

The silliest example of idolatry’s power to distort history can.” 
be found in the recasting of a great modern president, Franklin 
Roosevelt. Roosevelt was a patrician war leader who went to ex: 
traordinary lengths to conceal the fact that he was afflicted with 
polio. (Only two of the 40,000 photographs that were taken of 
him show him in a wheelchair.) But his admirers are rapidly 
transforming him into a pc prig who revelled in his status as a 
victim. A recent addition to the Roosevelt Memorial (FDR-PC to 
its critics) goes out of its way to depict the president in a wheel- 
chair. His signature cigarette and cigarette-holder have been air- 
brushed out of history. The only reference to the war that 
defined his career is a single phrase: “I hate war.” 

At least the people who are trying to deify Mr Reagan and re- 
invent FDR are doing so out of misguided hero worship. Far 
worse are the politicians who deify themselves. Self-worship is 
hardly a new political vice. But, with the exception of Huey 
Long in Louisiana, politicians have usually had to wait for other 
people to erect the monuments (usually after their deaths). Not 
all, though. Senator Robert Byrd has some 30 things named after 
him in West Virginia. Bud Shuster, a Republican congressman, 
retired this year, having littered central Pennsylvania with epon- 
ymous monuments, including the Bud Shuster Highway and the 
nation’s first federally funded bus-testing centre. In South Caro- 
lina, Senator Strom Thurmond has not merely a highway named 
after him, but also a lake and a dam. And so on. 

This craze for memorialisation is not just excessive, as even 
the most minor politicians demand their tributes in masonry, 
asphalt or stone. It is downright unAmerican. You expect to find 
tinpot countries like North Korea and Cuba littered with monu- 
ments to local dictators. But you expect better from a country 
founded on the principle that the proper way to treat politicians 
is not to worship them but to curb their ambitions with checks 
and balances—and the power of ordinary people. @ 
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Colombia's wars 


Don’t celebrate yet 


BOGOTA 


The FARC may have released more captives than expected, but it still has no 
intention of making peace. Nor do the paramilitaries 


Ta Tolemaida air-force base, not far 
from Bogota, was the scene on Thurs- 
day June 28th of a maelstrom of jubilation 
and tears. Some 242 police and soldiers 
were reunited with their families after 
spending up to three years in primitive 
jungle pens as hostages of the Revolution- 
ary Armed Forces of Colombia (FARC). 
Their release was part of an agreement 
signed on June 2nd by the FARC, Colom- 
bia’s largest guerrilla group, and the gov- 
ernment of President Andres Pastrana. The 
rebels have now released a total of 363 ser- 
vicemen in exchange for 15 guerrillas held 
by the state. 

The government greeted the prisoner 
exchange, the first tangible achievementin 
two and a half years of stumbling peace 
talks, as proof that it can strike accords 
with the FARC that mean something. Not 
only had the rebels backed down consider- 
ably from their original demand for a per- 
manent law to govern prisoner ex- 
changes—one guerrilla for every soldier or 
policeman—but they released many more 
than the 100 servicemen stipulated by the 
agreement. A humanitarian gesture, said 
the FARC, to show it means peace. 

Maybe. But away from the high emo- 
tion at Tolemaida, not many people see 
this moment as a high point in the peace 
process; not least because the FARC is con- 
tinuing, and even stepping up, its military 
campaign. The prisoner exchange was ac- 
companied by a carefully managed show 


of strength by the Farc, with some 3,000 
heavily armed rebels forming a “guard of 
honour” for the liberated servicemen. 
Having liberated so many captives, an esti- 
mated 1,000 to 1,500 rebels dedicated to 
guarding the prisoners are now free to 
fight, and that, according to Jorge Briceno, 
the FARC’s military commander, is just 
what they intend to do. 

In a speech to his hostages before their 
release, Mr Briceño gave warning that his 
troops were ready to take their struggle to 
the country’s cities, largely spared so far. 
Questioned about the small number of re- 
bels released under the humanitarian ac- 
cord, he replied that if the Farc wanted its 
members out of jail, it would simply go 
and get them. 

So it appears. On June 23rd FARC rebels 
held at La Picota jail in southern Bogota 
blew a hole in the prison wall; 98 prison- 
ers, including 19 guerrillas, escaped under 
covering fire from at least 100 other guerril- 
las outside. The day before, the FARC 
killed 30 soldiers in an attack on the Puerto 
Leguizamo military base in the southern 
jungle province of Putumayo. The casual- 
ties were the heaviest inflicted on the 
armed forces in recent years. This week the 
FARC’s political spokesman, Raul Reyes, 
flatly rejected the latest suggestions for a 
constituent assembly to reform the coun- 
try’s constitution. The guerrillas, he re- 
peated, want a direct role in governmentin 
return for peace. 
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The increasing unrest has already 
caused the postponement until next Janu- 
ary of the Copa America, the world’s third- 
biggest football tournament, which was 
due to begin in Colombia on July 11th. 
Business representatives are now asking 
the government not to wait beyond Octo- 
ber for a ceasefire. The FARC’s dominion 
over its “enclave”—a tract of southern 
plains and jungle the size of Switzerland, 
granted to them by Mr Pastrana at the start 
of the peace process—is due to expire then, 
and many do not wantit extended. 

Sharp talk is also coming from govern- 
ment officials. Camilo Gomez, the peace 
commissioner, was due to announce 
changes this week to his negotiating team, 
hoping by this to galvanise the talks with 
the FARC. But the country’s patience is 
wearing thin. In the most recent poll, sup- 
port for the peace process was at less than 
20%. If all-out war erupted between the 
two sides, each of them would be much 
better prepared to fight than they were 
when the peace talks began. 

To add to Mr Pastrana’s problems, the 
National Liberation Army (ELN), the coun- 
try’s second guerrilla group, also said this 
week that it was pessimistic about the 
prospects of making peace with his gov- 
ernment. Although this seemed the presi- 
dent's best chance of a peace deal before 
he leaves office next summer, negotiations 
have failed to get off the ground in the face 
of fierce opposition from the right-wing 
paramilitaries of the United Self-Defence 
Forces of Colombia (Auc). As a sign, it 
seems, of their determination to under- 
mine any moves towards peace with the 
ELN, the paramilitaries have apparently 
switched the Auc’s operational centre 
from the far north-east of Colombia to the 
Sur de Bolivar, where the ELN wants to 
hold its peace convention. The joy of Tole- 
maida seems premature indeed. m 
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Brazilian justice 
The favoured few 


SAO PAULO 
Two cases show how much is wrong 


WO of Brazil’s most notorious accused 

men will be able to await the slow pro- 
gress of Brazilian justice in the comfort of 
their own homes. Early on June 30th, Ubi- 
ratan Guimaraes, a retired police colonel, 
was sentenced to 632 years in jail for order- 
ing the massacre of 111 prisoners after a jail 
riot in 1992. He was immediately freed 
pending his appeal, which will take atleast 
another year. A few hours earlier, Nicolau 
dos Santos, a retired judge accused of orga- 
nising the embezzlement of almost 200m 
reais ($87m) from the construction of a 
court in Sao Paulo, was transferred from 
police custody to house arrest after an- 
other court had accepted his claim to be 
suffering from “grave depression”. 

Brazil's outdated court procedures and 
its profusion of poorly drafted laws offer 
ample opportunities to those with good 
lawyers to have trials delayed and verdicts 
reconsidered. In contrast, poor defendants 
without their own lawyers can spend ages 
in overcrowded police cells, waiting for 
their first court appearance. Armando 
Tambelli of the Catholic church's prison 
mission in Sao Paulo says some have spent 
two years awaiting trial. 

Those unable to hire their own lawyers 
are supposed to be represented by public 
defenders. But these are so scarce that most 
prisoners see them only when their case 
eventually reaches court. Prisoners await- 
ing trial who are seriously ill can per- 
sonally petition to be released into house 
arrest. But their requestis unlikely to get far 
without a lawyer to pursue it. 

Under Brazil’s “law of heinous crimes”, 
those found guilty of murder are supposed 
to be held in jail pending any appeal. But 
there is an exception for those—like Mr 
Guimaraes—accused of giving the order to 
shoot as opposed to pulling the trigger 
themselves. Even if his appeal fails, Mr 
Guimaraes will enjoy perhaps several 
more years of liberty because of another 
peculiarity of Brazilian law: those receiv- 
ing a sentence of more than 20 years’ jail, 
even if this is upheld on appeal, have an 
automatic right to be tried again. 

This particular trial has already taken 
an outrageously long time. The massacre 
took place in October 1992 when police en- 
tered Carandiru jail in Sao Paulo after a riot 
there. Years passed while the civilian and 
military courts argued over who should 
hear which charges relating to the killings. 
Last year Brazil was condemned by the In- 
ter-American Commission on Human 


Rights for its “failure to investigate, bring to 
trial, and punish seriously and effectively 
those responsible”. 

Reforms of the courts and the penal 
code have been talked about for years. In 
1999, after seven years of redrafting, the 
lower house of Congress began debating a 
bill to speed up court proceedings by, 
among other things, guaranteeing a right 
to a speedy trial and abolishing some 
grounds for appeal. It was passed, but is 
still stuck in the Senate. 

This March, faced with worsening over- 
crowding in cells, leading to riots and 
breakouts, the government sent Congress 
a proposal to reform the penal code. To cut 
the numbers of accused being held for 
long periods awaiting trial, it would set 
time limits on police investigations. And 
trials would be streamlined by reducing 
the number of separate hearings required. 
The aim is to cut the average length of a 
criminal proceeding from eight months to 
three. But the chances of reforming the 
criminal code do not look good: a pro- 
posed reform of the civil-law code has 
been stuck in Congress for 25 years. 

A surfeit of legislation is another main 
impediment to the smooth functioning of 
the justice system. In March, after two 
years’ study, a team of government law- 
yers concluded that Brazil had 27,471 laws. 
Many of these, poorly drafted or contradic- 
tory, are a gift to lawyers wishing to string 
out proceedings or have charges dropped. 
If only a few could be weeded out, justice 
might be better served. m 


Cuba 
None too sweet 


HAVANA 
Poor prospects for the sugar harvest 


UBA was built on sugar, and to a large 

extent it still is. The progress of the 
crop, the state of the fields, the readiness of 
workers and machines, are all minutely 
watched—and, where necessary, sharply 
criticised—by government officials in the 
state-run press. Already, this year’s harvest 
looks as though it will leave a bitter taste. 
The minister for sugar, Ulises Rosales del 
Toro, has admitted that it will be less than 
3.6m tonnes: below the 3.7m tonnes that 
were predicted, and a good 10% less than 
last year. 

Truth to tell, the industry has been in 
decline for some time. Tourism and, much 
more recently, nickel mining have both 
overtaken it as earners of foreign currency. 
But sugar still dominates the Cuban land- 
scape. The rusting hulks of huge refineries 
are scattered through the countryside and, 





Fidel’s example 


at harvest time, thousands of cane-cutters 
toil in the fields under a blazing sun. 

Large-scale sugar production began in 
Cuba at the beginning of the 19th century, 
when hundreds of thousands of slaves 
were brought from Africa to work the plan- 
tations. By the late 1880s, the island was 
the world’s biggest sugar producer. The 
Americans took over much of the sugar in- 
dustry at the beginning of the 2oth cen- 
tury, but left when their plantations were 
expropriated and nationalised after Fidel 
Castro came to power in 1959. 

Sugar continued to be Cuba’s main in- 
dustry. Mr Castro and his partner in revo- 
lution, Ernesto Che Guevara, tried to in- 
spire the workers by picking up machetes 
and chopping cane themselves, sweating 
profusely. The sugar was used in exchange 
for goods from East European countries 
until the collapse of the Soviet block in 
1989. The industry now produces half as 
much as it did in the 1960s. 

The new minister, Mr Rosales, a mili- 
tary man with a reputation for getting the 
job done, was brought in to shake the 
sugar industry back into shape. Much was 
expected of him: unreasonably, since the 
state of the old Soviet machines and the re- 
fineries gets worse every year, and Cuba 
cannot afford to replace them. Of course, 
he has not delivered. “Next year we'll have 
to produce 4m tonnes or more,” he says, 
setting the bar yet higher. 

Only twice in the past 50 years, in 1995 
and 1998, have sugar harvests been below 
3.7m tonnes. The final figure for this year 
was due to be announced some weeks 
ago. Instead, the state-run newspaper, 
Granma, has carried stories of poor 
weather conditions and badly maintained 
machinery, as though to prepare the read- 
ers for the bad news to come. One recent 
headline simply read: “The Combine Har- 
vesters are not Fulfilling their Potential”. 

Add to those reasons—excuses, some 
might say—the poor state of Cuba’s roads, 
the constant shortage of petrol and the lack 
of economic incentives for those working 
in the sugar industry, and a clearer picture 
begins to emerge. Sugar workers are still p» 
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> paid in Cuban pesos, which go nowhere 
and buy little. Many, if they can, prefer to 
earn dollars in the tourist industry. 

Mr Rosales sees some bright signs: less 
waste, cutters working harder. These im- 
provements in work practices should con- 
tinue. He professes to be convinced that 
the harvest will reach 6m tonnes in the 
near future. And although the quantity of 
this year’s harvest is down, Mr Rosales 
says the quality is up, and the sugar is 
fetching higher prices on the world market. 

Most of the big houses in west Havana, 
still grand despite years of tropical humid- 
ity and neglect, were built from the pro- 
ceeds of the great days of Cuba’s sugar in- 
dustry. Although those days have gone, 
tourism and other industries have still not 
completely filled the gap—not least in the 
psychology of Cuba’s rulers. m 


Post-industrial Chile 
Reviving Lota 


LOTA 


Atown discovers life after coal 


P ERCHED on a cliff overlooking the Gulf 
of Arauco, the town of Lota (population 
52,000) was once the thriving heart of 
southern Chile’s state-owned coal-mining 
industry. The mine closed in 1997, de- 
feated by production costs that were seven 
times the coal’s market price. The closure 
stopped that loss, but opened the question 
of whether the government's transforma- 
tion plan for Lota would prove as much of 
a bottomless pit as the mine itself. 

The authorities started by improving 
access to the town. Nowadays, the 40- 
minute drive south from the regional capi- 
tal, Concepcion, is along a modern dual 





carriageway, and modern telecoms ser- 
vices have replaced crank-handle tele- 
phones. Government money has also 
helped to bring out Lota’s picturesque fea- 
tures. Traditional back-to-back miners’ 
houses have been dolled-up with fresh 
paint and individual lavatories, and tour- 
ists can visit both the mine and an old hy- 
droelectric power plant that is said to be 
the oldest in South America. 

In many ways, Lota is lucky. The fight- 
ing spirit of the lotinos—one of the reasons, 
they claim, that General Augusto Pinochet 
did not close the mine during his dictator- 
ship—has helped to ensure aid on a scale 
not often available to other towns in a sim- 
ilar predicament. But Lota’s unemploy- 
ment rate, at almost 20%, is still twice the 
national average. 

Many former miners have a pension, 
but poverty is rife among families that de- 
pended indirectly on the coal industry. Ac- 
cording to Luis Quiñones, the rector of the 
town’s new technical training institute, al- 
most two-thirds of the students come from 
families with an income per person of less 
than $66 a month, putting them below 
Chile’s poverty line. 

The miners resent pity, but feel entitled 
to aid. That is partly old habit. In its hey- 
day, the state mining company, Empresa 
Nacional del Carbon (Enacar), supplied 
not only tied housing, but almost every- 
thing else. “When we wanted a light bulb 
changing, we called the Enacar repair ser- 
vice,” one miner remembers. 

In some ways, the miners are their own 
worst enemy. Accustomed to strong la- 
bour unions, they still see collective action, 
rather than private enterprise, as the 
means to ensure survival. The Communist 
Party is still strong in the town. Nonethe- 
less, some Lota miners have found a new 
life. A few have successfully switched to 
working in a nearby naval shipyard. The 
former Enacar hospital will soon become a 
call centre, answering directory inquiries 
for Chile’s main telephone company; that 
will create 160 jobs. The state bank, Banco 
del Estado, is also building its call centre in 
Lota. 

Call centres, however, mostly employ 
young women. What are the men to do? 
The government plans to award a private 
concession for an industrial port, but there 
is spare capacity at other ports nearby. An 
industrial park got off to a bad start when 
some firms stayed only long enough to col- 
lect the subsidies. 

As a result, government officials recog- 
nise that Lota’s transformation is unlikely 
to help the miners themselves. They have 
set their hopes on the next generation. One 
project that is regarded as an unqualified 
success is the technical training institute, 
run by the University of Concepcion. So 
far, 150 graduates have found jobs— 
though mostly in Concepcion and other 
nearby towns, rather than in Lota itself. m 





A worm turns 


BUENOS AIRES 


Carlos Menem booked by his friend 


Wie Carlos Menem was still 
president of Argentina, Jorge 
Urso, an investigating judge, suppos- 
edly referred to him as “my boss” and 
made regular pilgrimages to the presi- 
dential residence. To Mr Menem’s cha- 
grin, the judge’s attentions have 
recently become far less friendly. 

Last month Mr Urso refused the ex- 
president permission to leave the coun- 
try for his honeymoon, forcing him in- 
stead to spend it under house arrest. 
This week he formally charged him 
with heading a conspiracy to ship arms 
illegally to Croatia and Ecuador be- 
tween 1991 and 1995. The former chief 
of the armed forces, Martin Balza; a for- 
mer foreign minister, Guido Di Tella; 
and another ex-minister, Erman Gon- 
zalez, were charged with helping. 

Although Mr Menem’s reign was 
characterised by colourful corruption 
scandals, the case is the first to result in 
his detention (the first detention of an 
elected Argentine president in any per- 
iod of democracy). It results from the 
new-found energy of Mr Urso, who, for 
years, had been criticised for his leth- 
argy in investigating the case. 

The judge has new incentives to 
demonstrate efficiency. His former po- 
litical patrons, staunch Menem folk, 
have little power now to block investi- 
gations into Mr Urso’s remarkable re- 
cent increase in wealth. He is under 
pressure, too, from his superiors in the 
second federal court, famous for its re- 
sistance to political influences. 

Mr Urso’s new-found gusto also sug- 
gests that the judiciary, packed with Mr 
Menem’s appointees and notoriously 
sympathetic to his promptings, has be- 
gun to discover its independence. All 
bad news for the former president. 
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The Millennium Action Plan 


RETORIA 


RYING to construct a set of goals and 
policies for Africa that both George 
üsh and Robert Mugabe would sign up to 
is nearly impossible. But this week a team 
_ of drafters was closeted in a hotel in South 
_ Africa, attempting to incorporate some 
last-minute comments from African gov- 
_ ernments in order to make the Millennium 
-Action Plan (map) for African recovery ac- 
- ceptable to as many African leaders as pos- 
| sible. But if the plan looks like an African- 
 begging-bowl held out to the rest of the 
world, it will be ignored. 
The plan is the brainchild of Thabo 
_ Mbeki, who wanted a way of bringing to 
-life his vision of an “African renaissance”. 
Working with the presidents of Nigeria 
and Algeria, Olusegun Obasanjo and 
Abdelaziz Bouteflika, South Africa’s presi- 
-dent set up a team to write a plan that 
-would inspire Africa to create a better fu- 
ture for itself—and persuade others to take 
‘jt seriously. The hope is that if African 
Jeaders commit themselves to democracy 
and human rights, to tackle disease and re- 
form.their economies, and generally to get 
their act together, the rest of the world will 
start investing in Africa again. 

The mood of the un millennium sum- 
mit last year suggested that the world 
might be ready to help. Later, Tony Blair let 
-it be known that he wanted some big 
scheme for Africa to feature in his second 
termi as Britain’s prime minister, but that 












































Africa’s plan to save itself 


African leaders are promising reform, and asking the rest of the world to help 


he also wanted the initiative for this 
scheme to come from Africa, and that he 
would then respond. 

This is whatis happening. The MAP, an 
African initiative, is to be presented to 
heads of government at an Organisation 
of African Unity (oau) meeting in Lusaka 
next week. After a bit more fiddling with 
the text, the oau is expected to endorse 
the plan, and individual African rulers will 
sign up to it. Mr Mbeki will then, with the 
help of Mr Blair, present the plan to the G8 
summit in Genoa the following week. 

The plan’s central thesis is that Africa’s 
development depends on its full involve- 
ment in the global economy, and that this 
requires a mixture of reform in Africa and 
assistance from other countries. The most 
important reforms are: 


e establishing peace, and more democratic _ 


government; i 
e respecting human rights; tS] 
e investing in people by giving them better 


health and education; i 


e diversifying economies, and encourag- 
ing trade both within Africa and with the 
outside world; 


ə combating disease and. boosting new 


technologies. 

In return, the plan asks the developed 
world for more debt relief, the removal of 
trade barriers and the ending of its farm 
subsidies. Aid is low on the agenda, being 
mentioned only in the last few pages. 
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Plans and promises of reform in Africa 
have been two a penny in recent years; get- 
ting them implemented is the hard bit. The 
MAP puts its faith in peer pressure, and 
monitoring performance with timetables 
and targets. Not unnaturally, African lead- 
ers want matching commitments from do- 
nors, demanding that help should be 
open, clearly aimed and co-ordinated. 

The plan's hopes and ideas are not new 
but, so far, they have been propounded by 
donor countries. The MAP appears to be 
Africa’s acceptance that the donors were 
roughly right, and that their conditions for 
aid were not so much neo-colonial bully- 
ing as the rules of a globalised economy. 
But not all African leaders will go that far. 
Some Africans—not. Mr Mbeki-strongly 
believe that it is their right to claim aid 
from the developed world in compensa- 
tion for past exploitation. 

The plan’s delicately balanced. struc- 
ture remains shaky. At a meeting in Cairo 
last week, African ministers tried to hook 
several of their own pet ideas on to it. Sen- 
egal’s president, Abdoulaye Wade, has 
drawn up his own plan, which is basically 
a call for more aid, and wants it incorpo- 
rated. The Nigerians have begun to talk 
about debt relief for middle-income coun- 
tries, such.as themselves. But this is some- 


_ thing thatno donor country will look at. 


The drafters in Pretoria, surrounded by 
African ministers and ambassadors, know 
that some leaders, above all Mr Mugabe, 
will still insist on blaming the past or “neo- 


colonialism” for their ills, and will cer- 
“tainly not approve a document that wants 


dictators isolated or property rights re- 
spected. The battle is for the middle 
ground. The difficulty is to find a formula 
that enough Africans can accept but that 
will still convince world leaders that Africa 
isserious about reform. m . 
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Ethnic violence in Nigeria 
Village against 
village 


TUDUN ABADU 
Fighting over the rights of “settlers” 
leaves scores of people dead 


| THE early hours of June 26th, a gang of 
young “warriors” of the Tiv ethnic group 
crept into the village of Tudun Abadu, in 
central Nigeria, armed with ageing guns, 
machetes, spears, and bows and arrows. 
Firing their guns in the air, they broke into 
the house of the local chief, led him out 
into the open and beheaded him. As the 
village awoke in panic, the young killers, 
some of whom were recognised as pupils 
in the nearby school, started hunting 
down other prominent people. In one 
house, five people, including two children, 
were killed; their blood is now splattered 
across the walls. Survivors say that 58 peo- 
ple died in the massacre. Abdullahi 
Adamu, the governor of Nassarawa state, 
confirms 27 deaths. 

This particular cycle of violence started 
with the killing of a local traditional ruler 
on June 12th, Since then, probably more 
than 200 people, most of them Tiv, have 
lost their lives. According to the Nigerian 
Red Cross, 50,000 people have been dis- 
placed from their homes. 

At the root of the fighting in Nassarawa 
is a struggle between those who consider 
themselves indigenous to the area and the 
people they look upon as “settlers”. As a 
local leader in Deddere, the next village to 
Tudun Abadu, puts it: “We are all fed up 
with the Tiv.” When he was growing up, 
no Tiv lived in his village. “Now they say 
they own it,” he complains. 

Some linguists, and Tiv tradition, say 
this ethnic group came originally from the 


The flight of the settlers 
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east African highlands. Others say the Tiv 
come from whatis now Congo. One senior 
Nigerian, who comes from central Nigeria, 
claims the Tiv are refugees from the Zulu 
wars of southern Africa. Whatever their 
origin, they have now lived in Nigeria for 
many generations. Yet, as pressure for land 
grows in this populous country, the ten- 
sions between people of different ethnic 
origin look like intensifying. 

Mr Adamu, in Nassarawa, hopes that 
things will quieten down, but he says peo- 
ple need to be persuaded to stop thinking 
in terms of who is indigenous and whois a 
“settler”. Just as important, those who are 
responsible for the killings that fuel the 
conflict have to be punished. 

Since Nassarawa does not have enough 
police to contain the violence, Mr Adamu 
has held talks with his counterpart in 
neighbouring Benue state, to where most 
of the displaced Tiv have fled, and has set 
up acommission of inquiry. 

Nigeria is plagued with religious as 
well as ethnic conflict. Reports from Bau- 
chi state in the north of country tell of hun- 
dreds killed, and thousands displaced, 
after Christians rebelled against the impo- 
sition of Islamic law in Tafawa-Balewa. But 
this, so far, is unconfirmed. = 
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Sanctions on Iraq 


Smart exit 


CAIRO 
The end of the smart sanctions 


OR once, Saddam Hussein can justly 

declare victory. His mortal foes, Amer- 
ica and Britain, had been plotting to 
tighten the 11-year siege of his regime by 
making United Nations sanctions 
“smarter”. But the threat of a Russian veto 
at the Security Council scuppered months 
of inter-continental haggling. This week, 
the old “dumb” sanctions were extended 
unchanged. The smart ones may now be 
sunk for good. 

Iraq would, of course, prefer to see the 
sanctions lifted altogether. Mr Hussein's 
hapless people remain stuck with the UN’s 
four-year-old _oil-for-food programme 
(which allows Iraq to buy “humanitarian” 
goods with its oil money) as their only 
source of sustenance—plus a good bit ex- 
tra, growing all the time, from govern- 
ment-controlled smuggling. This is not just 
depressing in economic terms, but morale- 
destroying to any Iraqi with dreams for the 
future. Even as his enemies were being 
forced into retreat, Mr Hussein’s victory 
was tarnished by reports of two of his se- 
nior envoys to the UN asking for asylum. 

The turn of events also leaves Iraq with 
an ever heavier debt to Russia (it already 
owes it something like $8 billion, mainly 
for ancient arms deals). Iraq has long been 
wooing the Russians with promises of lu- 
crative contracts and concessions in its oil- 
fields. Now, as voting on smart sanctions 
neared, Iraq’s pledge soared close to $21 
billion-worth of business, or so the Bagh- 
dad rumour-mill suggested. Whether or 
not that is anywhere near the truth, Russia 
will not have sold its veto cheap. 

More happily for Iraq’s rulers, the pro- 
longing of the current system preserves 
the breaches they have systematically 
poked through the sanctions wall. The 
growing gaps sustain a thriving under- 
ground trade which, together with kick- 
backs and surcharges on some legal con- 
tracts, is by now thought to be worth about 
$3 billion a year. This is still far less than the 
$18 billion that Iraq earned last year from 
its legal oil sales. But the underground in- 
come goes straight to the Iraqi regime to 
spend as it will (not necessarily on the 
needs of ordinary Iraqis), unlike the legal 
money that goes into a UN-controlled es- 
crow account and has nearly a third 
lopped off for war-restitution and the UN’s 
not inconsiderable expenses. 

The smuggling income, which smart 
sanctions were designed to cut off, gives 
Mr Hussein plenty of leeway to influence »» 
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Hands up for dumb sanctions 


> people. In particular, three of Iraq’s neigh- 
bours—Turkey, Syria and Jordan—have 
grown dependent on its cheap oil and 
hungry market. Small wonder that all 
three voiced strong doubts over the Ameri- 
can-British plans. Through a recently re- 
opened pipeline, Syria is believed to be im- 
porting up to $1 billion-worth of Iraqi oil a 
year at a huge discount. And in Jordan, a 
country that relies on Iraq for all its energy 
needs and a third of its exports, a recent 
opinion poll found 83% of respondents 
against taking part in smart sanctions. 

Britain and America had hoped to 
counter such hostility by protesting that 
smart sanctions would both relieve the 
suffering of the Iraqi people and encom- 
pass mechanisms to compensate their 
neighbours. A main purpose of the new 
scheme—apart from the wish to plug the 
holes in dumb sanctions—was to shift the 
blame for Iraqi suffering away from the UN 
and to the Iraqi regime itself. In the words 
of Sir Jeremy Greenstock, Britain's envoy 
at the UN, “There will be no reason why 
Iraq cannot import a full range of civilian 
goods, and Iraq will have no pretext to 
blame the uN for the suffering of the Iraqi 
people. The new proposals will nail that 
false charge once and for all.” 

This public-relations exercise col- 
lapsed. Instead, a long argument de- 
veloped on which civilian or dual-use 
goods would be subject to review by a UN 
monitoring committee. The bickering over 
details became so prolonged and intense 
that the principle of the new sanctions, 
once apparently accepted by all the veto- 
wielding members of the Security Coun- 
cil, was again questioned by Russia. 

At an open council debate on the issue, 
Britain and America appeared isolated. 
Even France, which, after a falling-out of 
sorts with Iraq, has been backing smart 
sanctions, wondered how Britain could 
want to keep a ban on foreign investment 
while also claiming it wanted oil-for-food 
to turn into oil-for-development. The con- 
voluted wording of the new proposal was 
seen to be veiling stringent and intrusive 
controls on trade and finance, keeping Iraq 
a soup kitchen, albeit a more efficient one. 


Delegates from neutral countries, such as 
India and Malaysia, bluntly called for 
sanctions to be lifted rather than rejigged. 

This was also the gist of a short counter- 
resolution tabled by Russia which re- 
turned to the first principles of the 1991 UN 
ceasefire resolution by saying that civilian 
sanctions should be dropped once the UN 
arms inspectors had reported that “a rein- 
forced system of ongoing monitoring and 
verification in Iraq is fully deployed”. But 
that hope remains remote so long as Iraq 
refuses all weapons inspections. 

Russia was no doubt acting largely out 
of self-interest. Even so, its determination 
not only to stop smart sanctions, but to 
steal the terms of debate, captured the gen- 
eral mood. Most of the world, by now, is 
more weary of the siege of Iraq than wary 
of what they assume, rightly or wrongly, 
to be a much diminished enemy. m 


Israel and the Palestinians 


No quiet, no peace 


JERUSALEM 


The ceasefire that isn’t 


OLIN POWELL’S success in holding Is- 

rael and the Palestinians to a ceasefire 
lasted about as long as the secretary of 
state’s return flight to Washington on June 
30th. The two sides had apparently agreed 
to seven days of “quiet” to precede the 
cooling-off period prescribed in the cease- 
fire brokered by George Tenet, the CIA 
chief. During the cooling-off, Israel would 
ease its military siege of the occupied terri- 
tories and the Palestinian Authority would 
resume security co-operation. But first 
there have to be those seven days. 

The Palestinians thought that they had 
secured a commitment from Mr Powell 
that the seven days would start from the 
moment he left town. They were swiftly 
disabused. The Israeli government, said 
Mr Powell, would “make a judgment as to 
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whether or notit is quiet and by what defi- 
nition.” And Ariel Sharon is in no hurry to 
make this judgment. By quiet, he means 
“complete, utter quiet, with nota shot fired 
or a stone thrown.” 

Israel's prime minister also means that 
the quiet should be on the Palestinian side, 
only. Israel itself has been quite active. On 
July 1st the Israeli army shot dead two 
members of the Islamic Hamas move- 
ment in what Israel said was a gun-battle, 
and the Palestinians said was an ambush. 
In a rocket attack from helicopter gunships, 
the Israelis then killed three men from Is- 
lamic Jihad near the West Bank town of Je- 
nin. All five were planning bomb blasts in 
Israel, said the army. 

The Palestinian response was predict- 
able. On July 2nd, for the first time in a 
month, car-bombs rocked a town inside Is- 
rael. And so it went on. An Israeli was shot 
dead in an Israeli market town that strad- 
dles the border with the West Bank, a set- 
tler was found dead in a stream near He- 
bron anda third Israeli was killed near the 
border. The Israeli army killed a Palestin- 
ian, allegedly for planting explosives on a 
settler road near Nablus (it turned out he 
was a taxi driver planting the groceries of 
one of his passengers). And, after the kill- 
ing of the Hebron settler, soldiers blasted 
the cave dwellings and water wells of Bed- 
ouins who live in the Hebron Hills. Accord- 
ing to a human-rights organisation, 500 
people were left homeless as a result. 

Yasser Arafat railed against these ac- 
tions as “flagrant violations” of Mr Tenet’s 
ceasefire. But Mr Sharon has made it clear 
that the ceasefire will not begin until his 
definition of “quiet” has been observed, 
and the cabinet agreed on July 4th that Is- 
rael’s policy of political assassination will 
not only continue but be broadened. 

Mr Arafat still looks to western inter- 
vention; but his people are turning else- 
where. On July 2nd the National and Is- 
lamic Forces—a body that includes not 
only Hamas and Islamic Jihad but also Mr 
Arafat's Fatah—accused Mr Powell of 
showing “complete bias” to Israel over the 
ceasefire. It urged the “Arab and Islamic 
world” to prove that such partisanship 
will not serve American interests in the re- 
gion. “We need to send the intifada across 
our immediate borders,” said Hani al-Has- 
san, a veteran Fatah leader in Gaza. W 
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Belgium 


A worrying European paradox 


BRUSSELS 


Under Guy Verhofstadt (above), Belgium took over the presidency of the EU this 
week. Are its own politics a splendid example to the EU—or an awful warning? 


E CAN sometimes seem as if the politics 
of Belgium have been organised as an 
ironic commentary on the affairs of the 
European Union. The EU is committed to 
the idea of an “ever-closer union” among 
the peoples of Europe; indeed its anthem, 
borrowed from Beethoven and Schiller, 
proclaims that all men will be brothers. Yet 
it has its headquarters in a country whose 
two main communities, the Dutch-speak- 
ing Flemings and the French-speaking 
Walloons, are growing, not at all frater- 
nally, ever farther apart. 

The two themes—European unity and 
Belgian disunity—have been closely re- 
lated over the past six months as the Bel- 
gian government, led by Guy Verhofstadt, 
a Flemish liberal, struggled to secure cross- 
community acceptance of the latest re- 
organisation of the Belgian state. He made 
little secret of the fact that he was desper- 
ate to secure agreement before Belgium 
took over the Eu’s agenda-setting presi- 
dency in July. His country could not con- 
centrate on his task of furthering Europe's 
ever-closer union, he implied, unless it 
had sealed the latest chapter in the slow di- 
vorce between its two linguistic communi- 
ties. In the early hours of June 29th, Mr Ver- 
hofstadt at last got his deal, leaving him 


free to turn his attention to “Europe” and 
the start of the Belgian presidency. But 
what about Belgium? 

Like several other reorganisations be- 
fore it, the new Lambermont accord— 
named after the prime minister's resi- 
dence~gives a bit more autonomy to Bel- 
gium’s regions, a major demand of the 
Flemings, while placating the Walloons 
with extra funds from the centre for the 
French-language education system. 

Nowadays almost everything that can 
be devolved to the regions has been. There 
is no longer a Belgian tourist office—just 
one each for Flanders, Wallonia and Brus- 
sels. By the end of the year there will no 
longer be a federal agriculture ministry ei- 
ther. Little more than social security and 
most tax issues still tie the Flemish and 
Walloon regions together. Few doubt that 
if and when there is another round of con- 
stitutional haggling, the Flemings will de- 
mand yet more fiscal autonomy for them- 
selves and fewer subsidies for Wallonia. 

Economic disparities between the two 
regions account for much of the bad feel- 
ing. Flanders is booming, while Wallonia 
is stagnant. Unemployment is low in 
Flemish towns like Antwerp and Ghent, 
but in Walloon towns like Charleroi and 
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Mons, both still reeling from the slow col- 
lapse of mining and steel, about a third of 
the workforce is jobless. The political cul- 
ture of Flanders is pro-business and centre- 
right, while in Wallonia the trade unions 
and socialists are strong, and entrepre- 
neurs much thinner on the ground. One 
Flemish commentator likens Belgium to “a 
union between Bavaria and Sicily”. The 
knowledge that Flemish taxes are support- 
ing the unemployed of Wallonia is a recipe 
for resentment. 


History speaks 

But there is far more than economics be- 
hind the Flemish-Walloon row. The Flem- 
ings’ antipathy to their French-speaking 
compatriots is fed by the fact that for most 
of Belgium's history the boot was on the 
other foot. Though Belgium was founded 
in 1830, it was not until 1889 that the first 
speech in Dutch was made in the national 
parliament. In the first world war, the story 
goes that Flemish infantrymen died be- 
cause they could not understand orders 
from their French-speaking officers, The 
first Dutch-language university got going 
only in the 1930s, and the student revolt of 
1968 in Belgium took the form of rebelling 
against the use of French as a language of 
instruction at the leading university, Leu- 
ven—widely known as Louvain. 

To the outsider it would seem as if the 
whip-hand is now definitely with the 
Flemings. The Belgian population is split 
roughly 60:40 in favour of Dutch-speakers. 
No Walloon has been prime minister since 
the 1970s. Yet, though the Flemings are 
richer and more numerous, history means 
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> embattled underdog. As Derk Jan Eppink, a 
Dutch journalist who writes on Belgian 
politics, remarks: “In Belgium the majority 
has a minority mentality—and the minor- 
ity thinks like a majority.” 

To this day language continues to em- 
bitter relations between the two groups. 
The French-speakers complain about the 
growing number of Flemish communities 
that refuse to do official business in any 
language other than Dutch. Their mili- 
tancy can be extraordinarily petty. In one 
Flemish district, a school bus from a local 
French school has been refused permis- 
sion to stop, because it has French writing 
on the side. But Flemings claim that they 
have been driven to this sort of rigour by 
the blithe Walloon assumption that Flem- 
ings will always be able to speak French. 
Indeed, they saw it as quite a break- 
through when Didier Reynders, the coun- 
try’s finance minister, said that he was go- 
ing to take lessons to improve his Dutch. 


The Blokhead factor 

Perhaps it is the Flemings’ minority men- 
tality that accounts for one of the oddest 
and most disquieting features of Belgian 
politics: the strength of the far right in 
prosperous Flanders. The Vlaams Blok, a 
militant Flemish party that campaigns 
against immigration and for the break-up 
of the Belgian state, has been gaining 
ground steadily for a decade. Despite—or 
perhaps because of-—its ostracism by all 
the mainstream Belgian parties, its share 
of the vote continues to go up relentlessly. 
In Flanders as a whole, opinion polls put 
the Blok above 15%, and in Antwerp, the 
country’s second city, at the most recent 
local elections it won one-third. 

Many Walloons have a ready explana- 
tion for the rise of a party regularly de- 
scribed as “fascist” in the French-language 
press. Flemish nationalism, they argue, is 
an intrinsically nasty right-wing ideology 
that embraced Hitler's Nazis enthusiasti- 
cally; the Vlaams Blok is just its most ex- 
treme expression. This argument was 
boosted recently when Johan Sauwens, a 
member of the more moderate Flemish- 
nationalist Volksunie party, had to resign 
from the Flanders government after it was 


discovered that he had attended a reunion 
organised by Belgian ss veterans, replete 
with uniforms and songs. 

The Blok’s roots do indeed lie in the re- 
sentments of families of former Nazi 
collaborators who faced penalties and dis- 
crimination long after the war of 1939-45. 
But by dismissing the Blok as little more 
than a bunch of Nazis the Belgian political 
establishment has talked itself into a cor- 
ner. Co-operation with such a force is in- 
conceivable. But ostracism means that 
building governing coalitions is becoming 
ever harder, while confirming the Blok in 
its ways, and in its criticism of the political 
establishment as a cosy, self-serving and 
corrupt monopoly. 

And that strikes a chord among many 
non-Blok Belgians. For Belgium has a habit 
of throwing up scandals that foster dark 
conspiracy theories abouta self-protecting 
establishment. Witness the paedophile 
ring run by Marc Dutroux, which the po- 
lice were astonishingly slow to detect, or 
the still unsolved murder of André Cools, a 
prominent French-speaking socialist, and 
other unsolved acts of violence. 


Why a velvet divorce wouldn’t work 
The Eu’s Eurobarometer poll suggests that 
Belgians have less national pride than any 
other Ev citizens except Germans. Many 
Flemings, citing Czechoslovakia as a civi- 
lised example, say that Belgium is bound 
eventually to break up. Asked what holds 
it together, Belgians often cite the royal 
family, the occasional sporting success, 
and Brussels. Yet the geographical situa- 
tion of the capital city, 80% of whose peo- 
ple speak French, though it lies well inside 
Flanders, would make a Belgian version of 
the “velvet divorce” between Czechs and 
Slovaks all but impossible. 

So the Belgians will probably stumble 
along together. Their eternal quest for de- 
volution seems to mean that ever more 
layers of government have to be added. 
For a country of only 10m people, Belgium 
already has a startling number of parlia- 
ments: one for the country as a whole, one 
for Brussels, one for Wallonia, one for Flan- 
ders, one for the tiny German-speaking 
community, and one for French-speakers 
(wherever they may be). Brussels even has 
a farm minister, though it has only one 
identifiable farm. 

With the Lambermont accord in his 
pocket, Mr Verhofstadt must now turn 
from the future of Belgium to the future of 
Europe. Under the Belgian presidency, the 
EU is embarking on a constitutional debate 
that is supposed to culminate in a clear and 
durable division of responsibility be- 
tween the £u and the countries that make 
it up. Yet Belgium's own experience sug- 
gests that carving outa political settlement 
among mutually suspicious language- 
groups and cultures may be a process that 
never ends. m 
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The perils of 
devolution 


AJACCIO 
More autonomy risks more danger too 


HAT price a second home in Corsica, 
France’s justly-termed “Island of 
Beauty”? Not much if it falls foul of the is- 
land’s aesthetically sensitive separatists. 
On June 7th the Corsican National Libera- 
tion Front (FLNC), the biggest of several 
feuding independence movements, an- 
nounced a “building ban” on sites of out- 
standing natural beauty: two weeks later, 
the villa of a retired Parisian financier near 
Bonifacio, on the island's southern tip, 
was carefully blown to smithereens by 
three hooded FLNC gunmen. And the is- 
land expects more bombs, despite the 
truce declared by its armed groups in De- 
cember 1999, when the central govern- 
ment headed by Lionel Jospin began talks 
to resolve Corsica’s future once and for all. 
Ironically, the reason will be Mr Jos- 
pin’s willingness to give Corsicans some 
of the powers that the separatists have 
long demanded. The Jospin plan, due to be 
voted into law by the end of the year, will 
ensure that all schools offer classes in the 
Corsican language (a mere oral dialect of 
Italian, sniff some French-language pur- 
ists); that Corsica continues to get favour- 
able tax treatment; and that, assuming an 
appropriate revision of the French con- 
stitution, the island's politicians will from 
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More buildings will follow 
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> made in Paris. The plan will also cede to 
Corsica’s own politicians the right to ap- 
prove new building along its largely un- 
spoilt coast. They may have a bigger stake 
in seeing it remain unspoilt than officials 
in faraway Paris. Alternatively, they may 
be even more susceptible to greed, clan 
loyalties or the threats of organised crime, 
when there is money to be made by pour- 
ing concrete over the coastline. 

Referring to the hideously over-built 
Côte d'Azur, José Rossi, president of the 
Corsican parliament in Ajaccio (and also a 
member of the national parliament in 
Paris), chuckles: “As bandits, we're mere 
artisans; on the Côte d'Azur, they're indus- 
trialists.” Other politicians are similarly re- 
laxed. Paul Giacobbi, president of the 
council in the north of the island, argues 
that Corsica’s coastline is almost 1.000km 
(625 miles) long, roughly the same as the 
French coastline from Spain to Italy—but 
Corsica has only 260,000 residents, a fifth 
of the number who crowd in and around 
Marseilles. Add to that a history of con- 
servation going back to the 1970s, plus 
those bits of land too difficult to develop, 
and perhaps some 70% of the coast is al- 
ready sheltered from the concrete flood. 

Or perhaps not. A report to the govern- 
ment last year noted “the phenomenon of 
illegal building is marked simultaneously 
by its prevalence, its diversity and its dyna- 
mism.” Jean-Guy Talamoni, leader of the 
separatist block in the Corsican parlia- 
ment, promises to be “vigilant”. But such a 
promise may be more easily given than 


kept. One fact of Corsica’s economic life is 
that it will break its reliance on subsidies 
from the mainland—more per person than 
any other region of France—only if it in- 
creases either the number of its tourists 
(2.1m a year) or the money it earns from 
them. Meanwhile, another fact of Cor- 
sica’s political life is that separatist vio- 
lence sometimes has more to do with 
gangsterism than with green idealism. 

Certainly, the rate of violence has gone 
down since Mr Jospin began the peace 
talks. Jean-Pierre Lacroix, the island’s pre- 
fect, the quasi-colonial representative of 
the state, notes that in 1999 there were 210 
explosions, of which 80 were “clearly po- 
litical”. Last year the figures fell to 110 and 
24, the lowest for 25 years. And this year 
the rate is decreasing still further. 

But the sceptics answer that Corsica's 
problems of corruption, crime and vio- 
lence are endemic and permanent. Of Mr 
Lacroix’s two predecessors, one was assas- 
sinated (his killer is still at large, thanks to 
the island's code of silence) and the other 
was disgraced for ordering an act of arson 
against an illegally-built beach restaurant. 
Perhaps MrJospin’s interior minister, Jean- 
Pierre Chevènement, before resigning last 
year in protest at the very concept of devo- 
lution, had a point when he asked: “Do we 
want to see created in the Mediterranean 
an island ruled by an underworld that 
spends three-quarters of its energy settling 
accounts and internal battles?” Mainland- 
ers with an eye on a second home may 
wantto rent rather than buy. @ 





The politics of Berlin 


Ex-reds head for the bed 


BERLIN 


They used to run East Germany. Soon they may be helping to run Berlin 


ITTLE more than a decade after the fall 

of the Berlin Wall, the Party of Demo- 
cratic Socialism (pps), successor to the So- 
cialist Unity Party that ruled East Germany 
in Soviet days, could soon be elected to 
help run the city, now that the ruling co- 
alition of Christian and Social Democrats 
has collapsed. The prospect, unsurpris- 
ingly, is raising passions. 

Helmut Kohl, the Christian Democrats’ 
long-serving but now former chancellor, 
has promised to intervene “massively” to 
ensure that the election, expected in the 
autumn, will not produce such an “appall- 
ing scandal”. Mr Kohl is under a cloud 
these days, but he is still revered by many 
as the father of German unification. How 
much he can help the Christian Democrats 
is not clear, though. Opening their cam- 
paign this week, Angela Merkel, the 


party's chairman, Edmund Stoiber, boss of 
its Bavarian sister party, and other bigwigs 
were greeted by angry easterners with a 
hail of eggs, beer cans and other missiles. 

For most of the 11 years since unifica- 
tion, the Democratic Socialists have been 
treated as pariahs by all Germany's main 
political parties, though they have at- 
tracted 20-25% of the vote in the country’s 
five ex-communist eastern states, and as 
much as 40% in the eastern part of Berlin. 
But the past few months have brought 
signs of a rapprochement between the So- 
cial Democrats and their erstwhile bitter 
foes. Now there is talk of a possible “red- 
red-green” coalition should the Social 
Democrats and Greens not win enough 
seats to rule, together, on their own—as 
opinion polls suggest they may not. 

The Democratic Socialists’ campaign is 





Who'd be afraid of Gysi? 


led by their founder, Gregor Gysi. A pun- 
chy, witty and soothingly moderate- 
sounding former member of the Socialist 
Unity Party, he has an appeal well beyond 
his party's normal supporters. Indeed, 
some polls say he would be Berliners’ pre- 
ferred choice as mayor, though there is lit- 
tle chance of that. With about 20%, the pps 
trails some ten points behind the Social 
Democrats in the city. 

Outwardly at least, the Democratic So- 
cialists are very different from their totali- 
tarian forebears. Their ideas on the econ- 
omy, foreign policy and defence are still 
fairly dotty. But they have rejected, albeit 
only as recently as 1998, the “dictatorship 
of the proletariat”, and now formally em- 
brace political pluralism and the principle 
of a mixed economy. Two of their leaders, 
though not the party as such, recently even 
apologised for the forced fusion of East 
Germany’s Social Democrats with the 
German Communist Party in 1946. And 
now the pps is preparing to express its for- 
mal “regret”, though it will not “apolo- 
gise”, for the erection of the wall in 1961. 

Pollsters say that six Germans in ten— 
and this includes over half of those in the 
western states—feel the time has come for 
the PDs to be treated as a normal party. 
Half would accept its inclusion in a centre- 
left local coalition in Berlin. But Germany's 
Office for the Protection of the Constitu- 
tion remains worried. According to its lat- 
est report, extreme Marxist groups have in- 
filtrated all the main organs of the party, 
which also has close links with other far- 
left extremist groups, many of them fond 
of violence. “All in all,” the report con- 
cludes, the Democratic Socialists’ “rela- 
tions with the free, democratic order of the 
constitution remain ambivalent.” m 
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Reforming Russia 


Theory and practice 


MOSCOW 


Russia’s governmentis proud of its new plans. Will they work? 


ESTERN governments can usually 

manage two big reforms in a year, 
reckons Russia’s prime minister, Mikhail 
Kasyanov. Yet his government, he notes 
proudly, is pushing through no fewer than 
eight. They include another tax reform, a 
land code (just through its first reading), a 
money-laundering bill (passed on second 
reading), a new pension scheme, changes 
to the judicial system and a slew of dereg- 
ulatory measures aimed at lightening the 
crippling burden that corrupt bureaucrats 
impose on Russia’s businesses. 

Mr Kasyanov is bullish. For a start, he is 
now the second-longest-serving prime 
minister since communism collapsed a de- 
cade ago. His 14-month stint has con- 
founded constant rumours and predic- 
tions that he, like five of his predecessors, 
would be sacrificed to Kremlin whims. 
And unlike his predecessors he has a fairly 
sensible parliament that looks seriously at 
his draft laws and then passes them. Previ- 
ous legislatures were much more trouble. 

In the first months of this year, though, 
the government seemed to be running out 
of steam. The only reform that had clearly 
worked was one that brought in lower and 
simpler taxes—including a 13% flat rate of 
personal income tax. Thanks partly to that 
and partly to the oil boom, tax revenues 
are up by around a fifth in real terms. But 





Putin speaks, Kasyanov listens 


trickier reforms on land, deregulation and 
the few restraints on Russia’s woefully un- 
accountable prosecutors all fell foul of en- 
trenched interests. Changes to the customs 
system created huge queues, but failed to 
help companies engaged in foreign trade. 

Now, at least on the surface, things are 
looking better. Laws are whizzing through 
parliament before it starts its summer holi- 
days on July 12th. A new code to set up a 
proper market in urban land, raising the 
possibility that even agricultural land may 
be bought and sold in future, enraged the 
normally dozy Communist opposition— 
but the code was enacted anyway. 

Mr Kasyanov says that his reforms have 
reached a “second stage”, with amend- 
ments to the central-bank law in the offing 
to ensure greater accountability. That is 
good news, for the central bank has hith- 
erto impeded serious attempts to clean up 
Russia’s swampy banking industry, turn- 
ing a blind eye to speculation in precious 
metals and to a peculiar network of Rus- 
sian banks abroad. 


Needed: a culture change 

Yet, though the government may win its 
tussle with the central bank, it will be 
much harder to make broader changes 
work. How to turn paper into good prac- 
tice has stumped Mr Kasyanov’s predeces- 
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sors for centuries. Much of life in Russia is 
governed by a web of informal relation- 
ships, many of them involving corruption 
or backscratching. Living by the book usu- 
ally costs more in time and money than 
does taking short cuts. For all its ineffi- 
ciency and unfairness, most Russians in 
business prefer the system they know. 

Changing that would mean a huge cul- 
tural shift. Better laws are just one neces- 
sity. Another is a better civil service. Even 
the bits of government keenest on reform 
still work poorly, shuffling huge piles of 
paper from ministry to ministry. Getting 
your bit of paper to the top of a pile for 
signing still needs a lot of clout or cash. 

Russia’s recent row with the World 
Trade Organisation, which sets rules for in- 
ternational business in the rich world, 
highlights the problem. The Russians have 
become increasingly huffy about the 
WTO's attempts to make their laws and 
procedures fit international norms. This 
week talks about membership for Russia 
fizzled out, with the Russians complaining 
that the wro had been nitpicking. 

Mr Kasyanov says that the government 
is “working more effectively all the time”, 
and has already started cutting the num- 
ber of bureaucrats and requiring better 
qualifications. So far, it does not show. The 
prime minister also plans to switch all in- 
ternal communications from paper to e- 
mail next year. And he wants to bring in a 
law so that bureaucrats and state agencies 
can be sued for showing favouritism or for 
incompetence. There has been talk of a 
freedom-of-information act. 

First steps towards reforming the courts 
should make them more efficient, al- 
though not necessarily fairer. The idea of 
freedom of information, however, draws a 
blank prime-ministerial stare. An aide 
quickly scribbles a note about ministry 
websites. There you are, says Mr Kasyanov 
breezily, expressing his government's ar- 
dent desire to work closely with the media: 
the “openness problem” is all but solved. 


The carping Kremlin 

That rings hollow. Though economic re- 
forms are going ahead, things look much 
bleaker on the political front, especially in 
the media. The authorities are squeezing 
two of Russia’s doughtiest independent 
outlets that still carry weight, Tv6 and the 
Echo of Moscow radio station. Muzzling 
the press may remove one source of worry 
for Mr Kasyanov, a quick-witted former 
debt negotiator whom high office has 
turned from bruiser to smoothie. But his 
biggest problem will not go away: the 
Kremlin, which happily spreads rumours 
of the government's supposed incompe- 
tence and impending dismissal. Though 
Mr Kasyanov’s team administers Russia, 
real power lies with President Vladimir Pu- 
tin and his chums. Praise goes one way, 
blame the other. m 
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Yugoslavia’s divisions 


Who’s in charge? 


BELGRADE 
The Milosevic effect continues to 
trouble Serbia and Montenegro 


Fo a dozen years the figure of Slobodan 
Milosevic towered over the Balkans, 
leading it into war, destruction and pov- 
erty. Then, when he fell last October, opti- 
mists hoped that a sunnier era would be- 
gin. Alas, in the words of one of Serbia’s 
deputy prime ministers, Mr Milosevic 
may have “died politically, but he...conti- 
nued to suck our blood like a vampire”. 
Can his fangs still threaten the Balkans 
now that he is locked up in The Hague, fac- 
ing trial before a UN tribunal? 

With Mr Milosevic out of power but 
still in Serbia, the new federal government 
had been struggling. Goran Svilanovic, for- 
eign minister of Yugoslavia (which com- 
prises both Serbia and tiny, disaffected 
Montenegro), laments that the govern- 
ment has been unable to tackle reform be- 
cause it has been “overwhelmed” by unex- 
pected problems. Not least was western 
governments’ insistence that it must hand 
over Mr Milosevic to UN justice before 
they would distribute significant quanti- 
ties of cash to rebuild the NATO-battered 
country. Yet most Serbs wanted the former 
president tried at home. 

In the past few weeks the ground in Ser- 
bia has shifted—sometimes literally. Mass 
graves of Kosovo Albanians killed there in 
1999, including many women, children 
and old people, have been dug up. The 
corpses had been transported hundreds of 
miles into Serbia proper by Mr Milosevic’s 
security forces, to hide the evidence of 
their crimes. The disgust felt by ordinary 
Serbs at these revelations paved the way 
for their former leader's extradition. 

It was Zoran Djindjic, Serbia’s prime 
minister, who on June 28th decided to act. 
Pro-Milosevic Montenegrins in the Yugo- 
slav parliament had blocked the passage 
of alaw that would have enforced co-oper- 
ation with the UN’s tribunal. Then the Su- 
preme Court suspended implementation 
of a decree to the same effect. Mr Djindjic 
ordered that Mr Milosevic should be flown 
to The Hague anyway, arguing that a Mil- 
osevic-era provision in Serbia’s constitu- 
tion gave Serbia primacy over Yugoslavia 
if the Serbian authorities judged that fed- 
eral institutions were not working. 

The order came just a day before a do- 
nors’ conference in Brussels. The closed 
chequebooks were duly opened, to the 
tune of $1.28 billion in promised aid and 
grants. Many Serbs also noted thatit was St 
Vitus’s day, the biggest date in their calen- 
dar. On this day, the Turks slaughtered the 
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Serbs at the still remembered battle of Ko- 
sovo in 1389; the assassination of Arch- 
duke Franz Ferdinand in Sarajevo sparked 
the first world war in 1914; Stalin expelled 
Yugoslavia from the communist block in 
1948; and in 1989 Mr Milosevic first served 
warning, at a giant Serb rally in Kosovo, 
that the old Yugoslavia’s squabbles might 
turn violent. 

Mr Milosevic’s extradition has pro- 
voked yet another crisis in Yugoslavia, 
whose government collapsed as Montene- 
grin ministers favourable to him, including 
the prime minister, walked out. Yugo- 
slavia’s popular president, Vojislav Kos- 
tunica, was humiliated, claiming he had 
heard of the extradition only from a news 
broadcast. Mr Kostunica’s rivals in the 
Djindjic camp cast doubt on that, saying 
he had washed his hands of Mr Milosevic, 
but wanted to keep Serb nationalists sweet 
while gaining credit for the money 
pledged to Yugoslavia in Brussels. 


Serbia rules 

The extradition proves two things. First, 
real power in Belgrade, the capital both of 
Serbia and of the Yugoslav federation, lies 
with the Serbian rather than the federal 
authorities. Second, the federation must 
be either refashioned completely or dis- 
solved. The irony is that the Montenegrin 
party whose ministers walked out of the 
federal government, thus causing it to col- 
lapse, wants Yugoslavia to survive. Since 
their departure the party has issued 
contradictory messages, calling for a new 
Yugoslav election while suggesting that it 
might rejoin the federal government or 
support a minority one. 

Montenegro itself is deeply divided 
over whether it should become indepen- 
dent. Ten weeks after a general election 
won narrowly by supporters of indepen- 
dence, the republic has just got a new gov- 
ernment, which aims to hold a referen- 
dum on independence by next January. 
But Montenegro’s president, Milo Djuka- 
novic, has recently implied that he might 
be more flexible on the issue than he was. 
He gets on well with Mr Djindjic, who says 
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Djindjic pulls the strings 


he is willing to talk about a new Yugoslav 
federation in which Serbia and Montene- 
gro are both independentin all but name. 

Dynamic Mr Djindjic is plainly gaining 
strength, yet he lacks Mr Kostunica’s popu- 
larity. He will feel that lack when he has to 
handle other troubles already looming. 
What, for instance, will he do about Ser- 
bia’s president, Milan Milutinovic, who is 
also wanted by the UN? None of Serbia's 
leaders wants to extradite him now, since 
that would provoke a bitter battle for his 
post. It could again become the most pow- 
erful one in the country, as it was when Mr 
Milosevic held it before taking the federal 
presidency. The rivals would probably in- 
clude Mr Djindjic and Mr Kostunica, in a 
battle that neither man yet wants. 

Whoever is in charge, the mood in Ser- 
bia could turn nasty again—and more na- 
tionalistic—unless people start feeling bet- 
ter off. That sort of change would not help 
solve such problems as Serbia’s future rela- 
tionship with Kosovo, now run by the uN; 
Kosovo's ethnic-Albanian majority would 
probably return to war rather than see any 
link with Belgrade. 

Instability in one bit of the Balkans can 
too easily lead to instability in another. If 
Kosovo turns messier again, so will Mace- 
donia, once a part of Yugoslavia. Envoys 
from the European Union and the United 
States arrived there last week hoping to 
arm-twist Macedonia’s large ethnic-Alba- 
nian minority and its Slav majority to- 
wards a peace deal, to be overseen by 
NATO. This week they pushed the politi- 
cians into a first step that way, and the 
guerrillas into accepting a mutual cease- 
fire. But will more follow? This conflict 
cannot be blamed directly on Mr Milos- 
evic, but it is part of his legacy. He may be 
politically dead, but his ghost will con- 
tinue to haunt the Balkans for years. m 
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_ The EU's trade commissioner with a finger on a nuclear button 








HIS week’s refusal by the European Union to countenance 
the merger of two giant American companies, Honeywell 
and General Electric, has already caused outrage in the United 
States (see page 60). But even before this new source of friction 
‘came between the world’s two biggest trading blocks, a “nuclear 
device” was ticking below them, and Pascal Lamy, the Eu's trade 
commissioner, has had his finger on the button. Lest this sound 
atouch melodramatic, be it said that the image is not Charle- 
-< magne’s. It was Robert Zoellick, Mr Lamy’s American opposite 
number and friend, who used it when discussing the possibility 
that the zu might impose billions of dollars of trade sanctions in 
its challenge to the United States’ “foreign sales corporation” tax 
code, which it sees as a subsidy to American exporters. 

Last month the eu won an interim ruling against the code at 
the World Trade Organisation. But getting it dismantled may 
prove tricky. Neither the Bush administration nor Congress is 
famed for tolerance of multilateral constraints on American free- 
dom of action; the £v’s decision to block the General Electric- 
© Honeywell merger will hardly encourage them to comply with 
the wro ruling. So the time may come when the Eu could, in 
theory, slap up to $4 billion of sanctions on American exports. 
Since the case is still before the wro, Mr Lamy will not discuss 
“how itchy his finger may be. And, of course, the commission 
‘could not launch a war of mutually assured destruction—for 
“such it would be—on its own: it would have to get Europe’s po- 
litical leaders behind it. But Mr Lamy’s views will count. 

The fact that he is a French Socialist will not reassure those in 
Washington who think the xu is spoiling for a fight. But Mr 
Lamy is no stereotypical American-bashing Frenchman. Keenly 
aware of American politics, he talks knowledgeably of the need 
to woo Congress and calls up a website to illustrate the exact 
progress of the confirmation hearings for George Bush’s new ap- 
pointees. In both work and leisure habits, he inclines more to 
American-style workaholism than to the 35-hour week that is 
now the law in his own country: the long hours he puts in are 
notorious, and his idea of relaxation is to run the New York mar- 
athon. Oh, and he speaks impeccable English. 

Mr Lamy himself pointedly refrains from resorting to Amer- 
ica-bashing. “I know the easiest way to get a cheer in Brussels is 
to stand up in the European Parliament and denounce America,” 





























he says, “but that’s why you need telephone diplomacy, not 
megaphone diplomacy.” He is proud that he and Mr Zoellick re- 
cently settled the long-running dispute over bananas. And, like 
the Americans, he sounds both keen and optimistic over the big- 
gest trade question, whether this year will see the launch of a 
new round of world trade talks. But on one of the thorniest is- 
sues, agriculture, he is all European. Jacques Delors, the French 
former head of the European Commission, once remarked dur- 
ing a previous trade round that he would not sacrifice the French 
countryside on the altar of free trade. Mr Lamy, who was Mr De- 
lors’s chief of staff, stands firmly in this tradition. 

Agriculture, he insists, cannot be seen as just another econ- 
omic sector; it has a wider social significance. If European food 
prices were allowed to fall to world levels, he reckons that the 
EU would lose 5m of its 7m farmers. Alarmingly~given Japan’s 
notorious protectionism—he sees strong affinities between Euro- 
pean and Japanese attitudes to farming. Both cultures are con- 
cerned with food security, he says; both abhor a wilderness and 
believe that land is there to be cultivated. Of course, he agrees, 
agriculture will figure large in a new trade round. But, given his 
views, it is hard to foresee much progress on it. 


Doing the splits 

Mr Lamy’s approach will disappoint free-traders. But it may still 
go too far for many in his natural political tribe, the French left. 
One of the loudest voices of the anti-globalisation movement is 
José Bové, a French farmer. Asked if he sympathises with Mr 
Bové, Mr Lamy~after a long pause—gives an anodyne reply: Mr 
Bové raises good questions but has the wrong answers. 

The same desire simultaneously to keep faith with his politi- 
cal base and yet adapt to current realities colours Mr Lamy’s ap- 
proach to the subject that is his real passion, the future of the EU 
itself. As Mr Delors’s former right-hand man, he is in an ambigu- 
ous and sensitive position. Many commission staff still hark 
back to the glory days of Mr Delors, when the commission 
drove forward European integration. Some French civil servants 
and politicians also deplore the way in which an “Anglo-Saxon” 
emphasis on market economics has allegedly displaced grander 
political and social visions of Europe’s future. Mr Lamy cannot 
endorse such criticisms openly, since to do.so would be danger- 
ously disloyal to his current boss, Romano Prodi, the hapless 
Italian head of the commission. Yet on occasions Mr Lamy will 
signal his unhappiness. He fiercely opposed a recent decision 
not to press for harmonisation of corporate-tax rates~something 
which the French prime minister, Lionel Jospin, has demanded. 
Mr Lamy is unrepentant in his opposition to the current com- 
mission line, insisting that “I definitely think fiscal competition 
should not take place.” 

His critics in Brussels, and there are plenty, will take such 
statements as proof of their suspicion that, for all his talk of Eu- 
rope, Mr Lamy is ultimately a French nationalist, pushing a dis- 
tinctly Gallic—-more precisely, Gaullist-view of Europe’s future. 
Maybe. But then commissioners in Brussels who happen to be 
British or German also often promote ideas that reflect their na- 
tional prejudices. And when it comes to wearing his trade hat, 
Mr Lamy’s background on the French left may even prove an ad- 
vantage. Just as it used to be said that only a right-wing Republi- 
can like Richard Nixon could reconcile the United States with 
China, so it may take a French Socialist to reconcile Europe to a 
new round of trade liberalisation. E 
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Italy today is richer, better-run and a bit less corrupt than it was ten 





à 


years ago, but there is plenty more to do, says Xan Smiley 


Te first thing to say about Italy is that, 
however grubby its politics or flaky its 
economics, itis still, for most of its inhabit- 
ants and visitors, one of the most delight- 
ful countries in the world. Its confection of 
man-made and natural beauty, cultural 
heritage and clement climate is second to 
none. Its people are blessed with charm, 
humour and the ability to enjoy, and let 
others enjoy, life. Few have so brilliant a 
sense of style and fashion, so sumptuous a 
cuisine and cellar, so strong a tradition of 
melding hard work with pleasure. So why 
is Italy so troubled, as this survey will 
show itto be? 

By the standards of the rich world, It- 
aly’s 58m people, who make up the globe's 
sixth-biggest economy (behind the United 
States, Japan, Germany, Britain and 
France), seem to be managing pretty well. 
They live longer (for an average of 78 years) 
than anyone else in the European Union, 
bar the Swedes. The bonds of family, 
which elsewhere in Europe are getting 
weaker, in Italy seem still pretty sturdy. 
There are fewer divorces and fewer single 
mothers than in most countries, and a 
larger proportion of children are reared in 
wedlock. Italians tend to own the houses 
they live in, and to work together as a fam- 
ily to earn their living. The Catholic church 
may play a controversial part in national 
life, but it still gives welcome moral guid- 
ance and solace to many. For sure, the 


country has its share of wretched people. 
But “social cohesion”, in the continental 
phrase, remains strong, and the national 
mood is quite chirpy, especially if things 
are going well in the football stadium. 

Italy excels at many things. It has some 
top-flight universities that have produced 
a clutch of Nobel prizewinners in the sci- 
ences since the second world war. The 
north-east of the country, between Milan 
and Venice, produces an astonishing range 
of items that sell on design, quality and 
marketing, from air-conditioners to jewel- 
lery and sportswear, and an array of engi- 
neering products that go into making 
motor vehicles, televisions and fridges. 

Nor, these days, do good things happen 
only in the go-ahead north. Pockets of ex- 
cellence can also be found in such for- 
merly unpromising regions as Sardinia, 
Sicily and Apulia, not only in traditional 
trades such as furniture-making but also in 
high-tech pursuits such as microelectron- 
ics and Internet wizardry. 


Cheering up 

The economy is beginning to bounce back 
after some difficult years. Last year it grew 
by 2.9%, not much less than Germany 
(3.1%) or France (3.2%). And with the lira 
destined to make way for the euro within 
seven months, Italy’s treasury ministers 
will be under growing pressure from their 


European colleagues to keep their econ- »» 


> omy in trim. Certainly, Italy’s entry into 
the euro zone has cheered just about all of 
its businessmen, even though they know 
that devaluation will no longer be an op- 
tion to boost their exports when the econ- 
omic going gets rough. 

In many ways, Italian politics too looks 
in better shape after an eventful decade in 
which an old way of life was destroyed 
without a neat replacement. An odd com- 
promise—which had allowed the Chris- 
tian Democrats, in coalition with a bevy of 
other parties, to rule for 40-odd years after 
the second world war, on the understand- 
ing that they would keep out communists 
and fascists—was shattered in 1992-93, 
when much of the post-war ruling class 
was swept away by a slew of anti-corrup- 
tion investigations and trials. 

But thereafter Italy seemed to revert to 
its old merry-go-round of governments 
coming and going at the rate of aboutonea 
year. Since 1993, it has had nine, all but two 
of them led—a novelty, this—by the centre- 
left. None has been strong. In 1998, for the 
first time ever, the country was led by a for- 
mer Communist, who gave way after a 
year or so to another government of the 
centre-left. For the past couple of years, It- 
aly appeared to be drifting. 


Hope springs eternal 

The tearaway victory achieved by Silvio 
Berlusconi’s Forza Italia and its House of 
Freedoms coalition in a general election on 
May 13th suggests that a lot of Italians 
want to try something new. The 64-year- 
old Mr Berlusconi, son of a Milanese bank 
clerk, is Italy’s richest man. He has amply 
demonstrated that he is a man of action 
who usually gets his way. Can he do for his 
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countrymen what he has done for him- 
self? “Speriamo,” say many of them: “We 
hope so.” If he succeeds, he may even 
serve a full five-year term—something not 
a single one of his post-war predecessors 
has managed. At the same time, “change”, 
“renovation” and “dynamic” are the 
words of expectation that come most 
readily to the lips of his many fans. 

“I am the greatest politician in the 
world,” says il Cavaliere (the Knight), as Mr 
Berlusconi has been known since the state 
bestowed an honour on him. A few days 
before his election victory, he issued a set 
of promises. If he failed to keep them, he 
said, he would not stand for re-election 
next time. By then, he pledged, at least1.5m 
new jobs would have been created. Pen- 
sioners would be guaranteed at least 1m 
lire ($437) a month, an increase of one- 
third for the poorest of them. Income tax 
would tumble: those earning less than 
22m lire a year would pay none atall; those 
in the top band would pay a third less than 
now. Mr Berlusconi also promised to get 
going with a list of infrastructure projects 
such as motorways, fast railways and anti- 
flood devices. Evidently, a lot of Italians 
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believed him. 

Yet in many ways, Italy remains as 
much of a problem country as it was in the 
days when Count Metternich, Austria’s 
19th-century master of European Realpoli- 
tik, breezily dismissed the place as a mere 
“geographical expression”. Since it was 
unified in 1861, Italy has rarely enjoyed 
good government. Its longest periods of 
stability have been deeply flawed, most 
blatantly under Mussolini’s fascism (1922- 
43) and then under the Christian Demo- 
crats that kept communists and fascists in 
their various new guises out of power— 
until the collapse of the Soviet Union, 
which prompted a thorough clean-out of 
the Augean stables in 1992. 

It would good to be able to report that, 
ever since, the country has been bright and 
bouncy and squeaky clean, but it would 
be less than true. Still, this survey will ar- 
gue that, as economic liberalisation con- 
tinues apace, Italy has a fair chance of 
becoming noticeably richer over the next 
five years. However, improvements to its 
political system and to its standards of 
probity in public life are equally vital—yet 
much less likely. m 





i IS not as though Italy has nothing to 
cheer about. Budgetary discipline, 
thanks to the efforts forced upon it to enter 
the single-currency zone, has improved 
enormously. In the past year Italy’s econ- 
omy, after a half-decade in the doldrums, 
grew faster than Germany's and almost as 
fast as the Eu average. The flashes of econ- 
omic hope in the south, the sun-baked 
Mezzogiorno, may not be just in the pan. 
Moreover, the direct election of mayors 
and of the presidents of Italy’s 20 regions 
has given a big fillip to local government, 
and spending is not as wasteful as it was. 

But, viewed in the round, the picture is 
less rosy. Over the whole of the past de- 
cade, Italy's has been Western Europe’s 
worst-performing economy—an4d it is too 
soon to say that the past year’s upswing 
marks a turn for the better. Where there 
has been progress, it has been slow. Italy’s 
banking system and state-owned sector 
are steadily opening up, but most politi- 
cians on the right as well as the left still 
have an instinct for interfering. The Milan 
stockmarket, though it has grown rapidly, 
is still small. 

Many of Italy’s giants have struggled to 
make their way in the more competitive 
and open world markets of the past de- 
cade. One example is Fiat, a huge group 
based in Turin, in the north-west, whose 
main business is motor vehicles. It once ac- 
counted for more than 5% of Italy’s GDP, 
but its share has been dipping. Few of It- 
aly’s middle-sized companies, excellent as 
many are, have managed to build up the 
sort of muscle that would allow them to 
land a heavy punch abroad. 

One snag is that the mix of Italy’s busi- 
nesses may be imperfectly suited to the 
new global economy. The country has 
also been slow to switch on to the Internet 
and other kinds of new technology. The 
European Union, by seeking to enforce 
competition and other rules, has been 
driving Italy to fight for its place in the 
wider market, but this is a two-way pro- 
cess: it also opens up Italy’s markets to out- 
siders. Few of Italy’s own giants have 
managed to swallow chunks of businesses 
in other parts of the Union. 

Again, although the centre-left govern- 
ments of the past six years have started to 


reform the labour market and liberalise 
the economy, other countries have done 
so faster. Italian governments have tin- 
kered with the pensions system on three 
occasions, but have shrunk from the dras- 
tic overhaul that is needed to save Italy’s 
greying population from old-age penury in 
the generation ahead. Italy’s birth rate is 
among the lowest in the world, so unless 
immigrants are welcomed in much bigger 
numbers, the country’s population could 
slump from 58m now to as little as 4om 
over the next half-century or so, making it 
smaller than, say, Poland’s. 

And the south, including Sicily and Sar- 
dinia, still seems another country—which 
indeed it was, until six generations or so 
ago. The gap between north and south in 
income per head may have narrowed a lit- 
tle, but the south is still about a third 
poorer. Unemployment in the north is 
around 5% (which amounts to almost full 
employment), but it is around 22% in the 
south, giving a misleading average of 
about11% nationwide. True, some of those 
southern jobless may be working in the 
black economy but, especially for the 
many ill-educated young, job prospects 
are pretty dire. Moreover, organised crime 
continues to blight the south. 

Perhaps the biggest waste of the past 
decade has been the failure of govern- 
ments of all stripes to reform the constitu- 
tion and the electoral system. That seems 
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unlikely to change in a hurry: the size of Mr 
Berlusconi’s majority in both houses, and 
the seeming solidity of his coalition, have 
dampened talk of electoral reform. The 
midget parties, on the other hand, did so 
badly in the recent election that only a 
handful are represented in the new parlia- 
ment. That makes a change from up to 48 
parties in parliament in the 1990s. 

All the same, the proportional system 
for choosing a quarter of the seats, which 
allowed so many of those midgets to get 
into the last parliament, is still untouched, 
storing up instability for a time when the 
balance of power between the big blocks 
once again becomes more delicate. Italy's 
electoral system remains too propor- 
tional—and no party that counts is show- 
ing much interest in dishing it. 


A question of probity 

Lastly, by northern European standards, It- 
aly is still worryingly corrupt, even though 
there is now a lot less corruption in high 
places than before 1992, and the adminis- 
trations of the past six years have been 
pretty clean by Italian standards. But the 
national zest for enforcing greater honesty 
in public life may well have died away, 
and Mr Berlusconi’s own dubious record 
of probity in business does notinspire con- 
fidence for the future. 

Moreover, most experts reckon that the 
Mafia and the other three main criminal 
organisations of the south, though they 
took some heavy knocks in the early 
1990s, have regrouped, and they have 
friends in Forza Italia and elsewhere in It- 
aly’s body politic. Indeed, some anti-Mafia 
magistrates fear that they can no longer 
count on the political support they have 
had in recent years. 

Mr Berlusconi's insalubrious record in 
business is at odds with the image he tries 
to project of the new “anti-politician” 
standing for radical change. Quite apart 
from the legal entanglements which have 
already brought him convictions for brib- 
ery and fraud (albeit most of them set 
aside by statute of limitation, by amnesty 
and by reversals of judgment on appeal), 
Mr Berlusconi owns vast chunks of busi- 
ness in practically every sphere of Italian 


economic life that present him with seri- >» 
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> ous conflicts of interest. 

True, his crushing victory demon- 
strated that many, perhaps most, Italians 
do not care about either his conflicts of in- 
terest or his murky past. But they ought to. 
For one thing, corruption does not make 
for efficiency. Italy needs foreign invest- 
ment—and gets far less than a country of its 





S ELSEWHERE in Europe, Italy's voters 
and main parties of right and left have 
stampeded towards the centre ground. 
They are all for the market now. They all 
want to sell off the state. They all say they 
want to lower taxes, loosen the labour 
market and reform the pensions system. 
They all believe in “Europe”. These days 
there are remarkably few serious doctrinal 
differences across Italy’s political spec- 
trum. It may seem surprising, then, that Mr 
Berlusconi says he is going to change the 
face of his country over the next five years 
in ways that would be inconceivable if the 
centre-left had stayed in power. 

Listen to Walter Veltroni, the mayor of 
Rome (a former Communist who now ad- 
mires Britain’s social democratic Tony 
Blair), and Gianfranco Fini, leader of the 
right-wing National Alliance (who once re- 
vered Mussolini as one of the 20th cen- 
tury’s greatest statesmen), and you would 
find it hard to tell the difference. Indeed, on 
some issues—such as privatisation—the 


size and sophistication should expect. One 
big reason for would-be foreign investors’ 
reticence is lack of trust in Italy’s rickety 
and opaque legal system. They need reas- 
surance if Italy is to climb back up the Euro- 
pean league table of prosperity. 

Outsiders who have watched both 
Spain and Italy over the years are struck by 
how much faster the Spaniards have pro- 
gressed, economically and politically, in 
comparison with the Italians. Spain, with 
about two-thirds of Italy’s population, still 
has a much smaller economy: barely half 
the size of Italy’s. But a decade ago the gap 
was much wider still. It has narrowed ap- 
preciably as the Spanish economy has 
grown by an average of 2.5% since then, 
whereas Italy managed only 1.6%. 

Corruption is quite common in Spain 
too, butitis far more prevalentin Italy. And 
even under Socialist governments, Spain 
has done better at loosening its labour 
market. It has also been more serious 
about devolving power to its regions, and 
has done more for its poor south, espe- 
cially Andalusia. As an American dip- 
lomat with experience of both countries 
puts it: “The Spaniards are so much more 
serious about doing the right things.” A 


post-Communists are to the right of the 
post-fascists. “Our ex-Communists are the 
most [economically] liberal party round 
here,” says a prominent Neapolitan busi- 
nessman, noting the party’s zeal for (and 
success in) privatising such things as the lo- 
cal airport, against the resistance of many 
locals on the right. Only the Refounded 
(but unreconstructed) Communists on the 
hard left have stuck to their Marxist guns— 
and three years ago brought down the 
most effective of recent centre-left govern- 
ments despite having only 5.5% of seats in 
parliament and 8.6% of the popular vote. 
Two months ago they won 5% of the vote. 
For Mr Berlusconi and his friends, how- 
ever, the main party on the centre-left is 
“the Communists”—no “ex” about it. Mas- 
simo D’Alema, its co-leader until the latest 
electoral setback, was often dubbed by the 
tycoon as “Stalinist” or “Bolshevik”. The 
Berlusconi camp attribute il Cavaliere’s 
troubles in court almost entirely to the bias 
of the toghe rosse, the “red judges” who are 


Spanish conservationist who knows both 
Venice and Seville well recently described 
returning from Italy to the Spanish south 
as “like arriving in Switzerland”. 

Then look at Sicily—once, under 13th- 
century Norman rule, one of the richest 
and most efficiently run parts of Europe. It 
highlights Italy's lingering inability to 
make its own south anything like the 
north. Consider that Sicily’s population is 
the same as Denmark’s and its area not 
much smaller nor less abundantin natural 
riches. Consider, too, that in the past de- 
cade, Denmark's islands have been linked 
with bridges and tunnels more than 25km 
long, built within a few years of getting the 
go-ahead. By contrast, though Sicily is sep- 
arated by only 3km of water from Italy’s 
mainland, and designs and cost calcula- 
tions for a bridge have been ready for over 
20 years, governments in Rome have never 
got past the talking stage. 

In any event, Sicily still feels closer, in 
ambience as well as physically, to Africa 
than itis to Europe. And while the Mafia re- 
tains so big an influence over Sicilian poli- 
tics (and indirectly quite a lot of influence 
over the rest of the country), can Italy yet 
be considered anormal part of Europe? m 


said to have infiltrated the judiciary on be- 
half of the Communists and are now 
wreaking their revenge on the right. 

On the other hand, many on the left 
tend ritually to refer to Mr Fini and his Alli- 
ance as “the fascists”, no “post” there ei- 
ther. Umberto Bossi and his Northern 
League federalists, who have certainly 
used some nasty invective against both le- 
gal and illegal immigrants, are condemned 
as “racist”. And Mr Berlusconi is some- 
times assailed by the more fervent leftists 
for his supposed similarities with il Duce. 
“It’s back to 1922,” they say, referring to the 
year when Mussolini came to power. 

In fact, the latest election has clumped 
most parties and their voters more firmly 
than ever on the middle ground. Both the 
Democrats of the Left, as the former Com- 
munists now call themselves, and Forza 
Italia on the right, stress that the prefix 
“centre” must be attached to their ideologi- 
cal place-cards. Francesco Rutelli, the for- 
mer mayor of Rome and affable centre- »» 
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> leftist (but never Communist) who was the 
previous government coalition’s candi- 
date for prime minister in the May elec- 
tion, happily accepts that Mr Berlusconi is 
on the centre-right, although—as Mr Rutelli 
puts it—of a peculiarly populist kind. Mr 
D’Alema, who in the old days was a Com- 
munist apparatchik, acknowledges that 
Mr Finiis now arespectable democrat. 


The left moves right 

There has certainly been a sea-change on 
the left in the past half-decade. First there 
was the salutary shock, in 1994, of Mr Ber- 
lusconi having invented his party out of 
virtually nothing and winning a general 
election only a few months later; no mat- 
ter that his coalition proved unmanage- 
able and that he was out within eight 
months. Then came a year of technocratic 
government, led by Lamberto Dini, a cen- 
tral banker who later became foreign min- 
ister for the centre-left. But the real 
turning-point came when the forces of the 
broad left and many of those in the dead 
centre rallied round Romano Prodi and, in 
1996, gave the centre-left victory in a gen- 
eral election. 

Mr Prodi was very much a man of the 
reforming middle, a professorial former 
boss of a vast state holding company who 
realised that Italy must overhaul its econ- 
omy drastically if it was to keep up in the 
world rankings. He hailed from a small 
party close to the reforming wing of the 
Christian Democrats. He believed in the 
market. He was also pretty clean, and ac- 
knowledged that if Italy wanted to be 
taken seriously by its fellow Europeans it 
would have to become a lot less corrupt. 
And he knew that if Italy were to get into 
Europe's single-currency zone, he would 
have to impose strict budget discipline. 

To begin with, quite a lot went right. 
Against the odds, the centre-left did get It- 
aly accepted into the ranks of the euro 
zone. And over the past five years it has 
steadily sold off state assets, let some dud 
banks die or be bought out, cut a fair bit of 
red tape, loosened the labour market a lit- 
tle, and begun to alter the pensions system. 
Butit did not go far enough, and it was con- 
stantly undermined by an electoral system 
which allowed more than 40 minnow par- 
ties in parliament to wield disproportion- 
ate influence. 

Mr Prodi managed to become the sec- 
ond-longest-serving prime minister since 
the second world war, but was knocked 
over after two years, partly by the obdu- 
racy of the Refounded Communists and 
partly by the ambition of Mr D’Alema, 


who could not resist the chance to become 
Italy’s first ever former Communist prime 
minister. He in turn was overthrown after 
faring poorly in regional elections and ina 
national referendum. His successor, Giu- 
liano Amato, an able Socialist of the pro- 
market centre, found himself marking 
time during his year-long prime minister- 
ship, and was deemed too boffinish to 
stand against Mr Berlusconi in a general 
election. 

Hence the choice of Mr Rutelli, a young- 
ish (47), handsome, fairly successful mayor 
of Rome who had previously been amem- 
ber of the Green party and the Radicals, a 
free-market party of the centre. Mr Rutelli 
performed as well as could be expected, 
but the centre-left, with four administra- 
tions to its name in five years, came across 
as disunited and lacking in leadership. 

Now the centre-left is made up of two 
main parts: the Democrats of the Left, and 
the Margherita, or Daisy, a group of four 
centre-minded parties to which Mr Rutelli 
belongs, and which confusingly includes 
the plain Democrats, a party Mr Prodi 
helped found. It was a shock to the former 
Communists of the Democrats of the Left 
that the Daisy got 14% in the recent elec- 
tion, only just behind their own 16%. Allin 
all, the left looks a bit of a mess. 


The right turns solid 

Conversely, one reason why Mr Berlus- 
coni did so well is that the right these days 
looks much more cohesive. Back in 1994, 
when his Forza Italia leaptinto the vacuum 
left behind by the disgraced Christian 
Democrats and led a governing coalition 
for barely eight months, Mr Berlusconi 
was hobbled by his alliance with Mr Fini’s 


TA E S 
Bossi fingers federalism, Fini fancies power 


and Mr Bossi’s groupings; indeed, it was 
the obstreperous Mr Bossi who caused the 
government to fall. 

This time, with a simple platform of 
lower taxes and higher spending on infra- 
structure, plus some churchy and family 
values thrown in, the rightish coalition 
looks a lot more secure. The Northern 
League’s Mr Bossi did badly at the polls, 
scoring less than the 4% nationwide mini- 
mum required for getting seats on the pro- 
portional lists, so he has much less 
potential for rocking the boat: Messrs Ber- 
lusconi and Fini could probably govern 
without him. But Mr Bossi will want to 
stay on board, to make sure that the further 
devolution of powers to the regions prom- 
ised by Mr Berlusconi materialises. 

Mr Bossi is the wackiest figure in the co- 
alition. A former rock singer, salesman and 
laboratory technician, he rants on in a 
gravelly voice about outlandish things. He 
is extravagantly xenophobic, accusing 
Muslims of wanting to “build mosques in 
Padania”, his would-be new country in 
northern Italy. Unusually for an Italian, he 
excoriates the European Union for being a 
nest of “freemasons and Communist 
bankers”, among other things. He has ex- 
pressed fondness for Jérg Haider, the 
controversial Austrian right-winger 
whose heartland lies across Italy’s moun- 
tainous north-eastern border. 

More seriously, Mr Bossi looks forward 
to a Europe of some 50 regions, including 
Padania, Catalonia, Bavaria and Wales. 
But for the moment he no longer seems to 
demand outright independence for the 
north. His feeble showing at the election 
was due mainly to the rival attractions of 


another northerner to whom many north- >» 4 








nchester 


The Sout 





of Italy 


is closer 


tnan you 


Today, you can recover up to 60% of the 
amounts invested in the South of Italy by 
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enterprises have posted export figures 
much higher than the national average. 


Furthermore completion of the process of 
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res has made public administration more 
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Berlusconi. If Forza Italia should falter, Mr 
Bossi’s party could yet come back into its 
own. After all, it took 10% of the nation- 
wide vote in the general election of 1996. It 
has taken a knock, butitis not finished yet. 

Mr Fini, who comes from a middle- 
class and left-leaning background, is a 
much more sophisticated operator. These 
days he is the total opposite of a rabble- 
rouser. He describes his party as being 
plain “right”, but distances it strenuously 
from its blackshirt antecedents: “No party 
these days has ideological ancestors, ex- 
cept perhaps the Refounded Commu- 
nists.” But for all that Mr Fini dismisses the 
past as irrelevant, he still has a solid core of 
voters who hark back to the days of fas- 
cism. Mussolini’s granddaughter Alessan- 
dra is the National Alliance member of 
parliament for Naples, under the umbrella 
of Mr Berlusconi’s coalition. Like most 
other post-fascists, she explains that il 
Duce did an excellent job running Italy un- 
til he unwisely let himself be bullied by 
Hitler into joining the war. 

At one pointin 1994, Mr Fini topped the 
opinion polls nationwide. Since then, he 
has kept up a steady party rating of around 
12%—the figure it scored in May’s general 
election. Last year, post-fascists won the 
presidency of several regions, including 
Lazio (the region around Rome), Apulia 





HERE are two Berlusconis and two 

Forza Italias. If you can guess correctly 
which will come out on top, you will have 
a fair idea where Italy is going in the next 
few years. 

The good Berlusconi is the can-do busi- 
nessman who wants to cut red tape, lower 
taxes, spur economic growth to pay for his 
grand infrastructure projects, and send It- 
aly whooshing into the ranks of the most 
dynamic countries in the world. This Ber- 
lusconi has been unfairly persecuted by 
left-wing judges who, however, have 
never been able to nail him ina final court 
of appeal. The good Forza Italia is a youth- 
ful, unstuffy liberal party which wants ev- 
eryone to have a chance of getting as rich 
as its leader, while ensuring that a safety 
net will still be there for the poor. 

For all his ambiguities, there is no 


and Calabria. They are certainly in the 
mainstream of Italian politics, and they 
have plenty of support among civil ser- 
vants and public-sector workers, espe- 
cially in the south. 


Might Mr Fini’s lot eventually merge 


with Forza Italia? Mr Fini willnot be drawn 
on that one, but he won't rule it out either. 
In any event, if the two main parties on the 
right can stick together, they make a pretty 
sturdy block of at least a third of the voters. 


Give bipolarity a go 

So, for the first time at least since the sec- 
ond world war, two solid-looking blocks 
have emerged in Italian politics. A lot of 
minnow parties are likely to fold. Others, 
like Giorgio La Malfa’s Republicans, may 
have to join Forza Italia. Fausto Bertinotti’s 
old unreformed Communists are hanging 
on gamely. But it is a pity that two worthy 
politicians noted for their moral fibre, Ant- 
onio Di Pietro and Emma Bonino, have 
been squeezed out of parliament. 

Mr Di Pietro was the leading Milanese 
investigating magistrate who was as 
responsible as any, in 1992, for lancing the 
corruption that had rotted the Italian po- 
litical system. His Italy of Values party was 
supposed to keep the anti-corruption 
flame burning. Mrs Bonino’s Radicals are 
the nearest thing in Italy to a libertarian 
party that fights for both market reform 


doubt that Mr Berlusconi is a remarkable 
man. He has vision, guts, stamina and 
charm. He is loyal to his friends come rain 
or sun, and inspires fierce loyalty among 
them in return. The man who accompa- 
nied him on the piano when Mr Berlus- 
coni was a cruise-ship crooner 30-plus 
years ago, Fedele Confalonieri, is now the 
head of Mediaset, Mr Berlusconi’s televi- 
sion company. 

Il Cavaliere is brilliant at spotting 
opportunities. His first big break was to 
build an American-style garden suburb, 
known as Milano 2, on the edge of Italy’s 
northern capital. His next big success was 
in breaking the state’s monopoly of net- 
work television, ingeniously getting round 
the rules that blocked the creation of a pri- 
vately owned television network by per- 
suading a swathe of mini-stations to play 
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and civil rights. She was a good European 
commissioner in Brussels and a feisty MP 
in Rome. “The trouble is,” says one Floren- 
tine observer, “we have no serious respect- 
able party on the right any more.” 

As for the trend towards bipolarity, that 
is broadly welcome. But the system that 
can give small parties undue weight—in- 
deed the power to hobble, make or break 
governments-is still in place. It is only the 
unusually large majority of Mr Berlus- 
coni’s coalition that has given the new par- 
liament a greater semblance of two-party 
politics. The move to the centre may be a 
good thing. But the underlying electoral 
system is not. W 


the same programmes at the same time. 
Eventually parliament gave him a licence 
to broadcast nationwide on one channel. 

Next, he realised that Italians have an 
almost insatiable appetite for watching 
television quiz shows featuring pretty 
girls—and that advertisers have an equally 
strong appetite for buying air time during 
such programmes. Other popular offer- 
ings provided by Mr Berlusconi were foot- 
ball and films, many of them American. 
Soon Mr Berlusconi owned three chan- 
nels, which made him an immense for- 
tune (by some estimates, he is worth 
around $14 billion), as well as obliging the 
state’s Tv channels to slide rapidly down- 
market if they wanted to match his audi- 
ence ratings. 

Mr Berlusconi soon began buying up or 
creating a huge variety of businesses, from >> 
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financial services and insurance to pub- 
lishing, advertising agencies, cinemas, mu- 
sic, video rentals, supermarkets, football, 
property and the Internet. He owns the 
copyright on a quarter of all Italian books. 
He sells a third of the country’s books and 
magazines. And most strikingly, now that 
he will have the main say in appointing 
the top people to run the three state TV 
channels, he will have some control over 
90% of all rv broadcasting. 


Join my team 

Even now that it is in government, Mr Ber- 
lusconi’s party, Forza Italia, feels rather like 
a cross between a football club and an ad- 
vertising agency. The mood in its offices is 
cheery, slick, businesslike. Most of the 
people seem to be young. As a former 
Forza Italia senator who previously 
worked for Mr Berlusconi's advertising 
company blithely put it: “We saw a market 
niche and decided to fill it.” 

Like many Italians, Mr Berlusconi 
adores football. He owns Ac Milan, and 
has won some glittering prizes with it. He 
has used the know-how of those who run 
Ac’s network of fan clubs across the coun- 
try, applying it to focus groups of 
would-be voters. Forza Italia’s name 
comes from the words Italians use to cheer 
on their national football team, known as 
gli Azzurri, the Blues—just what Mr Berlus- 
coni likes to call his own political team. He 
sees himself as the player-manager. 

Many of his team have come straight 
out of the various branches of his com- 
mercial empire. In his previous govern- 
ment, his own lawyer, Cesare Previti, 
became defence minister. Marcello 
Dell'Utri, a former chief executive of Publi- 
talia, the advertising wing of Mediaset, his 
television company, was his campaign 
manager in 1994 and is now a senator. The 
regional presidents of Piedmont and Ve- 
neto, two of Italy’s richest regions, are Ber- 
lusconi advertising men. And sometimes 
even foes turn into allies: the leader of a 
tax-police unit once sent to investigate his 
affairs is now another Forza Italia MP. 

With his own advertising instincts, Mr 
Berlusconi places huge weight on opinion 
polls. Very often, say people who have 
worked closely with him, the polls come 
first, the policies after. “He’s really the op- 
posite of ideological,” says one of his top 
TV bosses. “But he knows what's in peo- 
ple’s heads. He just absorbs the latest ideas 
from outside like a sponge.” 

In the election he has recently won, his 
party manifesto was proclaimed—on the 
Internet—barely a week before polling day. 


The player-manager scores again 


He remained unabashedly vague about 
how he was going to cut taxes while 
hugely boosting infrastructure spending. 
He also carefully avoided Tv interviews 
that might probe too deeply or try to trip 
him up. 

Instead, he appeals directly to such cru- 
cial admirers as Italy's 8m self-employed. 
He goes down well with Confindustria, 
the confederation of Italian business, but 
also with the Federation of Housewives. 
His main constituents are former Christian 
Democrats whose old party collapsed in 
1993. He plays hard for the approval of the 
Vatican, portraying himself as a family 
man (albeit with a divorce behind him, 
and children by both wives). 

But his supporters come from a wide 
range of social and political backgrounds. 
He has won over people who have usually 
voted for the traditional left. His first 
friends in politics were Bettino Craxi’s So- 
cialists, nota very puritan lot. The Republi- 
can Party has come oyer to his side, after 
backing the centre-left in 1996. One of his 
leading ideologues, Giuliano Ferrara, was 
once a Communist. 

Moreover, this time round Mr Berlus- 
coni’s team looks much better qualified 
than before. Giulio Tremonti, the new trea- 
sury minister, is generally respected. The 
foreign minister, Renato Ruggiero, had a 
good reputation as the boss of the World 
Trade Organisation. The man entrusted 
with revamping pensions, Vito Tanzi, is an 
acknowledged expert in the field, and was 
head of fiscal affairs in the mr. Eight years 
after its creation, Forza Italia has become 
much more solid—a real party as well as a 
fan-club. 

Mr Berlusconi oozes confidence, liken- 
ing himself—only half in jest—to a new Na- 
poleon. He believes in decisionismo, the 
smack of firm government. He admires 
Margaret Thatcher. He is persuasive on 
television, even if he goes on a bit. He has 





the common touch. The man, surely, to 
give Italy a new start? 

Yet there is another, much less attrac- 
tive, view of Silvio Berlusconi, and of 
Forza Italia. His critics depict him as a 
crooked fixer of the old Italian school who 
has little love of a truly free market and lit- 
tle sense of the world outside, speaking 
only Italian and a smattering of French. 
They say he set up Forza Italia to give him- 
self parliamentary immunity and a vehi- 
cle for self-aggrandisement. In this 
version, Forza Italia, far from being genu- 
inely liberal, could become a machine for 
patronage, corruption and interference in 
business, just as the Christian Democrats 
were before. 


Electronic persuader 

Indeed, say his detractors, Mr Berlusconi 
has more than a whiff of a Duce about 
him. He is certainly the be-all-and-end-all 
of his party: without him, it would be 
nothing. Indro Montanelli, one of Italy’s 
most independent-minded commen- 
tators, accuses Mr Berlusconi of badgering 
the Italian people from “an electronic bal- 
cony”~a reference to Mussolini’s famous 
habit of haranguing the crowds from the 
balcony of his palazzo in Rome. Even some 
who know Mr Berlusconi well say he has 
no real concept of conflicting interests: he 
simply assumes that what is good for his 
own businesses is good for Italy. 

The Economist's own investigation of 
Mr Berlusconi's financial dealings, pub- 
lished on April 28th, found that Italy's 
prime minister still faces at least five sets of 
criminal proceedings, having been 
charged, among other things, with false ac- 
counting, tax fraud, and bribing judges, the 
tax police and politicians. In the four cases 
that have so far been decided or are going 
to final appeal, he has been found guilty in 
three, acquitted on appeal in one, and ac- 
quitted on one of four counts in another. >> 












































‘However, thanks to the exceptionally slow 
process of the law in Italy, he has also been 
_ saved thrice by the statute of limitation 
and once by an amnesty. Criminal pro- 
ceedings and investigations in at least five 
other cases are still under way. Mr Berlus- 
‘oni is likely, too, to be called to testify in 
he current trial for association with the 
Mafia of his close friend Mr Dell'Utri, a Si- 
cilian whois still a senator for Forza Italia. 
“More worldly admirers of Mr Berlus- 
coni tend to defend him on the ground that 
“everyone had to” fiddle accounts, and 
bribe taxmen and the tax police, in order to 
get ahead in a system where corruption 
was the norm. And indeed many did—but 
not all. “You must understand that Italy is 
an anomaly,” is a constant refrain suggest- 
_ ing that corruption has been (is?) a way of 

life and that Mr Berlusconi should not be 
“singled out for vilification. 

The other standard defence of Mr Ber- 
lusconi is that the judges and investigating 
“Magistrates have been biased against him 
because they are all left-wing. “It's obvi- 
ous,” says Gianni De Michelis, a former So- 
Cialist foreign minister who now backs 
him (and who was himself humiliated in 
the Tangentopoli—“Bribesville”~scandal 


VER the past decade, Italy’s economy 
has grown at an average of 1.6% a 
- year, more slowly than any other in the 
European Union. Unemployment, at 
-around 10% of the labour force, is worse 
< than anywhere else in the Ev bar Spain, 
whose jobless rate has been coming down 
a lot faster than Italy’s. Inflation, at 2.8%, is 
also higher than the Eu average. Back in 
1987, Italy jubilated at il sorpasso, when its 
GDP was said to have overtaken Britain’s, 
albeit thanks to a higher estimate of the 
black economy. Now Britain’s economy, 
with a population roughly the same size, is 
about a third bigger. Even Italy’s vaunted 
exports have recently been flagging. And 
Italy has a lower proportion than most 
other rich countries of people of working 
age in jobs—53%, against 63% in the euro 
zone and 74% in the United States. 

Perhaps the most worrying feature of It- 
aly’s economy is its relative dearth of in- 
vestment from abroad. In 1999, for 
instance, Britain’s inward flow of FDI was 


of the early 1990s). “As soon as he went 
into politics, they started hundreds of in- 
vestigations into him—for the previous 20 
years, zero.” 

It is true that Italy’s entire judicial sys- 
tem is a mess. Above all, justice takes far 
too long—and rich defendants with good 
lawyers can drag out cases almost intermi- 
nably in the hope, fulfilled several times in 
Mr Berlusconi’s cases, that a statute of limi- 
tation will save them in the end. It is also 
true that some judges have a political 
agenda. The most influential body that 
oversees the working of the courts, the 
Consiglio Superiore della Magistratura, or 
Supreme Council of the Judiciary, does 
contain a political element: it consists of It- 
aly’s president, the president of the Court 
of Cassation (the nearest thing to a Su- 
preme Court), the procurator-general, ten 
cross-party members of parliament, and 
20 judges and magistrates elected from 
among themselves. But to become a judge 
or magistrate, candidates have to pass a se- 
ries of rigorous tests; so far, no one has sug- 
gested that they too are rigged. 

Further, it is true, as Forza Italia points 
out, thatitis too easy to open cases. Any ac- 
cusation of criminal behaviour must by 


nine times bigger than Italy’s. The gap has 
since narrowed, but is still huge. A recent 
Harvard Business School report suggests 
that foreigners consider Italy a closed 
country, lacking flexibility, capital and in- 
frastructure—and blighted by corruption. 
One of the people it quotes is the head of 
12M in Italy, who puts the problem down 
partly to the country’s business culture: 
Italians, he says, still see foreign invest- 
ment as a threat to the existing system. 

The ozcp marks Italy down as the 
least transparent of the G7 group of rich 
countries in its business practices. Transpa- 
rency International, an independent Ger- 
man-based lobby that campaigns against 
corruption worldwide, puts Italy bottom, 
with Greece, among West European coun- 
tries in its corruption index; in global rank- 
ing, it comes below such countries as 
Botswana and Estonia. 

The Harvard report also points to the 
incestuous network of banks and big com- 
panies and families that have conspired, 


law be looked into, though there are penal- 
ties for deliberately making false allega- 
tions. But a judge has to get the go-ahead 
from another judge, and if there is little or 
no chance of a conviction heis directed not 
to persevere with it. When a case comes to 
trial, the verdict is returned by three 
judges, though murder and some other se- 
rious crimes are decided by jury. 

Accusations of bias go back only to the 
early 1990s, when the Tangentopoli scan- 
dals began to be exposed. Most (but by no 
means all) of those in the dock in the cor- 
ruption cases were on the right. It was nat- 
ural that prosecutors who sought to 
expose them were accused of political bias 
against them. In fact, many of those who 
sought to expose them, including Mr Di Pi- 
etro and several of the best-known anti- 
Mafia prosecutors, were far from left-wing, 
but rather what one seasoned observer 
calls “liberal in the Anglo-Saxon sense”. 

The worrying thing about Mr Berlus- 
coni is that many Italians clearly believe 
him to be bent but don’t care, and that 
many others seem to think that the judges 
are systematically doing him down. Either 
way, that casts a dismal light on standards 
of probity in Italian public life. m 





through a complex system of cross-hoid- 
ing and secretive arrangements, to main- 
tain control over a huge chunk of the 
economy. They often use so-called scatole 
cinesi (“Chinese boxes”), or nested stakes, 
to rule their empires without tying up too 
much capital. 

Milan’s so-called salotto buono (“good 
drawing-room”), made up of business 
families such as the Agnellis, the Pirellis 
(tyres and much else) and the De Benedet- 
tis (industry and media), still tightly pro- 
tects this fraternity, which since the second 
world war has tended to act in concert 
with the government of the day. 

Not only has this system been bad for 
business, it has also fossilised the business 
leadership. Enrico Cuccia, who helped 
found Mediobanca, until recently Italy’s 
most influential bank, masterminded the 
system almost until he died last year at the 
age of 92. Until recently, shareholder 
value—for those. minority investors out- 
side the salotto buono—was a rare phrase. >> 


E And still they don’t come 5 | 
Foreign direct investment inflows, $bn 
ji = Spain 


Britain 





Sources: UNCTAD: EIU: Well Street Journal Europe 500 


> Giuliano Amato, the economist who led 
the most recent centre-left government, 
agrees that Italians are “still loyal to the old 
system of a small group of shareholders 
close to management, and very wary of 
anyone else who might come into the com- 
pany...Our culture of governance is still 
an elitist one, of closed companies and 
nearly closed shops.” 

But as the European Union has forced 
all its member countries to open up their 
economies, this closed system has begun 
to unravel, exposing Italian banks and 
companies to the chill wind of real compe- 
tition. In this global climate, most of Italy's 
banks and businesses appear fairly puny. 
Few of the companies that have excelled 
either in the domestic market or as export- 
ers have built up the critical mass needed 
to develop into world heavyweights. Of 
the companies in the Wall Street Journal's 
latest index of the 500 biggest companies 
in Europe, only 35 are Italian, against 132 
British, 87 German and 79 French. The Mil- 
anese stockmarket, itself privatised in 
1997, is still tiny compared with those in 
London, Frankfurt and Paris. 

Many of Italy’s big companies have, in 
any event, been having a hard time. Most 
notably, Fiat, the biggest of them all, is 
struggling to find a new strategy. A few 
years ago its long-time chief shareholder 
and honorary life chairman, Gianni Ag- 
nelli, mused that it was “too big perhaps 
for Italy, but too small for the world”. With 
a fairly new chairman, Paolo Fresco, 
schooled by General Electric in America, 
and a chief executive, Paolo Cantarella, 
who knows Fiat must go global, it seems to 
be looking across the Atlantic. Last year it 
let GM buy a 20% stake. Car-industry 
watchers wonder whether this symbol of 
Italian industrial muscle will remain un- 
der Italian control. 


Even privatisation, which started only 
in the early 1990s, has often been a half- 
cock affair. To many of the country’s econ- 
omic managers, it was simply a way of 
raising cash while still keeping control. 
Even now, the Italian Treasury retains large 
shareholdings in EN1, an oil and gas giant 
(around one-third of which remains in 
state hands), Enel, an electricity behemoth 
(two-thirds), Finmeccanica (engineering, 
more than one-third) and Alitalia (the state 
airline, more than half). 

Italian entrepreneurs moan about high 
taxes, high social costs, red tape and a 
sticky labour market, and they certainly 
have a point. Italy’s income and corporate 
tax rates have been among the highest in 
the Eu, although the overall tax take as a 
proportion of Gpp is only middling. More- 
over, the tax system is exceptionally com- 
plicated. Getting the right bits of paper to 
start up a new company takes far longer 
than it does in most other gu countries. So- 
cial costs that employers must add on to 
wages are also among the highest in Eu- 
rope. And Italians are famous for bypass- 
ing the taxman altogether: a good fifth of 
the tax due, it is generally reckoned, re- 
mains uncollected. 

The labour market is exceptionally in- 
flexible. “It’s a lot harder to get rid of a bad 
worker than to divorce your husband,” 
says a dynamic young manufacturer and 
newspaper owner in the south. The gov- 


The fat of the land 


ernments of the centre-left tried to loosen 
things up by promoting short-term con- 
tracts and part-time work, but were held 
back by their allies in the trade unions; at 
last count Italy had the second-smallest 
proportion of part-time workers (12%), and 
one of the smallest for workers on fixed- 
term contracts. The unions still insist on 
nationwide wage deals in various sectors. 

Another oddity, given the level of un- 
employment, is that vigorous companies, 
especially up north, are finding it hard to 
get labour. In the 1950s and 1960s, some 
2m southern Italians headed there to work 
in the factories of Turin and Milan. Now 
they are staying put. The young prefer to 
live cheaply with their parents and scratch 
around in the black economy. 


So where’s the good news? 

Yet the gloom can be overdone. Italy’s diffi- 
culties are not unlike those faced by the 
countries of Central Europe after the fall of 
the Berlin Wall. The country is still reeling 
from the collapse of its corrupt political old 
guard and the wrenching open of a once 
protected economy in the early 1990s, but 
itis now heading in the right direction. 

For one thing, the companies that make 
up the backbone of the economy, the 
small and middle-sized ones, most of 
them in central and northern Italy, are re- 
markably buoyant. Visit the area around 


Vicenza, in the north-east, which has an ar- » 
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italy 
| coro greying population and falling 

birth rate put the country on course for 
_adebacle over its pension system. One of 
Italy’s leading experts on pensions, Giu- 
liano Cazzola, points to an array of figures 
that, unless other trends are reversed 
within a decade or so, will spell doom for 
the country’s pensioners. 

Italians now get a state pension at the 
age of 56, or after 35 years of work, which- 
ever comes first; this is gradually being 
scaled up to the age of 62, or 37 years in 
work, by 2006. Those who retire after 
fewer years in work get smaller pensions. 
Various governments since 1990 have tin- 
kered with the system, but the savings 
will take time to come through. 

At present, 60% of Italy’s welfare potis 
gobbled up by pensions, against an EU av- 
erage of 45%. Until the new arrangements 
kick in, some public-sector workers can 
collect a pension—and will go on collect- 
ing it—after only 20 years’ work. Many of 


ray of small family companies, or look at 
ceramics companies in the cluster around 
Sassuolo, in the centre of Italy, and you 
will be struck by the energy and skills on 
display. These companies are flexible, 
quick to switch designs and marketing pat- 
terns to meet the demands of changing 
fashions around the world. Most of them 
are family firms enjoying the high morale 
and loyalty that such outfits tend to in- 
spire. And the way many of them cluster 
together helps them to share distribution 
and marketing. For instance, Treviso prov- 
ince, home to the Benetton clothing em- 
pire (among others), has only about 
770,000 people, yet its exports earn more 
than those of the whole of Italy’s south. 

It is thanks to companies like these that 
Italy still exports more food-processing 
machines, washing machines, fridges, 
shoes and shoe-making machines, ski 
boots, ceramic tiles, jewels, woollen and 
silk clothes, radiators and boilers, optical 
frames and neck-ties than any other coun- 
try in the world. Italy has many fine engi- 
neers. Even in making machine-tools, it 
defers only to the United States, Japan and 
Germany, and engineering graduates from 
Turin and Milan are world-class. 


them have two or more state pensions. 

The number of pensioners is rising in- 
exorably, partly because the average age 
of the population is being pushed up by 
the low birth rate, partly because people 
are living longer, and partly because Ital- 
ians retire ridiculously early. On current 
trends, Professor Cazzola reckons, by 
2030 some 42% of Italians will be pen- 
sioners—the highest proportion in Eu- 
rope. If nothing is done, he says, the 
average Italian’s pension package, now 
typically amounting to 54% of final salary 
and indexed for inflation, by 2050 will 
drop to less than 30%. 

The best bet, most experts reckon, is to 
get more people into private pension 
schemes to top up their state pensions, 
and to raise the retirement age still fur- 
ther. So far, only 1.8m out of about 20m 
workers have joined private schemes. Yet 
in the run-up to the recent general elec- 
tion, the subject was barely mentioned. 


Another sign of vitality is the alacrity 
with which many Italian firms, especially 
in the north-east, have invested in Central 
Europe. The city of Trieste, for example, a 
mere 45-minute drive from Slovenia’s cap- 
ital, Ljubljana, is making a comeback as a 
launch-pad for doing business in the for- 
mer communist world. Indeed, as the EU 
expands, Italy’s north-east, and cities such 
as Trieste and Verona, are poised to profit 
from their geographical and historical ties 
with their newly accessible neighbours. 
Trieste sees itself as a link between Italy 
and the old Austro-Hungarian empire rein- 
vented. Its businessmen hope that, within 
a few years, a motorway will link it with 
Budapest, Hungary’s capital, and perhaps 
even with Kiev, Ukraine's. 

To make up for the labour shortages in 
Italy’s north, many thousand of immi- 
grants from Central Europe and the Bal- 
kans are flowing in, legally and illegally. 
Some 8% of the workforce in and around 
Vicenza, for instance, consists of foreign- 
ers. Mr Bossi’s lot and some of Mr Berlus- 
coni’s cruder fans resent their presence; 
certainly the new government seems 
likely to get tougher on illegal immigrants. 

Italy’s banks and bigger companies 









They won't be sitting pretty forever 


know they have to adapt too. “Italy has ad- 
vanced, though very slowly,” says Umber- 
to Agnelli, Gianni’s younger brother, who 
heads the family's IFI/IFIL investment 
companies. “It is meeting the challenge of 
the euro, people are being made to pay 
taxes, we’re becoming more flexible, pri- 
vatisation is going ahead. There’s a new 
confidence.” Italy’s industrialists appreci- 
ate that, now that the lira is about to be ab- 
sorbed into the euro, the old trick of getting 
the government to devalue the currency 
from time to time to keep exports competi- 
tive is no longer feasible. 

Banks, too, realise that the rules of the 
game have changed. In the past three 
years, they have begun to consolidate. The 
big three (IntesaBci, UniCredito Italiano 
and Sanpaolo Imi), all of them hugely in- 
creased in size thanks to mergers and ac- 
quisitions in recent years, have begun to 
post large increases in their return on equ- 
ity. Mediobanca’s old influence is waning 
fast, as the world’s big investment banks 
have homedin on Milan. The notion of mi- 
nority shareholders’ rights is becoming 
more widely understood; bankers are re- 
alising that they need those shareholders’ 


backing to do the deals they want on >> 







































> world markets. In the past couple of years, 
Italian companies have become much 
more likely to produce quarterly earnings 
reports, set up investor-relations depart- 
ments, put genuinely independent direc- 
tors on their boards, release information in 
English, and make sales pitches abroad. 

Pirelli’s boss, Marco Tronchetti Provera, 
53, though very much from the salotto bu- 
ono himself, is typical of the new breed of 
Italian managers who promote the need 
for opening up. Other big companies, such 
as Italy’s biggest insurer, Assicurazioni 
Generali, are becoming much more asser- 
tive, seeking alliances in countries such as 
Germany, and selling their wares much 
more keenly across the continent. 

Most entrepreneurs of all sizes, while 
moaning about Italy’s high tax rates and 
welfare and labour problems, acknowl- 
edge that the centre-left governments of 
the past six years, especially Mr Prodi’s, 
did take big steps towards liberalisation, 
though they failed to get this across in the 
election. “The left did a fair job,” says Mr 
Tronchetti Provera. “There is not a huge dif- 
ference between left and right [on econ- 
omic policy],” says Fiats Mr Cantarella— 
except in relations with the trade unions. 

Sergio Cofferati, head of Italy’s biggest 
trade-union federation, is not dead set 
against part-time work and short-term 
contracts. Some 80% of new hirings, he 
says, are on short contracts. He also recog- 


HE most hopeful news for Italy since 

the old order broke down in1992Is that 
the parts of the country that are not run 
from Rome-—cities and regions—are doing a 
lot better. Since 1993, mayors have been di- 
rectly elected and given more power. Since 
last year, the presidents of Italy's 20 re- 
gions too have been directly elected. There 
is a bit more communal pride about, anda 
bit less menefreghismo—“it-doesn’t-con- 
cern-me-ism”. Most notably, a new breed 
of leaders in city halls and regional presi- 
dencies has emerged. As in national poli- 
tics, ideologically there is little to choose 
between those on the centre-left and those 
on the centre-right. 

In Trieste, Ricardo Illy, a coffee magnate 
supported by the centre-left, has done a 
fine job sprucing up a rather faded city. Mr 


nises the need for pension reform. It is not 
impossible that he will agree to co-operate 
with Mr Berlusconi to reform welfare. In- 
deed, that will be a big test for both men. 

Mr Berlusconi will find that some of the 
groundwork has already been done for 
him. One of the mostimportant reforms of 
the past half-decade was brought in by 
Franco Bassanini, minister for public ad- 
ministration (ie, red tape) in the outgone 
government, who drastically reduced the 
number of pieces of paper needed to get a 
job or start up a firm. In the old days, just 
opening a bank account or applying for a 
job often required producing at least nine 
different documents, including your resi- 
dential record, your citizenship, your 
“family certificate” and your birth certifi- 
cate. Italians joke grimly that you still have 
to spend a lot of time proving to bureau- 
crats that you exist. The scope for bureau- 
cratic delay (especially to make life hard 
for foreigners wanting to do business) and 
bribery was vast. Mr Bassanini’s reforms 
have made a huge difference. 

Another useful reformer has been Pier- 
luigi Bersani, minister for industry in one 
of the centre-left governments, who drasti- 
cally liberalised the hours that shops were 
able to stay open. Other bureaucratic 
changes have made tax-collection much 
easier; according to the Treasury, this pro- 
duced a large increase in revenue last year. 
The introduction of “one-stop shops” for 


Rutelli, the opposition’s failed prime-min- 
isterial candidate in May, had previously 
been a goodish mayor of Rome. Gabriele 
Albertini, hand-picked by Mr Berlusconi, 
has been another effective mayor, in Mi- 
lan. Like several others, he put various 
members of his staff, including his top city 
manager, on performance-telated pay and 
fixed contracts. On the centre-left, Paolo 
Costa, an academic, has proved a sensible 
mayor of Venice. A young post-fascist, Raf- 
faele Fitto, is doing well as president of 
Apulia. 

Even Sicily has benefited from good 
mayors in its two biggest cities, and some 
brave anti-Mafia ones elsewhere. Leoluca 
Orlando, a former Christian Democrat 
who broke with his original party’s Mafia- 
linked old guard in 1987, was a courageous, 


getting all the right paperwork and permis- 
sions together, said to be in place in nearly 
half of Italy’s cities, is supposed to help 
companies wanting to set up new outlet 

or factories. The big hope is that, taken:to- 
gether, such changes will persuade many 
more Italians to move out of the black 
economy and into the official one. 


Waiting for the Berlusconi effect 
“At the moment we have a real window of | 
opportunity before us,” says Antonio 
D’Amato, a successful Neapolitan packag- 
ing entrepreneur who epitomises a new. 
breed of free-marketeer and now heads: © 
Confindustria, the businessmen’s club. He’ 
acknowledges the progress made by Mr 
Prodi and others, such as Carlo Azeglio 
Ciampi, a former treasury minister whois | 
now Italy’s president, but says that the mo- 
mentum for liberal change has been lostin 
the past three years. His hope, plainly, is 
that Mr Berlusconi will give it a boost; and 
Italian businessmen welcome the arrival 
of the euro as a device for maintaining It- 
aly’s new-found budgetary discipline. 

The past decade has been hard. But the 
old financial and industrial figures who 
controlled Italy’s economy in cahoots with 
government are on their way out, and the ` 
excellence of Italy's middle-sized and 
small companies gives cause for hope. 
There is even a chance that Italy’s hitherto. 
wretched south will cheer up. m 





dynamic and above all uncorruptcity boss — 
in Palermo until he stood down a few 
months ago to run (in vain) for president of 
the island’s regional government. In Cata- 
nia, once also a nest of mafiosi, one of Mr 
Berlusconi’s physicians, Umberto Scapag- 
nini, is building on the efforts of his im- 
pressive centre-left predecessor, Enzo 
Bianco, to bring in high-tech investment. 


Regional giants 

But the two biggest regional figures are 
probably Roberto Formigoni, president of 
rich Lombardy, who is close to Mr Berlus- 
coni, and Antonio Bassolino, the ex-Com- © 
munist president of poor Campania, the - 
area around Naples, where he had beena 
reforming mayor from 1993 until last year. 
Both are formidable politicians who could » 
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> yet play a big part on the national stage. 
Mr Formigoni, who won 63% of the 
vote in his re-election last year, is a radical 
advocate of devolution. He is also keen to 
experiment with ideas such as giving tax- 
deductible vouchers to parents who want 
to send their children to church schools, 
and easier access, with state help, to priv- 
ate health provision. His prospects, how- 
ever, may be knocked by the trial he is now 
facing for allegedly helping Mr Berlus- 
coni’s brother, Paolo, to win contracts near 
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N THE face of things, the Mafia is still 

in retreat. Between 1983 and 1993 
several thousand people died in Mafia- 
related incidents in Sicily, butin the late 
1980s hundreds of mafiosi were con- 
victed and put behind bars. An even big- 
ger turning point was reached in 1992, 
when the assassination in separate bomb 
blasts of the bravest and most effective 
anti-Mafia judges, Giovanni Falcone and 
Paolo Borsellino, caused such revulsion 
among ordinary Sicilians that the Mafia 
decided to keep its head down. 

Moreover, in the Tangentopoli revela- 
tions of 1992, the links between the Mafia 
and the Christian Democratic elite, and 
notjustin Sicily, were spectacularly ex- 
posed. In 1996, Giulio Andreotti, a Chris- 
tian Democrat who was seven times 
Italy’s prime minister, was tried for order- 
ing the murder of ajournalist who had 
sought to link him with the Mafia, and for 
his own alleged association with the out- 
fit. Mr Andreotti was acquitted on both 
counts two years ago, but the prosecutors 
have appealed against the acquittal in the 
second Mafia case. 

Allleading anti-Mafia magistrates 
stress the links that existed—and still, to a 
lesser extent, exist—between the outfit 
(Cosa Nostra, or Our Thing, as it calls it- 
self) and influential people all over Italy, 
especially in politics. “The Mafia killsin 
Palermo butinvests in Milan,” says a for- 
mer chief prosecutor of Palermo. A lead- 
ing Palermitan expert on the Mafia says 
that barely a decade ago it held influence 
over—and in many cases controlled—be- 
tween 70 and 80 members of the two leg- 
islatures in Rome. 


Milan for waste-dumps. 

Mr Bassolino, a former trade unionist, 
put in a remarkable performance in Na- 
ples. Few big-city mayors of any political 
stripe managed to force through so liberal 
a raft of reforms. Against the opposition, 
ironically enough, of many on the right, he 
privatised the local airport, sold city bonds 
in the United States, disposed of many as- 
sets owned by the city, opened public con- 
tracts to truly public tenders and 
overhauled the city administration. He 


‘osa Nostra, continued 


e Mafia is trying to regain its political influence of old 





Are they coming back? 


Politicians such as Mr Orlando, Pa- 
lermo’s former mayor, have won elec- 
tions on an anti-Mafia ticket. In 1993, 
Salvatore (“Toto”) Riina, a mafioso on 
whose cheek Mr Andreotti was accused 
of planting a ritual kiss, was sentenced to 
life in prison, after murdering—it is reck- 
oned—at least 78 people. 

Yet Cosa Nostra’s influence is still enor- 
mous, and may be growing again. “Itis 
weaker than it was ten years ago, but 
stronger than four or five years ago,” says 
aleading magistrate. “In certain quarters 
of Palermoitis back in control. People 
who are robbed go to the Mafia, not to the 
police.” The national association of small 


also sold the sellable bits of the Bagnoli 
steel works, outside Naples, a great white 
elephant of the days when the South was 
awarded a host of extravagant projects that 
helped nobody but crooked politicians 
and organised criminals. 

The Cassa per il Mezzogiorno, a state 
money-box that dispensed huge handouts 
to the south, was closed down in 1993, so 
Mr Bassolino, now president of Campa- 
nia, is looking to sources of finance such as 


the £u’s funds for poor regions. He knows >> 


business reckons that 80% of shops in Pa- 
lermo and Catania still pay a pizzo (pro- 
tection money). A document recently 
leaked from the investigating magistrates’ 
department listed more than 300 police, 
politicians and businessmen suspected 
of Mafia links. The Mafia will smirk at Mr 
Orlando’s heavy defeat in last month's 
race for the regional presidency. 

Mr Orlando, like other enemies of the 
Mafia, stresses the importance of “chang- 
ing cultural attitudes”. He is convinced 
that this process is under way, and that 
the Mafia is losing the psychological war. 
Others are less sure, recalling the ambiva- 
lence once expressed by Sicily’s great nov- 
elist, Leonardo Sciascia (1921-89): “It hurts 
when denounce the Mafia because a res- 
idue of Mafia feeling stays inside me, asit 
does in any Sicilian. So in struggling 
against the Mafia struggle against my- 
self. It’s like a split, a laceration.” 

In last May’s election, for the first time 
ever, one group—Mr Berlusconi's co- 
alition—won every single one of the 61 
contested Sicilian seats for both the Sen- 
ate and the lower house of parliamentin 
Rome, with just a handful of seats going 
to the opposition for the minority chosen 
by proportional representation. 

Mr Berlusconi wants a bridge built 
across the Straits of Messina, to connect 
the island to mainland Europe. It would 
be a potent symbol of goodintent, even 
though the Mafia would doubtless get its 
share of the spoils. Buta Roman econo- 
mist dismisses the idea. “Connect the 
south to the rest of Italy? The whole place, 
from Naples down, should be shoved as 
far into the Mediterranean as possible.” 
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Bassolino says Basta! to the state 


> that in a few years’ time, when a clutch of 
East European countries may well have 
joined the £u, there will be little, if any, EU 
cash available for Italy’s south. 

By every standard economic measure, 
Italy’s south is still strikingly less well off 
than the north. But because the purse- 
strings in Rome have been tightened, it can 
no longer depend on a large and cosseted 
public sector to keep its people contented. 
Organised crime—the Camorra in Naples 
and Campania, the 'Ndrangheta in Cala- 
bria, the United Sacred Crown in Apulia 
and the Mafia in Sicily—still deters most 
outside businessmen from trying to set up 
in the south, so the southerners are having 
to search for work elsewhere instead. Be- 
tween the end of the second world war 
and 1970, some 4m southerners out of a 
population of 18m at the time are reckoned 
to have emigrated. 

But since then pockets of enterprise, in 
clusters similar to those in the north-east, 
have sprung up around such places as Bari, 


on the Adriatic, where food-processing is 
doing well, and Matera, in Basilicata, 
where companies such Divani & Divani, 
an outfit that makes sofas, have created a 
dynamic new district. The removal of sub- 
sidies has forced more people into setting 
up on their own. In the past year or so, the 
growth gap between north and south, 
though still yawning, has narrowed alittle. 
Antonella Dodaro owns a chain of sa- 
lami-making factories and a newspaper in 
Cosenza, in Calabria. Her father was killed 
in the1980s when he refused to pay protec- 
tion money. She thinks that simpler laws 
have been helpful to people starting up in 
business. “There is a new approach to 
work,” she says, “and less political patron- 
age. The most important thing is to stop 
throwing money at the south: it’s a ceme- 
tery of never-completed public works.” 
One stunningly successful southern 
entrepreneur, and prototype of the hope- 
ful new south, is Renato Soru, 44, who 
floated his Sardinian-based Internet com- 
pany, Tiscali, on the Milan stock exchange 
two years ago. Since 1999, he has been 
buying large stakes in Internet companies 
in France, Belgium, Switzerland, Germany 
and the Czech Republic. Mr Soru believes 
that the new economy should help tal- 
ented southerners get out from under the 
shadow of welfare dependency and crimi- 
nal coercion. “For a big part of the new 
economy, south and north don’t exist. 
What matters is if your computer connects 
you all right...physical assets are not asim- 
portant as before.” The main thing, he says, 


The missing ingredients 


TALY’S problems come under six main 
headings. To overcome them, it needs to: 
* continue to liberalise its economy; 
e loosen up its labour market; 
* overhaul its welfare system; 
e reconnect the south, not with handouts 
but by continuing to devolve powers to the 


regions; 


¢ bring in constitutional and electoral re- 
forms that will move it towards a bipolar 
system to produce more stable govern- 
ments; and 
e clean up what is still the European Un- 
ion’s most corrupt country. 

Several of these are linked, especially 
the first and the last: a properly functioning 


market is incompatible with corruption. At 
least until the scandal-exposing watershed 
of 1992, the country had neither an open 
economy nor a truly open (ie, uncorrupt) 
political system. Everything was a lottizza- 
zione, a political and therefore also an 
economic carve-up. Now on both scores 
the system is being prised open. 

Mr Berlusconi can start addressing 
many of these problems. He may loosen 
the labour market and sell off the state’s re- 
maining stakes in such huge companies as 
ENI and Enel. He may even get rid of a 
whole lot more state-owned businesses 
and reinvest some of the proceeds, along 
with private money, in the grand infra- 


is deregulation, not privatisation, and he 
thinks it is happening. 

Even Sicily, for centuries a byword for 
bad governance, violence and corruption, 
now offers glimmers of hope. There, too, 
some brave reforming mayors have man- 
aged to imbue their people with some 
civic pride. Palermo’s Mr Orlando made 
valiant efforts to clean up his city and to re- 
duce the Mafia’s dominance. His Sicilian 
Renaissance Institute has enticed some of 
the world’s greatest artists and singers to 
perform in Palermo. 


Sicilicon Valley 

Professor Scapagnini in Catania is now 
urging companies to join the high-tech 
cluster in the city’s business zone centred 
on sT Microelectronics, the world’s sev- 
enth-biggest chip maker. A host of other 
companies have also been attracted to 
Etna Valley, as Sicily’s high-tech area is 
known: Alcatel, Canon, Ericsson, Nokia 
and Omnitel, among some 200 others. 

Mr Berlusconi's own slogan for the 
south is “testa, terra, turismo” (brain, land, 
tourism). His new treasury minister, Mr 
Tremonti, is said to have high hopes for the 
south, but reckons that a lot of its black 
economy will have to become white first. 
And the dynamism of the south should 
not be overrated: many young southern- 
ers are still dependent on welfare. Most of 
them would rather have no job atall than a 
menial one. Menial jobs these days are 
done by immigrants from North Africa, the 
Balkans and farther east. m 


What Italy needs to do to 
become an even better place 


structure schemes he has already her- 
alded, including that bridge to Sicily. He 
may privatise two of the three channels of 
RAI, the state broadcaster, and even divest 
himself of chunks of his own empire to re- 
solve some of those conflicts of interest. 
And he may pass a bill to give the regions 
greater powers, including tax-raising ones, 
though the central government should 
continue to divert extra dollops of revenue 
to the south to alleviate its poverty. 

He may, even more bravely, tackle wel- 
fare and pensions too. Mr Tremonti’s team 
should be working flat out on radical plans 
to encourage people to build up private 
pensions. If Forza Italia can put flesh on its >> 
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> broad idea to get public and private pro- 
viders jointly to offer an improved health 
service, so much the better. The same goes 
for tax-deduction vouchers to widen peo- 
ple’s choice of schools. 

But Italy’s most pressing task is to find 
ways of raising standards of honesty in 
public life. The roots of corruption in Italy 
lie partly in the country’s brief history as a 
state and in the weakness of its institu- 
tions. Italy’s unification, in 1861, was a 
shotgun affair. Most southerners only re- 
luctantly traded their quasi-feudal Bour- 
bon autocracy for rule by people farther 
north with whom they had no affinity and 
little shared history. The south never quite 
accepted the legitimacy of national rule. 
This encouraged the rise of bandit groups, 
such as the Mafia, which interceded be- 
tween people and the state, sometimes 
dominating both. 

The post-war compromise that led to 
patronage and lottizzazione reinforced the 
sense that individuals, families and clans, 
not laws, national institutions or the writ 
of parliament, should be the natural pur- 
veyors of power, wealth, respect and ad- 
vancement. If people owe a collective 
allegiance, it is to town or perhaps region 
rather than to country. That is one obvious 
reason for Italy’s Europhilia: for most Ital- 
ians, shifting allegiance from Rome to 
Brussels is no great emotional wrench. 

Many businessmen, especially youn- 
ger ones, loathe the country’s reputation 
for sleaze, want to do something about it, 
and try hard to avoid palm-greasing and 
political patronage. But too many Italians 
still think the law is something to be got 
round or ignored, that people who pay all 
their taxes are fools, that bribery is a nor- 
mal way of life. “We have a different way 
of doing things,” is a commonly heard re- 
frain. Besides, many argue, Italy is not so 
odd: Germany, France and Britain have all 
recently had sleaze scandals. 

Yet Italian corruption has been on quite 
another scale. For example, Duilio Poggio- 
lini, then head of the health ministry’s 
pharmaceuticals department, was discov- 
ered in 1992 to have salted away no less 
than $130m in bribes. Sergio Cusani, a 
once-lauded businessman, dished out 
some $90m to grease the palms of people 
such as Mr Craxi. Magistrates in the early 
1990s issued 619 requests to lift immunity 
on members of parliament, of whom 319 
were investigated for corruption. Of the 
2,500 or so top people investigated in that 
period, more than 500 were convicted. 

Sadly, less than a decade later, popular 
indignation has waned. Big businessmen 


Network maintenance 


found guilty back in the early 1990s of 
such crimes as tax fraud and bribing politi- 
cians still chair leading companies—un- 
thinkable elsewhere in the EU. Numerous 
supposedly shamed politicians, including 
Mr Andreotti, were still on the hustings (or 
at least on party lists) last May, many of 
them winning seats. Lots of people think 
Mr Berlusconi “only did what everyone 
else did”. 


Invisible networks 

Patronage still drives politics and public 
life. In the old system of lottizzazione, 
many correspondents’ jobs in RAI, for in- 
stance, were dished out according to party 
labels; so were thousands of other public 
appointments. Much of this system lin- 
gers. Italy, in the words of a top Turinese 
economist, is “still dominated by invisible 


Offer to readers 

Reprints of this survey are available ata price of £2in 
Britain and £2.50 elsewhere. A minimum order of five 
copies is required, Please send your order with pre- 
payment by cheque to: 

The Economist Shop 

15 Regent Street 

London swiy 4LR 

Tel +44 (0)20 7839 1937 


orfax credit card orders on 
+44 (0)20 7839 1921 


ore-mail 
shop@economist.com 


Corporate offer 

For corporate orders of 500 or more and customisation 
options, please contact the Corgorate Sales Team on: 
Tel+44 (0)20 7830 7000 

Fax +44 (0)20 7495 8167 

ore-mail 

Corporatesales@economist.com 


The Economist July 7th 2001 





networks”. If a politician approaches 
someone with an idea or a journalist 
makes an inquiry, the first unspoken reac- 
tion is invariably “Qui ti manda? Who sent 
you?” If an investigation reveals a mis- 
deed, most Italians still assume someone 
is “behind” the exposure. Too many Italian 
journalists are scratching backs—and hav- 
ing theirs scratched in turn. No wonder the 
foreign press is taken so seriously. 

Despite those failings, Italy is still one of 
the world’s most dynamic, enjoyable and 
in many ways admirable countries. Both 
in politics and in business, itis less corrupt 
and more open than it was. But it will not 
catch up with its richer rivals, or be taken 
entirely seriously by other countries, until 
it has cleaned itself up a lot more. Oddly 
enough, it is on that score, among others, 
that Mr Berlusconi will be judged. m 


Future su 

Countries and regions 
Russia July 21st 
Poland October 27th 
America November 17th 


Business 
Mobile Internet October 13th 
European business and the euro December 1st 


Finance and economics 
World economy September 29th 


Science, technology and ideas 

Illegal drugs July 28th 
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A full list of previous and future surveys can be found 
on our website at www.economist.com/surveys 





>Number one in Italian Investment : 
If you're aiming high, choose UBM.<. 





>In the first year of its life UBM managed to get straight to the top of its sector: in 2000 
it fared better than any other italian competitor for revenue generation and profitability. 
It grew solidly and consistently in fixed income and equity capital markets. It established 
itself as the top player in corporate and retail derivatives. it began to emerge as one of the 
leading Italian houses in corporate finance. 
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Northern Ireland 


Will peace go down with Trimble? 


BELFAST 


The crisis is serious, but there may just be a way out 


HE IRA refuses to move towards de- 

commissioning its weapons; the Good 
Friday Agreement teeters on the brink of 
collapse; the British and Irish governments 
are in feverish conclave in a bid to stitch to- 
gether a last-minute rescue plan. This has 
happened at least three times since a peace 
agreement was signed in April 1998 open- 
ing the way for power-sharing in Northern 
Ireland. Each time the Irish and British 
prime ministers, Bertie Ahern and Tony 
Blair, have managed to bring things back 
from the edge and the peace process has 
stumbled on until the next crisis. 

This time it could be different. What 
makes this problem a crisis is the pledge 
that the Ulster Unionist leader, David 
Trimble, made before the general election 
to resign as first minister of the devolved 
Assembly on July ist, unless the rr hon- 
oured a year-old promise to start “putting 
its weapons beyond use”, as the curious 
language of Irish peacemaking puts it. The 
IRA ignored his deadline so Mr Trimble’s 
resignation came into effect. 

Mr Trimble has done the local equiva- 
lent of going to Def Con 2—not quite time 
for the missile to launch, but almost. Mr 
Trimble’s successor, who could be himself, 
must be chosen by the Assembly within 
six weeks or fresh elections must be held. 
After that, no one can stop the rocket. 

In practice, the deadline may be even 


closer. Both prime ministers have a full di- 
ary after July 15th—Mr Blair at a G8 meet- 
ing and Mr Ahern on a trip to South Amer- 
ica. After that the summer holidays 
beckon, so most participants have set the 
weekend of July 14th-15th as the effective 
deadline for a deal. 

In one sense the portents are not good, 
especially on the Unionist side. Mr Trim- 
ble is weaker now than at any point since 
the peace process began to get serious. He 
has just emerged from a disastrous general 
election which saw the rival Democratic 
Unionist Party (pup) led by Ian Paisley 
take three seats from him. Inside his party 
the vultures are circling. 

This crisis is also happening at the 
worst time of year, when Protestant 
Orange Order marches through Catholic 
districts threaten to inject street violence 
into an already unstable situation. Fresh 
elections to the Assembly in these circum- 
stances would almost certainly strengthen 
the pup further. 

The last time the peace process faced 
such a crisis Peter Mandelson, the former 
Northern Ireland minister, stepped in to 
save Mr Trimble. The Good Friday Agree- 
ment was suspended until another deal 
could be put together. This time Mr Man- 
delson’s successor, John Reid, has stayed 
his hand, showing a hesitancy that sug- 
gests that the British government may not 
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have written off the Good Friday Agree- 
ment, whatever Mr Trimble’s ultimate fate. 

The reason is that since his bad elec- 
tion, Mr Trimble has been obliged to in- 
clude in his negotiating team one of his 
leading critics, the Mp for Lagan Valley, Jef- 
frey Donaldson. Although a strong oppo- 
nent of the deal in the past, these days Mr 
Donaldson is doing little to discourage the 
view that he would really like to see it sur- 
vive and even become a member of the 
power-sharing administration—but only if 
the RA deals with its weapons. 

Mr Donaldson was a member of Mr 
Trimble’s team when the Good Friday 
Agreement was negotiated, but he broke 
with his leader over the lack of any specific 
language committing the IRA to dispose of 
its weapons. His role now means that any 
deal Mr Trimble brokers must pass the Do- 
naldson test. The Unionist leader has, in ef- 
fect, already handed the reins of power to 
his rival. 

This turn of events has opened up an 
encouraging possibility. The scenario goes 
like this: a deal is put together which 
passes the Donaldson test; Mr Trimble 
quits as party boss and Mr Donaldson 
takes over; a stronger figure than Mr Trim- 
ble, Mr Donaldson restores some of his 
party’s natural vigour; the Good Friday 
Agreement stabilises. 

Whether this can happen is in the 
hands not of the British and Irish leaders 
but of the seven men who sit on the IRA’s 
Army Council. As it happens, conditions 
could not be better for a major move on de- 
commissioning. Sinn Fein had a splendid 
general election, doubling to four its com- 
plement of Westminster mPs and overtak- 
ing, earlier than most had expected, the 
moderate Social Democratic and Labour 
Party (SDLP). The party is now well placed » 
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> to win seats in the Irish parliament in Dub- 
lin and could even enter a coalition gov- 
ernment after the next Irish general elec- 
tion, scheduled to happen in the next six or 
nine months. The peace process in the 
north is enormously popular with south- 
ern voters. If it collapsed and republican 
stubbornness were held responsible, the 
party might lose its best chance to enter 
government in Dublin. 

The stakes are as high for the republi- 
cans north of the border. Fresh elections to 
the Belfast Assembly must be held in 2003 
and if Sinn Fein’s recent performance is re- 
peated then it will be Martin McGuinness 
or even Gerry Adams who will step into 
the deputy first minister’s office next time, 
not the sDLP’s Seamus Mallon. If the deal 
collapses, that will not happen. 

Each crisis in the peace process has 
been overcome because all its participants 
want it to survive. Power is intoxicating 
even for extremists. As they prepare for 
what could be the most crucial talks yet in 
the Irish peace process, Messrs Blair and 
Ahern will be hoping that the bleak pros- 
pect of direct rule from London will con- 
centrate minds. = 


Anti-British riot in Cyprus 


Matsakis and the 
mast 


NICOSIA 
Angry Cypriots threaten Britain's 
Middle East intelligence-gathering 


ARIOS MATSAKIS, a Greek-Cypriot, 

British-trained physician (his speci- 
ality is carrying out post-mortems) who is 
also a parliamentary deputy, has strong 
views about the new communications an- 
tenna planned to go up at RAF Akrotiri, 
one of two British military bases on Cy- 
prus. He calls it “satanic”, saying it poses a 
health hazard for local residents and will 
cause environmental damage because ra- 
diation from it will threaten birds and 
plants at a nearby salt lake. 

On July 2nd, Mr Matsakis climbed an 
existing 58-metre (63-yard) mast on the Ak- 
rotiri base and sat aloft for six hours. The 
next day, when he returned to continue 
the protest, he and a television camera- 
man were arrested by Greek-Cypriot po- 
lice. The two were quickly freed when a 
crowd of angry Greek-Cypriots turned up 
at the Akrotiri police station. Nevertheless, 
the incident turned into an anti-British 
riot. The demonstrators threw stones, cab- 
bages and ripe melons, and set fire to cars, 
while about 200 soldiers and police in riot 
gear fired tear gas and water cannon. 
About 40 people were injured, most of 
them Greek-Cypriot police, but five sol- 
diers from the King’s Own Border Regi- 





Pass the cabbages 


ment were among them. The police station 
was trashed. Around C£400,000-worth 
($590,000) of damage was done. 

The two bases, 99 square miles (256 sq 
km) of sovereign British territory under 
the 1960 independence agreement with 
Cyprus, are an important part of Britain's 
defence-communications network. The 
new 190-metre antenna will help keep 
Britain in the front rank of Middle East 
intelligence-gathering, and entitled, in ex- 
change, to a fair whack of information 
from America. Construction of the anten- 
na site has started, and the mast is due to 
be mounted in two years’ time and to start 
operating in 2004. Britain says it won't op- 
erate the antenna if emissions tests iden- 
tify a health risk. Greek-Cypriots say the 
tests should take place before it goes up. 

Glafcos Clerides, Cyprus’s president, 
was quick to criticise Mr Matsakis for tak- 
ing the law into his own hands. His right- 
wing government will do its best to resolve 
the dispute amicably. The Greek-Cypriots 
are entering a critical stage of negotiations 
to join the European Union in the first 
wave of enlargements, and they need all 
the help they can get. They will have no 
difficulty meeting all the economic re- 
quirements, probably in 2001. But there is 
no guarantee that they will be allowed to 
join without a political settlement with 
the Turkish-Cypriots who run their own— 
internationally unrecognised—state in the 
north of the island, and who say they 
don’t want to join Europe until Turkey is al- 
lowed in, too. 

After almost 27 years of acrimonious 
division, it may be too much to hope for 
any kind of formal re-unification. But a lot 
of weighty Eu types, including France, 
Germany and the Netherlands, are reluc- 
tant to accept a divided state as a new 
member. So Mr Clerides can’t afford to risk 
losing British backing for Cyprus’s acces- 
sion bid. Even if it means putting up with 
more trouble from Mr Matsakis and his 
green supporters. W 


Wimbledon 


Fault! 


Wimbledon bats away sponsorship. 
That serves nobody 


HE British like grumbling, and they like 

tennis too. Wimbledon fortnight pro- 
vides them with the perfect opportunity 
for both. Despite Tim Henman’s sterling 
performance, bickering about the medioc- 
rity of British players has been as vicious 
as ever. Last week John Crowther, who 
heads the Lawn Tennis Association (LTA), 
which governs tennis in Britain, called the 
results of British tennis players “absolutely 
pathetic”. But what is less often suggested 
is that Wimbledon, which is run by the All 
England Lawn Tennis Club (AELTO), is it- 
self underperforming. 

Wimbledon has made an annual profit 
of around £30m ($42.2m) for several years. 
Oliver & Ohlbaum Associates, a media 
and sports consultancy, estimates that 
Wimbledon reaps £10m each year from 
sponsorship by companies such as IBM 
and Rolex. Compare that with the us 
Open tennis tournament, which has simi- 
lar audience figures but now earns $118m 
(£84m) from sponsors (see chart). Given 
the size of its audience, Wimbledon could 
probably earn £50m more from sponsors. 

That it does not is no accident: it is the 
deliberate choice of the AELTC. “We could 
do a lot of things in the short term,” says 
Robert McCowen, who is the club’s mar- 
keting director. But in the long term, he 
says, “the unique character of the event” 
might be damaged. “We're not just there to 
make financial income,” he explains. Few 
at Wimbledon would follow the example 
of Australia, which proudly opened its 
new Vodafone Arena last year. But some 
types of sponsorship are more discreet 
than others. Affinity branding, for exam- 
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>bledon brand on their products, would 
hardly damage the event's character. 

The lack of advertising at Wimbledon 
may not even be beneficial. Mark Oliver, 
of Oliver & Ohlbaum Associates, thinks it 
“reinforces an exclusive image of tennis, 
which affirms it as a middle-class sport for 
middle-class people.” British tennis won't 
recruit young talent from across the coun- 
try if Wimbledon appeals to a minority. 





Public relations 
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Mr McCowen does not deny that he 
could increase profits, but he claims that 
by keeping Wimbledon uncommercial, he 
is acting “in the public’s best interests”. But 
the public wants to see better British tennis 
players. The fear of tawdry commerce ig- 
nores their priorities. Since Wimbledon’s 
profit goes to the LTA to improve British 
tennis, more profit would probably mean 
better tennis. m 





PR man in father-in-law slur shock 


Matthew Freud is not just a consummate networker: he has helped change the 


nature of celebrity in Britain 


N 1994, Matthew Freud sold his public- 

relations company, Freud Communica- 
tions, to Abbot Mead Vickers, an advertis- 
ing agency, for £10m. On July ist this year, 
he bought it back for £10m ($14m). That 
says less about the company’s potential 
than about the bargaining power of Mr 
Freud, who is the king-pin of Britain’s ce- 
lebrity public-relations business. 

Mr Freud's success is partly the result of 
the increasing size and silliness of the me- 
dia business. When Mr Freud, a 37-year- 
old great-grandson of Sigmund Freud, 
started his company in 1985 with £250, the 
media business was relatively small and 
serious. Since then, the volume of news- 
print has increased hugely, commercial ra- 
dio stations have proliferated, pay-rv has 
multiplied the amount of television air- 
time that needs filling, and all these outlets 
have travelled relentlessly downmarket. 
British national newspapers are more 
plentiful, more competitive and more friv- 
olous than those anywhere else in the 
world, so the demand for the stuff that Mr 
Freud peddles is commensurately large. 

Unlike Max Clifford—a publicist who 
specialises in tabloid exposés of public fig- 
ures—Freud Communications, whose 
turnover reached £6.7m last year, derives 
its income from its clients, rather than from 
selling stories to newspapers. Among 
those clients are Chris Evans, a disc jockey, 
Geri Halliwell, a pop star, and Steve Coo- 
gan, a comedian. 

Mr Freud's legendary networking abili- 
ties have enabled him to bring off numer- 
ous PR coups, for instance Miss Halliwell’s 
endorsement of the Labour Party before 
the general election. Mr Freud had met the 
Blairs through his old friend, the former 
Northern Ireland secretary, Peter Mandel- 


Correction In our story on low-cost airlines (June 
30th), we said that Buzz flew from Stansted to 
Amsterdam. It doesn’t. And the chart should have been 
attributed to the Civil Aviation Authority, not the 
British Airports Authority. 
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Murdoch and Freud, celebrity partnership 


son. Miss Halliwell, a former Thatcherite, 
was persuaded to renounce her previous 
political beliefs. Whether the endorse- 
ment did the Labour Party any good is de- 
batable; but for Miss Halliwell, who had 
an album to plug, it was just fine. 

But contacts are not enough: it’s what 
you do with them. Mr Freud is recognised 
as the best in the business at turning celeb- 
rity into cash by bringing together the in- 
terests of the media and the consumer- 
goods industry. He persuades a brand to 
buy into what he calls the “equity” of a ce- 
lebrity’s fame, then obtains editorial expo- 
sure for both the brand and the celebrity. It 
is a neat arrangement that Mr Freud first 
put into practice in 1992 when he organ- 
ised the publicity surrounding the London 
opening of a hamburger restaurant, Planet 
Hollywood—using the presence of Holly- 
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wood stars like Sylvester Stallone, Bruce 
Willis and Eddie Murphy to help shift mer- 
chandise. As Mr Freud once pointed out: 
“It was the ultimate transfer of celebrity 
equity into a T-shirt.” 

Last month, Cat Deeley, a 24-year-old 
British television presenter, featured in 
Hello! and OK magazines, five tabloid 
newspapers—including two covers—as 
well as the cover of the Sunday Times style 
section, wielding the new Braun Oral-B 
3-D Excel electric toothbrush in every pho- 
tograph. Mr Freud negotiated Miss Dee- 
ley’s contract with Oral-B. 

Such is the demand for celebrities, 
these days, that there is business for the PR 
men even at humbler levels. Hello!, a ce- 
lebrity magazine that pays big stars up to 
£500,000 to show readers their “beauti- 
ful” homes, will fork out £10,000 for an in- 
terview with an evicted housemate from 
the reality programme, “Big Brother”. 

Fame is capital for Mr Freud's clients; 
and ensuring that the stars’ capital does 
not erode is a delicate business, given the 
celebrity appetite for self-destruction. Ac- 
cording to Digon Freeman, an editor on PR 
Weekly, Mr Freud controls what parties 
Miss Halliwell attends, what she wears— 
even with whom she has lunch. 

“It’s all about publicists reinvigorating 
careers with carefully orchestrated appear- 
ances until the celebrity ends up opening 
the local branch of Tesco,” says Nicholas 
Coleridge, a journalist and author who is 
now managing director of Condé Nast 
Magazines in Europe. When their careers 
start to falter, celebrities can make some 
mileage out of their personal lives. Even a 
spell in The Priory, a drugs-and-drink re- 
habilitation clinic favoured by stars, now 
begins and ends with a press conference, 
Eager to cash in on all the publicity, The 
Priory employs its own publicist. 

The rehab story, though, is usually a 
sign that a star is spending the last vestiges 
of their capital. Mr Freud is always con- 
scious of the need to reinvest. We will not, 
apparently, be reading much about Miss 
Halliwell over the next six months: “I’m 
trying to build up her equity bank,” says 
Mr Freud. But there is an irony in Mr 
Freud’s careful conservation of the capital 
of individual stars. Celebrity as a whole 
has been devalued, and Mr Freud, as he 
admits, has played a part in that process. 
“With very few exceptions, the famous are 
no longer interesting.” 

This week the limelight has turned on 
Mr Freud, for an interview he has given to 
Vanity Fair magazine in which he casts as- 
persions on the attitude of his prospective 
father-in-law, Rupert Murdoch, to women. 
Mr Murdoch owns the Sun and the News 
of the World, two tabloid newspapers that 
are crucial to Mr Freud’s business. Perhaps 
Mr Freud is better at managing others’ 
public relations than he is at looking after 
his own. m 
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‘Kenneth Clarke’s bid to lead the Tories cannot avoid a certain four-letter word 








T THE private schools where many were educated, most Con- 
servative MPs will have taken part in a balloon debate. This 
~-will help them understand how their party intends to select its 
new leader in the coming weeks. From next Tuesday, and on 
subsequent Thursdays and Tuesdays, the Conservatives who 
were elected to Parliament last month will be invited to vote se- 
cretly for one of the five candidates. After each ballot, the candi- 
date with the lowest score will be thrown out of the balloon. 
When two are left, their names will go to local associations, so 
that party members can choose between them. 

This is not how Conservatives have traditionally chosen a 
leader. William Hague, who was elected by mrs alone, changed 
the rules to make them more “democratic”~-meaning that he 
-hoped in this way to make his own job more secure. Instead of 
that, the new rules have created an oddity in the quest for his 
successor. Of the five candidates, only two—Michael Portillo and 
Kenneth Clarke—inspire confidence in their chances of leading 
the Conservatives back to power. But Conservative Party mem- 
bers are dubious about Mr Portillo and Conservative members 
of Parliament are dubious about Mr Clarke. This makes it possi- 
ble that the mrs will prevent Mr Clarke’s name from appearing 
on the final ballot, and that party members will then choose 
whoever else ends up as the alternative to Mr Portillo. As in the 
case of John Major and Mr Hague, the Tories could end up with 
a leader whose chief virtue is who he is not, instead of who he 
is. Mr Clarke’s supporters are especially indignant at the thought 
that their man, the one most ordinary party members are 
thought to want, might not make it to the final ballot. It seems 
like madness. But there is method in it. 

Many of the differences between Mr Clarke and Mr Portillo 
boil down to style. Mr Clarke is a “bloke”: a stranger to affecta- 
tion who is at ease with himself, his pint, his paunch, his rum- 
pled suit and his well-worn beliefs. If he became Conservative 
leader, he could offer a safe pair of hands for voters to turn to if 
they tire of Tony Blair's tricksy ways and Labour's unfulfilled 
promises on public services. Mr Portillo is a rummer cove: a bit 
of a dandy, a bit exotic, a bit Spanish, exquisitely aware of the 
impression he makes on those around him, a man who since 
confessing to a gay past has embarked publicly on a journey of 
rediscovery whose destination is not yet known. Mr Portillo 








cannot offer a safe pair of hands but he can claim to be interest- 
ing. He could look for new ideas, invent new issues, try to play 
Disraeli to Mr Blair's Gladstone. Neither approach guarantees a 
Conservative return to power but both are plausible. 

There is, however, a problem that both men share. For differ- 
ent reasons, each needs to nudge the party in a direction it 
would prefer not to go in. Mr Portillo wants to make Conserva- 
tives more socially progressive than they feel. This makes him 
more popular in Parliament than he is out in the constituencies, 
where the average Conservative is for some reason inclined to 
be conservative. Mr Clarke’s enthusiasm for the euro requires 
him to make Conservatives friendlier than they feel to the Euro- 
pean Union. This makes him less popular among Conservative 
MPs, most of whom see defending Britain from the Eu as the 
one powerful idea that still separates their party from Mr Blair’s. 


Euro-obsession disorder 

So far, Mr Clarke has tried to solve his problem by changing the 
subject and urging his party to do so too. He said last week that 
talking obsessively about the euro was one of the things that put 
voters off the Conservatives in last month’s general election. By 
this week he had followed his own advice and come up with 
something completely different to talk about. The something 
else turned out to be a plan to breathe life back into a Parliament 
that he accuses Mr Blair of suffocating. If he were prime minis- 
ter, Mr Clarke says, he would submit himself to regular interro- 
gation by a committee of senior backbenchers, give select 
committees sharper teeth, allow debates to become more topi- 
cal, press for a partly elected upper chamber, and so forth. 

These are worthy ideas. But they are hardly unfamiliar to the 
small body of people who take a professional interest in par- 
liamentary procedures. And although voters may not have 
cared much for the priority that Mr Hague gave in the last gen- 
eral election to “saving the pound”, they will care even less in 
the next one about Mr Clarke's interesting plan to reform select 
committees. Mr Clarke presumably hopes that by promising 
more power to MPs he will persuade a few more of them to vote 
for him in the balloon debate. Fat chance. For all his attempts to 
change the subject, the unalterable fact is that Europe is the issue 
on which his leadership bid will stand or fall. 

And rightly so. If the Conservatives were to make a kindred 
spirit leader of the opposition, they will make Mr Blair happier 
to risk an early referendum on joining the euro. This would be a 
pity. The economic benefits of membership still look marginal, 
and the Eu’s constitutional future will be uncertain until the in- 
tergovernmental conference due in 2004. In the meantime, it 
would be good for British democracy to have an opposition that 
was at least mildly Eurosceptical; and it would probably be in 
the Conservatives’ interests too. A group of Mps who have just 
been elected shouting from their soapboxes about the perils of 
the Eu, and who believed some of the things they said, may not 
find it profitable to perform a u-turn the morning after. 

If Mr Clarke can talk them round, so be it. If he fails, it is just 
as well that his name cannot go to the local members who like 
him better: no leader who is imposed by the grassroots on his 
own ps can be a successful one, no matter what a sound bloke 
he is. The question will then become whether Mr Portillo, sup- 
posedly the darling of the mps, can convince the grassroots that 
after his personal odyssey he is still enough of a Conservative to 
lead their tribe. But that is a story for later. @ 
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Airline industry 
Grounded again 





Falling traffic, rising losses, striking pilots, failed mergers. Some everyday problems 


for the world’s airlines 


AE ER a long and comfortable period of 
growing by 5% a year, which was 
faster than Gpp in all its main markets, air 
travel is starting to show its age. Figures for 
Europe and America fell by about 2% in 
May, year-on-year. In America, traffic has 
grown more slowly than Gpr in eight out 
of the past13 quarters. The last time the air- 
line industry stalled, it suffered horren- 
dously because of the combination of re- 
cession and the Gulf war, which scared 
away many travellers. The current crunch, 
like the last one, has also come at a bad 
time for the world’s airlines. All sorts of 
other forces are buffeting an industry that 
lives on the edge of instability. 

Start with poor results. This week, 
KLM’s shares fell by 5% after it gave a warn- 
ing that its first-quarter profit would be 
“substantially” below that of last year. In 
America, only Southwest Airlines and 
Continental stayed in profit in the first 
quarter of this year (admittedly, always a 
slack period for airlines). In Europe, Air 
France, Lufthansa and British Airways are 
all now making losses. On July 4th, BA re- 
ported a fall in traffic for the second month 
in a row, though the rate of decline was a 
little less precipitous: 8.9%, instead of 
May's 14.6%. In another sign of the times, 
United Airlines this week cut its dividend 
by 84% because the tough times of the first 


quarter carried through to the second and 
are eating into profits. 

United’s woes illustrate the wider pic- 
ture of a beleaguered industry thatis strug- 
gling to consolidate and to become more 
global. This week, the airline confirmed 
that itis in discussions about how to scrap 
its agreed takeover of Us Airways, an- 
nounced in May last year. This was to have 
been the capstone of United's strategy, 
making it at a stroke the biggest airline in 
the world and the one with the most pow- 
erful network in America. Unfortunately 
for the airline, the plan raised serious com- 
petition worries. For instance, the com- 
bined airlines would have had more than 
50% of the market on 20 of the busiest 
American routes. 

Faced with mounting opposition and 
the likelihood of being blocked by the De- 
partment of Justice, United and us Air- 
ways had no choice but to give up their 
grand dream. The only comfort is that they 
will be spared the job of integrating their 
operations in a downturn or recession. 
Nevertheless, United has to stand by and 
watch its arch-rival, American Airlines 
(aa), become the world’s biggest carrier 
after its unchallenged acquisition of trou- 
bled twa earlier this year. 

Another merger that has gone sour is 
Swissair’s flirtation with Belgium's Sa- 


Business The Economist Ju 59 





Also in this section 
60 Air-travel complaints 
60 GE/Honeywell 
61 Price-fixing in the tobacco industry 
63 The Microsoft trial 
64 Bidding for Montedison 
64 More dirt at Gazprom 
65 Face value: the EU’s Mario Monti 














bena, in which it has a 49.5% stake. Swis- 
sair has crushing problems of its own. Not 
surprisingly, itis unwilling to pour in more 
money unless the Belgian government 
contributes some, and unless there are big 
job cuts to stem Sabena’s losses. Furious 
Sabena workers blocked a runway to pre- 
vent a Swissair flight from taking off from 
Brussels on July 3rd. Now the Belgian gov- 
ernment says it will pursue Swissair in 
court for welshing on an agreement to take 
its stake to 85%. 

Despite these failed marriages, there 
are signs of some more consolidation in fu- 
ture. Air France and Alitalia agreed at the 
end of June to form an operating alliance 
that could lead them to take equity stakes 
in each other. This follows Alitalia’s failure 
to woo KLM. And Ba has high hopes thatit 
can re-launch its so-called “virtual” merger 
with aa, which stalled when European 
Union regulators raised objections. 


Pilots of the world unite 

On top of these various woes, the airline 
companies must also cope with a rash of 
strikes and threats of strikes, which is af- 
fecting airlines in Asia as well as in Europe 
and America. Pilots are particularly dis- 
gruntled. The latest wave of trouble started 
last summer when United's pilots won 
pay increases of around 24%, followed by 
their colleagues at Delta Air Lines. Pilots at 
Hong Kong's Cathay Pacific are on a go- 
slow; Iberia’s down joysticks every other 
day; and Lufthansa’s were doing likewise 
until last month when an outside media- 
tor gave them most of the huge rise that 
they wanted. Lufthansa’s pilots were seek- 
ing parity with their colleagues in the Ger- 
man airline's American alliance partner, 
the open-handed United. 


ar 
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> The world’s biggest airlines have 
flocked together in three main alliance 
groups, known as Star Alliance (United, 
Lufthansa, Singapore and ten others), One- 
world (led by BA, AA and Cathay Pacific), 
and Skyteam (Delta, Air France and Korean 
Air among others). These joint marketing 
arrangements have allowed airlines to 
boost revenues by cross-selling each 
other's flights. But none has really made 
much headway in cutting costs. 

The pilots are much better organised. 
They have formed associations for each of 
the big three alliances. The Star one is 
called—wait for it—-asap (Association of 
Star Alliance Pilots). Aptly, its members 
have wasted no time in getting down to the 
gritty business of swapping notes on pay 
and conditions, and comparing negotiat- 
ing tactics. 

Pilots had feared that the alliance air- 
lines would draft in pilots from partners in 
lower-wage economies, as already hap- 
pens with cabin attendants. Instead, the 
pilots have sought to level up to American 
salaries. John Lindquist of the Boston Con- 
sulting Group, the author of a new bench- 
marking study on alliances, reckons the 
airlines risk losing more money from this 
sort of pilot activism than they could ever 
recoup in back-office cost savings. 

All this labour trouble comes at an awk- 
ward time for the airlines. Pilots are after a 
share of the fat profits that their carriers 
have made in recent years. The trouble is 
that huge pay rises are increasing costs just 
as the industry goes into a cyclical down- 
turn and profits melt away. Moreover, big 
pay rises for pilots make humbler airline 
workers keen to get more than the modest 
rises they normally win. In the meantime 
they become surly because they feel they 
are exploited. And surly is not good in a 
service industry. 

For some airlines, the wage rises have 
already become painful. Chris Tarry, avia- 
tion analyst at Commerzbank in London, 
has calculated that the increase of $129m 
in Aa’s labour costs in the first quarter of 
this year is equivalent to a massive 61% of 
the profit it made in the same quarter the 
year before, and therefore a big factor in 
the airline’s swing into loss this year. 

For years the industry’s leaders thought 
that their salvation in an increasingly de- 
regulated world would be consolidation, 
through mergers where allowed, and alli- 
ances where not. That may yet be true. But 
the history of alliances has been disap- 
pointing, with much partner-swapping 
and one whole grouping—with Swissair at 
its centre—falling apart a few years ago. 
Even when they involve cross-sharehold- 
ings, alliances can be unstable. Mean- 
while, the failure of the United and Swis- 
sair initiatives suggests that full-blown 
mergers are a dead end for now. If there is 
an easy way out of the industry’s current 
troubles, itis well hidden. = 


Air travel 


Moan, moan, moan 


BALTIMORE 
Everybody’s doingit 


F YOU were among the 610m passen- 

gers who travelled by air in the United 
States last year, you probably have 
something to complain about. Record 
numbers of flights were delayed, can- 
celled or oversold. Needless to say, noth- 
ing has changed. But now you can 
grumble publicly. 

Complaining online is particularly 
popular. “The airlines have spawned an 
industry,” says Joe Brancatelli of BizTra- 
vel.com. There is now ample opportu- 
nity for disgruntled passengers to, as he 
says, “be your own Don Quixote”. Pas- 
sengerRights.com and AirTravelCom- 
plaints.com are devoted to griping about 
airlines. Planetfeedback.com, BitchA- 
boutlt.com and ScrewedCentral.com 
also feature air travel prominently. And 
then there are websites launched by 
individual travellers with a bone to pick, 
such as AmericanAirlinesSucks.org. 
Other sites aim to cash in on complain- 
ing: TravelProblems.com offers a $30- 
per-claim “Complaint Management Ser- 
vice”, which attempts to negotiate 
compensation for dissatisfied flyers. 

Radio and television programmes 
increasingly chronicle passengers’ horror 
stories. Half the stories by the travel edi- 
tor on NBC’s “Today Show” are based 
upon complaints, mostly about the air- 
lines. Public Radio International has a 
“Savvy Traveller” slot, featuring com- 
plaints from the public, travel journalists 
and even public officials. Earlier this 
year, Senator Harry Reid of Nevada 
spoke on the programme about a bill he 


GE/Honeywell 
Engine failure 


PARIS 
How the Americans helped block GE’s 
merger with Honeywell 


HEN he proudly announced the in- 

tended $42 billion merger of General 
Electric (Gz) and Honeywell last October, 
Jack Welch, Ge’s chairman, made two seri- 
ous errors of judgment. First, he underesti- 
mated the risk that regulators might balk at 
such a powerful combination. Ironically, it 
was the European Commission’s antitrust 
team led by Mario Monti that eventually 
derailed the all-American transaction. On 
July 3rd, Mr Monti confirmed that he 
would not allow the deal to proceed, an 








A bunch of Don Quixotes 


had introduced, the Air Travellers’ Fair 
Treatment Act. The same week, another 
senator, Ron Wyden of Oregon, reintro- 
duced his idea for a Passenger Bill Of 
Rights, proof that politicians see public 
complaints as popular issues. 

All this grumbling might have more 
effect if it were more carefully moni- 
tored. Though thousands of complaints 
are lodged on various websites and 
through the media, they are not properly 
counted. The Department of Transporta- 
tion, which officially records complaints 
against airlines, reports that they rose by 
25% last year. Yet it documented a total 
of only 9,606 complaints. 

In the end, much of the frustration 
vented against airlines may be more 
therapeutic than effective. Still, it makes 
for good reading. “There is almost some- 
thing pornographic about travel-com- 
plaint websites,” says one travel writer. 
“It’s like the letters section of Playboy: 
they may not have really happened, but 
the stories are entertaining.” 


outcome that had appeared increasingly 
likely in recent weeks. 

Mr Welch’s second error was to quip 
that it would be his “neck on the line” if he 
failed to pull off the merger. He postponed 
his retirement by eight months as a condi- 
tion for winning Honeywell's approval of 
his last-minute trumping of a bid from Un- 
ited Technologies (UTC), another Ameri- 
can electronics and engineering group. But 
with the merger blocked, Mr Welch can 
simply retire as planned. It turns out that 
Michael Bonsignore, Honeywell’s chair- 
man and chief executive, was really the Y^ 
boss in danger. After Mr Monti’s an- 
nouncement, Honeywell immediately re- 
placed him with Larry Bossidy, a former 
GE manager and boss of Allied Signal, 
which Honeywell acquired in 1999. 

In effect, Mr Bonsignore was punished 
for GE's failure to clinch the deal. But there 
is little doubt that Honeywell is in worse »» 





> shape than if it had taken the less ambi- 
tious option of merging with utc. Its main 
avionics business has suffered the double 
blow of slumping orders caused by econ- 
omic downturn and operational difficul- 
ties exacerbated by the attention given to 
the merger. Mr Bossidy’s first act was to is- 
sue a profits warning: Honeywell expects 
to miss its second-quarter forecast and is 
gloomy about the rest of this year. Its 
shares have slumped. 

Honeywell could sue Ge on the 
grounds that its suitor did not use the re- 
quired “best efforts” to gain regulatory ap- 
proval for the merger. But that seems un- 
likely. GE scrambled hard in recent weeks 
to win approval in Europe, but would not 
budge on central issues that would have 
undermined the economic case for the 
deal. On June 29th Mr Bonsignore wrote 
an open letter to Mr Welch offering to drop 
Honeywell's price to soothe some of GE's 
concerns. Mr Welch’s response, also pub- 
lic, was politely withering. 

Besides, GE also emerges from the de- 
bacle in a tricky position that will require 
careful tactics from Jeffrey Immelt, Mr 
Welch’s successor. Mr Monti stated bluntly 
that Ge and its aircraft-leasing arm, GE- 
CAS, already have a “dominant position” 
in some markets for jet engines. That find- 
ing opens the way for competitors to harry 
the conglomerate in future through con- 
ventional competition agencies. Even if it 
appeals, as it can, GE is likely to be stuck 
with this finding. 

In ruling against the merger, Mr Monti 
has soured relations with America’s De- 
partment of Justice, which cleared the 
merger in May, demanding only minimal 
disposals. Did American regulators do a 
proper job? Lawyers involved in the case 
say privately that Mr Monti’s team was 
much more thorough in exploring the 
competitive dynamics of the aircraft and 
avionics markets. The European Commis- 
sion was no doubt helped by the fact that, 
by the time its investigation was under 
way in March, Ge/Honeywell’s competi- 
tors, notably urc and a fellow American 
company, Rockwell Collins, had woken 
up and mustered strong arguments against 
the deal. By then, the justice department 
had already made up its mind. 

The European Commission's conclu- 
sions are clearly unpalatable to GE. But are 
they only what tough scrutiny would have 
revealed had it first occurred in America? 
Mr Monti, anxious to preserve transatlan- 
tic relations, was far too polite to ask this 
question in his own defence. Butin the end 
it was mainly American companies, not 
Europeans, that furnished him with the in- 
formation that was used to justify block- 
ing the deal. American politicians, includ- 
ing President George Bush, whose 
harrumphs have injected a nasty note into 
the proceedings, would do well to bear 
that in mind. = 


Tobacco industry 


The price is not quite right 


Cigarette companies have been accused of all sorts of wrongdoing. Is it time to add 


price-fixing to the list? 


Te tobacco industry has plenty of fires 
to fight at the moment. It stands ac- 
cused of supporting cigarette smuggling. It 
has also faced a raft of claims that it misled 
smokers about the dangers of cigarettes 
and marketed an addictive drug to teen- 
agers. On June 29th, America’s Supreme 
Court refused to hear an appeal brought 
by Brown & Williamson, a cigarette firm, 
opening the way for the first tobacco-re- 
lated payout to a private individual. 

The industry's legal woes have been 
compounded by the terms of out-of-court 
settlements. In settling with the state of 
Minnesota for $6.6 billion in 1998, a group 
of companies—including Philip Morris 
(pM), British American Tobacco (BAT) and 
RJ. Reynolds (ryr)—agreed to place com- 
pany documents unearthed in the litiga- 
tion into public depositories for ten years. 
Researchers have been sifting through 
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these for indications of further misdemea- 
nours, with some success: some docu- 
ments, for instance, raise serious questions 
about involvement in smuggling, which 
the firms deny. Equally important, they 
point to widespread price-fixing. 

The Economist has seen documents that 
suggest the big tobacco multinationals col- 
luded to fix prices in as many as 23 coun- 
tries in Africa, Asia, the Middle East, Latin 
America and Europe. All of the documents 
come from the archive that BAT, the 
world’s most international tobacco com- 
pany, set up in Guildford, England, follow- 
ing the Minnesota settlement. But al- 
though they are internal BAT memos, they 
also suggest the involvement of its main 
competitors in price collusion. 

Several of the documents make overt 
reference to price increases negotiated 
with rivals. An example is a memo on the 
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at Pennyhill Park, Bagshot 
on 5 August 1992 
In attendance: Peer Scheer President Latin America 
Rafael Argvellcs Vice President Latin America Region 
Fred Hauser Vice President Central America, Peurto Rico and 
Dominican Republics 
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2) Price Increases 
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BATCo stated concer over the significant growth of the market segment emerging in 
DNP and causoned that this would, if allowed to spread, destabilise the industry 


throughout the region. 
PMI agreed with this stance. 


OTHER BUSINESS 


Next meeting suggested for Late November 1992 with location ta be determined 


possibly a Caribbean venue. 
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> Thai market, written on March 1st 1991, 
just after a decision by the GATT, the 
predecessor of the World Trade Organisa- 
tion, forced the Thais to open their ciga- 
rette market to foreign firms. It says: “PM 
and RJR want to go in at 40 baht and con- 
tinue with transit [industry jargon for 
smuggling] to supply demand.” It goes on 
to explain that the rivals are advocating 
initial pricing at that level “to demonstrate 
that the legal business will be minimal”. 
The companies, it seems, were fixing 
prices not only to raise their margins but 
for a more strategic reason: to lull the Thai 
government, one of the developing 
world’s more anti-smoking administra- 
tions, into thinking that new foreign ciga- 
rette brands would not fare well, and thus 
avoid tobacco-control measures. 

In another document from 1991, this 
time on Latin America, a BAT manager ex- 
plains to a colleague that Philip Morris 
“agreed to raise Marlboro’s price above 
BES [a BAT brand] earlier this year as part 
of a series of price increases to restore in- 
dustry profits after the ‘war’ of 1989.” A fur- 
ther memo, from 1992, concerning El Sal- 
vador, refers to local BAT managers 
consulting a Philip Morris executive on 
price increases. “We continue to negotiate 
with competition,” it concludes. 

Perhaps the most extraordinary docu- 
ment shows the minutes of a meeting be- 
tween managers from BAT and Philip Mor- 
ris at Pennyhill Park, a hotel near London, 
on August 5th 1992 (see box on previous 
page). Among those present were Peter 
Scheer, then president of Philip Morris's 
Latin American operations, and Keith 
Dunt, a BAT executive who went on to be- 
come the company’s chief financial officer. 
The minutes reveal that the executives dis- 
cussed fixing prices in several Latin Ameri- 
can countries, in both the legal market and 
the “pne” market. pNP stands for duty not 





An expensive drug 


paid—ie, smuggled. 

These are not isolated cases. In a 1991 
document entitled Summary of Group 
Marketing Strategies, the third strategy on 
the list is to “implement regular price in- 
creases, on an industry basis wherever 
possible, which at least cover inflation to 
secure adequate profitability...” 

Nor do the documents refer merely to 
straightforward price collusion. Market 
share was fixed, too. A note on BAT’s Zim- 
babwe strategy, marked “secret”, refers to 
the lack of profits growth in that market be- 
ing in part attributable to “a 50:50 sharing 
agreement with Rothmans of the 2.4 bil- 
lion annual market, thus discouraging any 
real management dynamics.” Rothmans 
merged with BAT in 1999. 

Often in cases of alleged price-fixing, 
the companies involved claim it was all 
the fault of rogue country managers far 
away. In this case, that is hard to argue. Al- 
though most of the documents seen by 
The Economist relate to developing coun- 
tries far from head office, some of them 
were most likely read by senior BAT execu- 
tives. The Zimbabwe document was 
headed “Note to TEC”, a reference to the 
Tobacco Executive Committee, which con- 
sisted of company top brass. A number of 
other documents were sent or copied to se- 
nior managers at head office. In some 
cases, the authors were top executives at 
BAT's export arm, BATUKE. 

Another claim made by industry 
sources is that it would be pointless to try 
to fix prices in the developing world, as in 
most countries the global players are up 
against local monopolies that dominate 
the market; without their co-operation, it 
would be impossible to keep prices artifi- 
cially high or low. But this claim is spuri- 
ous, too. Even in those countries where the 
tobacco multinationals have only a mod- 
est share of the overall cigarette market, 
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the market can essentially be divided into 
two: cheap local brands, and the so-called 
“premium” market of international 
brands such as Marlboro and Camel. In 
this high-margin segment, two or three 
multinationals usually dominate—and can 
easily manipulate prices if they collude. 

Eric LeGresley, a consultant based in 
Ottawa, says the documents strongly sug- 
gest that tobacco multinationals have op- 
erated as a cartel, with price-fixing as an in- 
tegral part of their operations. “Once you 
rationalise that your products will be kill- 
ing half of your customers,” he argues, 
“everything else questionable that you 
might do must seem rather pedestrian.” 

BAT declined requests for an interview 
about the documents. “These are old docu- 
ments taken out of context,” it said. RJR 
said it could not answer questions about 
its international operations, as these were 
sold to Japan Tobacco in 1999. Philip Mor- 
ris said the documents were not new, and 
that it abides by the laws of all countries in 
which it does business. 


Leaving a trail 

Taken as a whole, the documents strongly 
suggest that the fixing of prices and of mar- 
ket share was widespread in the late 1980s 
and early 1990s. Clearly, at that time the to- 
bacco companies did not expect that their 
internal documents would end up in pub- 
lic archives. Even so, there were attempts 
to avoid leaving a paper trail. In one 
memo, dated March 8th 1990, a manager 
pleads with a colleague not to name “inter- 
ested parties” and to keep communication 
oral whenever possible. Another docu- 
ment of around the same time, entitled 
“Low Category Pricing”, refers to a meeting 
with people from RJR, and advises that 
“we should stick to the letter of the agree- 
ment—even though it will be purely oral!” 
It is hard to see why agreements would 
have to be oral, unless they involved some- 
thing questionable. 

What of Bat’s dismissal of the docu- 
ments as old? Certainly, they are all at least 
five years old. Even if they were to admit 
that the documents referred to actual 
price-fixing, the companies might argue 
that they have changed their ways—and 
there is no evidence to suggest that any 
such thingis still going on. If such evidence 
exists, it would not be found in the deposi- 
tories, as they only cover the period up to 
1995. It is possible that none of the price- 
fixing in the documents was illegal at the 
time—Thailand, for instance, only for- 
mally banned price-fixing in 1999—but, le- 
gal or not, it was certainly unethical. 

Might the industry have cleaned up its 
act voluntarily? Perhaps. One thing seems 
clear, however. Tobacco firms have always 
fought tooth and nail against price rises 
imposed on them by governments. But 
price hikes fixed within the industry? That 
is a different matter entirely. m 
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Microsoft trial 


A loss of trust 


SAN FRANCISCO 


The appeals-court ruling has not brought the Microsoft antitrust case any closer to 
aconclusion. It could even turn the firm into a regulated monopoly of sorts 


LL of a sudden, the prospect of closure 
was in the air. After America’s Court 
of Appeals issued its long-awaited deci- 
sion in the antitrust case against Microsoft 
on June 29th, everyone seemed a winner. 
Bill Gates, the company’s co-founder, tri- 
umphantly declared that the ruling lifted 
the “cloud of the break-up”. Microsoft's 
critics were equally jubilant that the seven 
judges had unanimously found that the 
world’s largest software firm indeed holds 
a monopoly—and has repeatedly abused 
its power to protect its Windows operating 
system from competition. 

The only clear loser was Thomas Pen- 
field Jackson, the lower-court judge who 
ordered the company’s break-up a year 
ago. As was widely expected, the appeals 
court removed him from the case, for con- 
duct that had “destroyed the appearance 
of impartiality”. At the trial’s end, Judge 
Jackson had repeatedly attacked Microsoft 
in media interviews. He likened the au- 
thors of its incriminating internal e-mails, 
for instance, to drug traffickers who “never 
figure out that they shouldn't be saying 
certain things on the phone”. 

Unsurprisingly, there is now much talk 
of a settlement. Many observers believe 
the appeals-court ruling has opened a path 
to a compromise that will leave Microsoft 
intact while punishing it for its past sins 
and ensuring that it changes its monopo- 
listic ways. Yet anyone hoping that Micro- 
softs antitrust woes are finally over is 
bound to be disappointed. In some ways, 
the appeals court's decision makes things 
worse: the firm could well end up as some 
sort of regulated monopoly that has to get 
its design choices approved by the courts. 

Clearly, the ruling is a compromise to 
achieve unanimity. Deferring to Judge 
Jackson’s “findings of fact”, the court con- 
cluded that Microsoft, with Windows, 
does indeed hold a monopoly in operating 
systems for PCs powered chiefly by Intel 
microprocessors. Furthermore, the judges 
said, this is not a monopoly thatis perenni- 
ally in danger of being eclipsed by rapid 
change in the computer industry, as Micro- 
soft has always argued. 

Having reached this conclusion, the 
court could hardly approve of the licens- 
ing restrictions that Microsoft imposed on 
PC makers and Internet service providers 
in the mid-1990s to beat back Netscape 
and its web browser, then considered a 
threat to Windows. The judges agreed, for 
example, that Microsoft had abused its 


monopoly when it barred pc makers from 
removing a direct link, or “icon”, for the 
firm’s own browser from the Windows 
desktop. They even found some of Micro- 
soft’s “co-mingling” of code from the op- 
erating system and the browser anti-com- 
petitive, because it deters pc makers and 
users from installing rival browsers. 

But the court sided with Microsoft on 
two other claims: that the firm had tried to 
monopolise the browser market and thatit 
had unlawfully bundled its browser with 
Windows. The latter finding is perhaps the 
more important. Judge Jackson had ap- 
plied a legal rule called “per se analysis”. 
This holds that the “tying” of two products 
is automatically illegal because it reduces 
consumer choice. The appeals court ruled 
that, given the dynamic nature of the soft- 
ware industry, a different standard called 
“rule-of-reason” is more appropriate: each 
case of tying must be considered individ- 
ually, taking into account any possible 
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benefits to consumers, such as lower cost. 

Yet even on this point Microsoft did not 
score complete victory. The appeals court 
has not given it carte blanche to bundle 
anything it likes with Windows, as it didin 
a1998 decision related to the case. 

Where the limits to such bundling now 
stand will be decided on a case-by-case ba- 
sis, leaving open the question that under- 
lies the entire case: how much bundling 
should Microsoft be allowed? Although it 
did not say so explicitly, the appeals court 
seems to think that packaging a browser 
with the operating system passes muster. 
But what about Windows xp? Critics and 
competitors of this, the latest version of 
Windows, due out on October 25th, call it 
the mother of bundled products—and one 
with which Microsoft hopes to make head- 
way in three new markets at once: online 
multimedia, instant messaging and web 
services. 

A settlement could provide some an- 
swers. It would probably come in two 
parts: one to “correct past misconduct” 
and another to “fence in” future behav- 
iour. In the first, Microsoft will certainly 
have to accept the loss of some of its con- 
trol over the desktop, meaning that it will 
no longer be able to dictate to pc makers 
exactly what the main Windows screen 
should look like. The firm will probably 
also have to promise not to co-mingle the 
code of the operating system with any 
new applications it comes up with. The 
second part will deal with the extent to 
which Microsoft can bundle new applica- 
tions with Windows. 

Although a settlementis the most likely 
outcome, it is also possible that Judge Jack- 
son's successor, who must be appointed 
shortly, will have to decide. The attorneys 
general of 19 states—who along with the 
Department of Justice are the plaintiffs in 
the case—have a right of veto over any 
agreement. All along, they have taken a 
more aggressive stance towards Microsoft 
than has the justice department. And they 
have already indicated that they do not 
plan to let it off with a mere slap on the 
wrist. Some see a break-up as being still on 
the table. They could file for an injunction 
blocking the release of Windows xP. 

All this will take some time to sort out. 
Because of the complexities of the case, 
settlement talks could go on until the end 
of the year. If the lower court gets another 
shot, it probably will not rule before the 
middle of next year. And then the case will 
probably go back to the appeals court or 
the Supreme Court. That is why American 
antitrust experts are now looking across 
the Atlantic to see where the Microsoft ac- 
tion will be over the coming months. The 
European Union is conducting two simi- 
lar, but distinct, investigations into 
whether Microsoft illegally leveraged its 
pc desktop monopoly into the market for 
server-operating systems. 

















© p To expect, however, that the European 
trustbusters will now do the work of their 
American colleagues is probably wishful 
thinking. The American and European 
cases are markedly different. And the EU 
may not want to make life too difficult for 
the icon of America’s “new economy” 
after having just blocked the all-American 
merger of GE and Honeywell. 

In any event, Microsoft’s real trouble 
may well come from a different quarter. 
The appeals-court decision could also lead 
to more private lawsuits—from competi- 
tors such as AOL Time Warner, for exam- 
ple, which now owns Netscape, or Sun Mi- 
crosystems. 

Worse, the trial has undermined trust 
in Microsoft. The firm recently abandoned, 
at least for now, a feature in Windows XP 
called Smart Tags because it was widely 
seen as a way of using its monopoly to at- 
tract customers to its online services. The 
technology would have allowed the Mi- 
crosoft browser to turn any word ona web 
page into a link to the firm’s own sites. The 
fears were probably overdone, but such is 
the price of a loss of trust. w 





Montedison 
Dust-up in the 
drawing room 


MILAN AND PARIS 
Fiat and EDF team up to graba 
conglomerate from Mediobanca 


F things are as riveting as a good cor- 
porate set-to, complete with allies fall- 
ing out and institutions getting thumped. 
Such a spectacle has been under way in It- 
aly and came into the open on July 1st 
when Fiat, Italy’s giant car maker, an- 
nounced a hostile €5 billion ($4.2 billion) 
bid for Montedison, a Milan-based energy, 
chemicals and agro-industry conglomer- 
ate. The move is the latest scrap among 
members of the salotto buono (literally, the 
“good drawing room”), a select club of Ital- 
ian financiers and businessmen. 

Fiat’s deal is both opportunistic and 
cunning. Electricité de France (EDF), 
France’s state-owned electricity monop- 
oly, revealed in May that it held a 20.1% 
stake in Montedison. This caused a storm 
of protest in Italy. The government issued 
a decree restricting the French group’s vot- 
ing rights to 2%, claiming that it was un- 
fairly trying to enter Italy’s deregulated 
electricity market-Montedison controls 
Edison, a power firm, with a 61.3 % stake. 

EDF’s incursion was also a direct chal- 
lenge to Mediobanca, until then Montedi- 
son’s biggest shareholder with a 14.5% 
stake. For decades this small but influen- 
tial investment bank has pulled the strings 
of Italian capitalism. Fiat and the bank 


own big stakes in each other. 

Fiat has neatly helped EDF to sidestep 
its trouble. Together they have created Ital- 
energia, a new concern in which EDF will 
have an 18% stake and Fiat 38.6%, making it 
the dominant partner in the bid. Ital- 
energia also has financial partners. A firm 
controlled by Romain Zalesky, a French fi- 
nancier, gets 20% in return for its 10.3% 
stake in Montedison. And three big Italian 
banks have swapped their shareholdings 
in Montedison for Italenergia shares. Ital- 
energia’s position looks unassailable, 
given that it already had 52% of Montedi- 
son when it launched its bid. Mediobanca 
and its allies can count on around 30%. 

Italenergia’s strategy is simple: to break 
up Montedison. It will generate cash by 
selling off the agro-business, which ac- 
counted for €9.9 billion of the group’s 
€14.3 billion of net revenues last year. The 
break-up will mean fat fees for investment 
banks. The big loser will be Mediobanca, 
which is said to rely on Montedison for 


around one-quarter of its income. 

The deal is a boost for the Agnelli fam- 
ily, which controls Fiat. In effect, for no 
cash outlay Fiat will become the main 
shareholder in Italy’s second-largest 
power firm. At the same time, the Agnellis 
have settled some scores with Medio- 
banca, which had increasingly snubbed 
them in recent years. Buying Montedison 
is obviously a big move away from Fiat’s 
core business, but it need not be a distrac- 
tion. EDF, which already has a joint ven- 
ture with Edison, will provide the manage- 
mentskills for the new concern. 

Whether the bid for Montedison is 
good for the target’s other shareholders is 
another matter. The three banks’ stakes in 
Montedison are valued at €3.2 per share, 
while smaller shareholders are being of- 
fered only €2.8 per share. That deference 
towards a lucky few at the expense of the 
minority might have been lifted straight 
from Mediobanca’s much-thumbed text- 
book on how to do cosy deals. w 
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Face value Europe’s fearless diplomat 


Mario Monti has blocked the biggest-ever industrial merger. Now he needs to put his own house in order 





HEN Mario Monti became the Euro- 


pean Union's competition commis- 
sioner in 1999, Karel Van Miert, his 
distinguished predecessor, telephoned to 
congratulate him: “Now you will have to 
get used to being thought of as the most 
powerful man in Europe,” quipped Mr 
Van Miert. On July 3rd the European 
Commission blocked the $42 billion pro- 
posed merger between General Electric 
(GE) and Honeywell on Mr Monti’s rec- 
ommendation. He could be forgiven for 
wanting to call Mr Van Miert back to say 
he was bang on, except that these days 


his stage is no longer European but global. 


A look at Mr Monti’s output on July 
3rd reveals just how global and powerful 
his position has become. In addition to 
the Ge/Honeywell decision, he found 
time to open an investigation into a 


merger of Brazilian iron-ore groups; to im- 


pose tough measures on IMs Health, an 
American health-information firm that 
stands accused of abusing a dominant 
market position in Germany; and to al- 
low one European acquisition and one 
German joint venture to proceed. 

It is GE/Honeywell, however, that has 
made the soft-spoken Mr Monti’s reputa- 
tion as the world’s toughest regulator. It 
took strong nerves to block the deal, for 
surely Mr Monti’s stance betokens a wor- 
rying split between Europe and America. 
After all, in May the deal was waved 
through quickly by America’s Depart- 
ment of Justice (DoJ). GE confidently ex- 
pected the same result in Europe. But Mr 
Monti calmly resisted huge pressure, not- 
ing that the decision to block was a “rare 
case where the transatlantic competition 
authorities have disagreed”. Instead of 
less co-operation between authorities, he 
wants more. In a speech on July 4th, he 
called for the creation of a global annual 
forum at which antitrust regulators can 
share experiences and forge policies. 

The pressure on Mr Monti is unlikely 
to abate quickly. President George Bush 





and several senators have grumbled pub- 
licly at what they see as unwarranted in- 
terference in an all-American deal, and 
have hinted that Mr Monti’s true aim was 
to protect European companies. That has 
politicised the whole question of anti- 
trust policy and opened a new front for 
transatlantic tensions. Mr Monti was at 
pains to say that he hoped the history of 
close co-operation between his team and 
American officials would not be jeopar- 
dised by a genuine difference of opinion. 
It will not be easy, however, to contain 
the issue if politicians decide that they 
want to exploit it. 

A measure of Mr Monti’s sense of di- 
plomacy is that he could, if he chooses, 
deflect criticism of himself and his offi- 
cials by throwing it straight back at the 
Americans. So far he has been judiciously 
silent on the question of whether the poy 
bungled its investigation and thereby 
forced the European Union to play the 
tough cop. He has also resisted the temp- 
tation to point out in public that Ameri- 
can companies such as Rockwell Collins 
and United Technologies, rather than 
European firms, provided him with the 
main ammunition used to shoot down 
the merger. In at least one case, the same 
information was offered to the DOJ, 
which chose not to listen. 

Plenty of observers, including Jack 
Welch, Ge’s departing chairman, have ac- 
knowledged that Mr Monti possesses a 
formidable combination of charm, intelli- 
gence and an ability to be polite even 
when he is being stubborn. A sign of his 
growing reputation is that he was offered 
the job of foreign minister in Silvio Ber- 
lusconi’s new Italian government. Per- 
haps wisely, he preferred to stay in 
Brussels—although the offer points to a 





possible future career. 

Mr Monti began his career as an eco- 
nomics professor and, despite what some 
critics say, a sound grasp of theory under- 
pins his competition role. However, he is 
perhaps too relaxed when his team 
breaks new antitrust ground, as it did sev- 
eral times during the GE negotiations and 
in the case relating to ims Health. In es- 
sence, the Monti approach involves teas- 
ing out the commercial realities of 
complex, sometimes overlapping, indus- 
tries and markets. That is fine, but it relies 
heavily on sounding out competitors, and 
rather less on asking customers for their 
views. Mr Monti needs to insist on a 
greater balance. He should also heed 
suggestions that his officials sometimes 
let their power go to their heads. 


Heal thyself 

Indeed, as the range of his activities ex- 
pands, Mr Monti is coming under increas- 
ing pressure to change Europe’s 
competition procedures and to make sure 
that his officials stick to agreed rules and 
precedents. His department has to scruti- 
nise more and more deals. Although it 
has expanded in recent years, it remains 
under-resourced. When the EU’s Merger 
Task Force (MTF) was set up in September 
1990, its 47 staff had to decide on 60 cases 
annually. Now it has about twice as 
many staff, but last year looked at 345 
transactions (see chart). Mr Monti has in- 
troduced a fast-track system for uncontro- 
versial deals to ease the load, but almost 
two-thirds of all cases still need detailed 
work. 

The lack of independent assessment 
within the Tr is also controversial. The 
same officials handle a case from start to 
finish, often forming strong opinions dur- 
ing the investigative phase. That can 
make it impossible for them to be objec- 
tive when they have to adjudicate. Mr 
Monti has previously acknowledged that 
it might be better to have officials make 
their case to an internal judge who has no 
axe to grind. But he has yet to do anything 
to change the current arrangements. The 
challenge of managing and adapting the 
MTF as big companies grow increasingly 
global is arguably a greater one than mak- 
ing any particular ruling, however tricky. 
Mr Monti will be remembered for block- 
ing GE/Honeywell. If he listens to his crit- 
ics and truly reforms Europe’s 
competition regime, he might just win a 
more impressive place in history. @ 
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In the freight busin@ss, flexibility means profitability. And only 
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< “THE FORDHAM MODEL. For a 
good blend of face-to-face schooling 
and Net learning, one model for the \ 
future may be Fordham University’s ‘ 

- Transnational MBA Program.” 

— Business Week 


With meetings one weekend a month, the 

Fordham Transnational MBA Program encourages business 
professionals from around the world to earn a fully accredited 
MBA in just over two years. 

In between classroom weekends, students use Net technology 
to maintain contact with each other and with their professors. 
This enables attendees to keep their full-time jobs while 
earning a premier MBA. All courses in the Transnational 
MBA Program focus on international business themes, while 
the executive-style format attracts a diverse audience from 
many countries. 


For more information, call (212) 636-6167 
or visit our web site listed below. 


FORDHAM 


GRADUATE SCHOOL OF BUSINESS 


www.bnet.fordham.edu - tmba@embanet.com 
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How does the world look for your business? 


Visit www.viewswire.com to find out more. 
Over 300,000 global executives already have access to timely analysis and forecasts for 195 countries 
through the EIU ViewsWire. Every day we flag up to 200 key economic, political and industrial 
developments and analyse their business implications. 


Boost your crossborder business 

To succeed in today's ever-changing international business 
environment, you need reliable analysis of economic and political 
trends. EIU ViewsWire is a comprehensive online service covering 
195 countries that can help you understand the impact of world: 
developments on your business. With this service you'll have 
access to country forecasts and risk assessments, financial and 
economic indicators and coverage of tax, investment and trade 
regulations. You'll also get analysis and data for a wide range of 
industries, from financial services to transport and logistics. 


Apply NOW for your FREE 
two-week trial at 
www.viewswire.com, 


The EIU is the business information arm of The Economist Group. The leading provider of global EIU 
business intelligence, the EIU offers its analysis through a range of websites including ; 
www.elu.com, www.ebusinessforum.com, www. store.ciu.com, and www.eiu.com/data. 
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Spoilt for choice 


Professional-service firms are becoming 





vast diversified conglomerates, a strategy 


long since discredited elsewhere. Why should it work for them? 


N A recent cartoon, an insomniac wife 

lies on a tousled bed beyond the help of 
sleeping pills. In despair, she has woken 
her accountant husband: “Tell me again 
dear,” she is saying hopefully, “what it is 
that you do.” Accounting used to be that 
exciting. 

The image, though, is out of date. To- 
day’s accountants are no longer soporific. 
They work for firms that do an increas- 
ingly wide variety of things, and they 
want to do even more. In particular, they 
want to team up with lawyers in America 
and Britain so that they can, in the words 
of Nick Land, the chairman of the British 
arm of Ernst & Young, one of the biggest, 
“provide a more complete solution” for 
their corporate clients. 

“Complete solutions” are all the rage 
among professional-service firms. Ad- 
vertising-oriented groups such as Britain’s 
wpPP are continually extending the menu 
of services that they offer to their clients, 
and information-technology service pro- 
viders know equally few bounds. The 
strategy of Accenture, the largest firm of rT 
consultants, is to build “a network of busi- 
nesses to meet the full range of client 
needs~consulting, technology, outsourc- 
ing, alliances and venture capital.” Eps, an 
outsourcing business that describes itself 


as “the leading global services company”, 
also owns A.T. Kearney, an old-estab- 
lished consulting firm that happens to be 
America’s sixth-biggest headhunter. 

The auditing of big multinationals is 
now almost exclusively in the hands of 
five big firms (see chart 1 on next page). But 
the firms are not just auditors any more. 
The biggest of them all, Pricewaterhouse- 
Coopers, derived only about 40% of last 
year’s revenues of $19.6 billion from tradi- 
tional accounting and auditing services. 

The firms are diversified conglomerates 
that span the globe hand-in-hand with 
their clients. Among the most conspicuous 
names on buildings in downtown Tash- 
kent, for example, are those of Andersen 
and PricewaterhouseCoopers. Increas- 
ingly, the wives of the men who run these 
offices (and they are still mostly men) have 
to lull themselves to sleep alone. 

But why are these firms so keen to be- 
come broadly diversified conglomerates 
when, as a strategy, diversification has 
such a poor track record? For years, stock- 
markets have applied a “conglomerate dis- 
count”: they value diversified manufactur- 
ing conglomerates at some 20% less, on 
average, than the value of the sum of their 
parts. The discount still applies, in good 
times and bad. Extraordinary manufactur- 
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ers (like Ge) can defy it for a while; more or- 
dinary ones (like Philips and Siemens) can- 
not. The “synergy” that these groups 
invoked at their birth was supposed to 
make two plus two equal five; more often 
than not, it made them equal three. 

Much of manufacturing industry came 
to regretits dabble with diversification. Mi- 
chael Porter, a Harvard Business School 
professor, has calculated that three-quar- 
ters of the forays into unrelated industries 
undertaken by a sample of large American 
companies between 1950 and 1986 were 
subsequently sold off. A former executive 
of Blue Circle, a British cement maker, 
once said that his company diversified into 
lawn mowers in the 1980s (it bought the 
Qualcast brand) on no firmer grounds 
than “your garden is next to your house”. 

Today, the focus among manufacturing 
industries is on “core competencies”. Blue 
Circle sold off its interests in trimming turf 
in the 1990s and is currently subject to an 
agreed bid from Lafarge, a large and fo- 
cused French cement maker. “Stick to your 
knitting,” the consultants are advising 
their clients, even as they are themselves 
energetically ignoring their own advice. 
Are they mad, blind or just different? 


Two steps back 

Last year, the accountants’ desire to diver- 
sify suffered two big setbacks in America, 
the market that matters most. Both set- 
backs, however, look likely to be tempo- 
rary. In the first, the Securities and Ex- 
change Commission (sec), under its then 
chairman Arthur Levitt, became con- 
cerned that the quality of information pro-» 
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b vided by publicly quoted companies 
might be compromised by the amount of 
(more lucrative) non-audit work that their 
auditors were performing for them. In 
2000, for instance, the Marriott Interna- 
tional hotel chain paid Andersen $1m for 
its audit and $30.3m for other services; Mo- 
torola paid KPMG $3.9m for its audit and 
$62.3m for other services (see chart 2). 
Could auditing be strictly independent, 
worried the sec, when so much other 
business depended on it? 

Confirming its worst fears was the case 
of Waste Management. The accounts of 
the garbage-collecting business have been 
audited by the Chicago office of Andersen 
(né Arthur Andersen) for more than 30 
years, but the unqualified audited ac- 
counts for the years of 1992 to 1996 were 
subsequently found to have overstated 
Waste Management's pre-tax income by 
more than $1.4 billion. During that time, 
Waste Management paid Andersen $7.5m 
in audit fees and $11.8m for other services. 
In June this year, the sec fined Andersen 
$7m for “improper professional conduct”, 
its first such case for more than 20 years. 

This was not mere aberrant behaviour 
by some far-flung outpost of the 85,000- 
strong Andersen empire. Chicago is the 
home of Andersen’s worldwide head- 
quarters, the gateway to its famous train- 
ing centre at St Charles, Illinois—a gateway 
through which almost all Andersen part- 
ners pass several times a year. 

The appointment of auditors is the 
responsibility of shareholders, but for the 
most part they take their responsibility too 
lightly. Waste Management's accounts are 
still audited by Andersen. Indeed, the 
company paid the highest audit fee in 
America last year ($48m), and Andersen 
picked up a further $31m from Waste Man- 
agement that year in consultancy fees. 

About two-thirds of large quoted com- 
panies in America invite their sharehold- 
ers to consider the appointment of their 
auditors each year. Proxy Monitor, an 
American adviser to institutional inves- 
tors, is recommending that investors vote 
against the reappointment of their audi- 
tors in more than 10% of the cases where 
companies are giving them the option this 
year. Unfortunately, the number to take 
heed will be infinitesimal. 

Most of the sEc’s worries could be 
overcome if shareholders were more dili- 
gent. Its worries, however, may be over- 
come in another way. A new chairman, 
Harvey Pitt, has been nominated by the 
Bush administration and is now awaiting 
confirmation. Mr Pitt is a Washington se- 
curities lawyer whose views on auditing 
are in some respects diametrically op- 
posed to those of his predecessor, Arthur 
Levitt. In 1998, for example, he wrote that 
the “performance of non-audit services 
canimprove the audit function.” 

The sec under Mr Levitt eventually 
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backed away from its attempt to ban firms 
from (in particular) offering 1T consulting 
services to their audit clients—but not be- 
foreitappeared to have sent three big firms 
scurrying to divest their consulting busi- 
nesses. Ernst & Young sold off its consult- 
ing arm to Cap Gemini, a quoted French 
company, for $12.4 billion in May 2000, 
while attempts by PricewaterhouseCoop- 
ers to sell its consulting business to Hew- 
lett-Packard, and KPpMG’s proposed flota- 
tion of its American consulting arm, were 
foiled by the stockmarket’s collapse later 
in the year. 

These proposed divestments, however, 
had little to do with pressure from the SEC 
and more to do with a general realisation 
that non-strategic rr consulting (which is 








whatall three firms were looking to divest) 
sits more comfortably in an 1T-centric con- 
glomerate than it does in an accounting- 
oriented one. 


Legal attraction 

The second setback to diversification last 
year came when the ABA, the American 
Bar Association, voted three-to-one 
against repealing its rule prohibiting law- 
yers from sharing fees with non-lawyers. 
In effect, that stopped in its tracks the de- 
sire of some American firms to become full 
multi-disciplinary practices (mpps), offer- 
ing the three hard-core business services— 
accounting, consulting and legal advice— 
under one corporate umbrella. 

American lawyers plead that their 
work is special and their need for con- 
fidentiality and independence so great , 
that the proximity of more commercially X 
minded professionals might compromise 
it. Butit doesn’t take Adam Smith to smell a 
rat there. In May 1999, Robert Gordon, a 
professor of law at Yale, wrote to the ABA 
in his submission about MppPs: “Histori- 
cally, the sad if hardly surprising fact has 
been that the organised Bar’s resistance to 
new modes of practice has been to a con- 
siderable extent motivated by desires to 
protect the incomes of lawyers from econ- 
omic competition or their status from ero- 
sion by groups perceived as interlopers.” 

For the most part, lawyers remain pro- 
tectionist at heart. Understandably: the 
profits of blue-chip firms in places such as 
New York, London and Frankfurt hit a re- 
cord high last year. Some of them are look- 
ing for cross-border links with other law 
firms, butit is the Big Five accountants that 
are pushing hardest for MDPS. 

Not all accountants, though, are keen. 
BDO Stoy Hayward, part of BDO Interna- 
tional, the world’s sixth biggest firm (ie, the 
biggest outside the Big Five), is making a 
virtue of its decision to eschew legal ser- 
vices. “We believe it is important to be free 
to choose the best firm for the job when re- 
ferring work on behalf of a client,” says 
Chris Swinson, the firm’s senior partner 
anda former president of the 1cA, the Brit- 
ish accountants’ professional body. 

The more diversified that firms be- 
come, the more they are exposed to poten- 
tial conflicts of interest. This has been high- 
lighted by the sEc’s concern about 
auditors, but it applies in many areas, in- 
cluding, for example, forensic work where 
the interests of lawyers and accountants 
frequently conflict. 

Notwithstanding the American law 
yers’ resistance, MDPs are becoming a real- 
ity. Andersen alone employs 3,400 law- 
yers in 36 countries around the world, 
including some in New York who (for the 
moment) work only on legal matters out- 
side America. McKee Nelson, a firm of law- 
yers in Washington, Dc, was set up in No- 
vember 1999 with the explicit backing of ) 
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> Ernst & Young, to “use an alliance platform 
to leverage the knowledge, infrastructure 
and client base of a world-class profes- 
sional-service firm”—in other words, to be 
an MDP whenever and wherever possible. 
Britain is moving in much the same di- 
rection. In March, a report on competition 
and the professions by the Office of Fair 
Trading (OFT) came out in favour of MDPS, 
and the Law Society is now talking to the 
new government about what legislation is 
needed to make them happen. In France 
and Germany, lawyers are resisting the in- 
troduction of Mprs wherever possible, 
but the big accounting firms are setting up 
their own independent legal arms none- 
theless. kPMG’s law firm in France (called 
Fidal) employs 1,200 lawyers and is the 
biggest in the country. 
The consensus of opinion is that MDPS 
4 willbe commonplace in Britain within five 
years, and in America within ten. The OFT 
is in favour of mpps because it believes 
they will provide “more open access to the 
professions”—particularly for smaller 
businesses—while Michael Napier, the 
president of the Law Society, says that 
they will provide more choice, which is 
what “clients want”. Clients will not, of 
course, get much choice or open access if 
the market for corporate legal services 
comes to be dominated by the Big Five to 
the same extent as the market for auditing. 


The value of old boys 
From the service firms’ perspective, there 
are two main arguments in favour of diver- 
sification: one is about reducing risk, and 
the other about pleasing clients. The risk 
that auditors worry about most today is 
that of being sued. Expensive settlements 
of shareholder lawsuits are on the in- 
crease—especially related to once high-fly- 
ing 1T businesses. In May this year, Price- 
waterhouseCoopers paid $55m to settle a 
suit alleging that it defrauded investors in 
MicroStrategy by approving accounts that 
inflated the earnings of the software firm. 
The way to reduce this sort of risk, how- 
ever, is not to offer yet more services, but to 
seek incorporation or to set up as some 
sort of limited partnership. 
Professional-service firms insist that 
they want to diversify because their cor- 
porate clients demand it. But the evidence 
for such a claim is hard to find. There are no 
corporate bodies noisily clamouring in fa- 
vour of mpps. A survey earlier this year 
found that, for strategy advice, more than 
three-quarters of a sample of large global 
ba pesincsses used different consulting firms 
from the ones that they used for advice on 
electronic business~services that they 
could easily, if they so wished, purchase 
from the same vendor. 

David Maister, a leading adviser to pro- 
fessional-service firms and a former aca- 
demic at Harvard Business School, says 
that there is a yawning gap between what 





the big firms are offering and what their 
corporate clients want. He says they are of- 
fering a menu, a mere list, when what busi- 
nesses really need is a “prime contractor”— 
someone who will integrate professional 
services in the way that a building contrac- 
tor integrates electricians, plasterers, brick- 
ies, etc. 

A few firms are providing this, he says, 
but they “can be counted on the fingers of 
a maimed hand”. And most of them are 
young. Old firms find it hard to tack new 
services on to their existing structures. 
They all have cross-selling as their mantra, 
but the amount of it that actually takes 
place, says Mr Maister, “could be put on 
the back of a postage stamp”. 

Nevertheless, there is obviously a lot of 
business being done in one area by provid- 
ers who do business in another. The fig- 
ures that auditors are producing for the 
first time this year (at the sEc’s behest) on 





the amount of non-audit business done 
for audit clients are surprising even the 
sec. On average, for every dollar of audit 
fees, large publicly quoted companies in 
America pay their “independent” accoun- 
tant $2.69 in fees for non-audit services. 
What these figures don’t show, unfortu- 
nately, is the amount they pay other ac- 
counting firms for non-audit business. 
Without that, it is hard to gauge whether 
the amount of such business going to their 
auditors is exceptional. 

The Andersen/Waste Management 
case may not be typical, but it is indicative 
of the way that things can work. Not only 
was Robert Allgyer, the Andersen partner 
in charge of Waste Management's audit, 
also the marketing director for the firm’s 
Chicago office, but he worked for his audit 
client in another capacity as well. Ander- 
sen Consulting (now called Accenture), 







then a sister organisation of Arthur Ander- 
sen, charged Waste Management $6m for 
non-audit business on top of (and over the 
same period as) Andersen's charges of 
$11.8m. Of that $6m, $3.7m related to a stra- 
tegic review overseen by a committee of 
which Mr Allgyer was a member. Ander- 
sen Consulting billed Waste Management 
for Mr Aligyer’s time while he was per- 
forming this service. 

In professional-service conglomerates, 
old-fashioned networking is a powerful 
influence on business. The flow of individ- 
uals from firms to clients, and back again, 
is continuous and extensive. Until1997, for». 
example, every single chief financial offi- < 
cer in Waste Management's history asa 
public company had previously worked as: 
an auditor for Andersen. In the case of 
HIH, a collapsed Australian insurer whose 
shareholders are threatening to sue its au- 
ditor, Andersen, three Andersen partners 
served at various times as HIH directors. 

Accenture’s “attrition rate” last year 
was more than 20%—ie, almost 15,000 peo- 
ple left the giant firm of consultants. Some 
were lured away to dotcoms, but many 
ended up in senior positions with actual 
and potential clients. McKinsey’s old-boy 
network is the envy of all. Its roll call of 
chief executives includes Lou Gerstner, the 
boss of 18m; Harvey Golub of American 
Express; Lukas Mithlemann of Credit 
Suisse; Jeffrey Skilling of Enron; and Anton 
van Rossum of Fortis, to name but a few. It 
extends into other areas too: in Britain, for 
example, Howard Davies, the head of the 
FSA, the country’s financial super-regula- 
tor, and Adair Turner, the former head of > 
the Confederation of British Industry 
(cB), both once worked for McKinsey. Is it 
surprising (or undesirable) that these peo- 
ple should call upon former colleagues to 
provide services for their new employers? 

The power of the service firms’ old-boy 
networks increases exponentially. Met- 
calfe’s Law, named after Robert Metcalfe, a 
computer-networking pioneer, says that 
the value of a computer network grows 
roughly in line with the square of the num- 
ber of users. A slight variation on this can 
be applied to old-boy networks: their 
value grows in relation to the square of the 
number of former employees working for 
clients, and their elevation in the corporate 
hierarchy. 

The addition of legal (and other) ser- 
vices to the big firms’ menu of offerings 
will expand their networking potential 
considerably. At a time when there is 
downward pressure on fees for profes- 
sional services of all kinds, that could help 
explain their enthusiasm for diversifica- 
tion. What their clients want, however, is 
the best service for the job in hand with 
the least amount of hassle. In the age of the 
Internet, asset-heavy conglomerates are 
even less well suited to meet customer de- 
mand than they were 20 years ago. $ 
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Takeovers in Europe 





Pull up the drawbridge 


STRASBOURG 


Efforts to make it easier for companies to be taken over in Europe have fallen at the 


last minute 


T COULD not have been closer. On July 
4th the European Parliament split 273-273 
on plans to push through a new directive 
establishing a cross-border code for com- 
pany takeovers in Europe. For a brief, con- 
fusing moment Nicole Fontaine, the parlia- 
ment’s president, declared that this meant 
: the vote had been passed, but she had got 

her procedure muddled. Then, when the 

tally of votes was published, it seemed as 

if they might have been miscounted, and 
the directive passed after all. False alarms, 
false hopes. After 12 years of work, it looks 
as if it is back to the drawing board for the 
takeover directive, 

The failure is a blow for economic lib- 
eralisers, who saw it as a key part of their 
strategy for sharpening economic compe- 
tition within the European Union. The 
thrust of the directive was to make it 
harder for European corporate bosses to 
ward off a hostile bid without first consult- 
ing shareholders. The idea was that share- 
holder rights would be strengthened, and 
managers forced to become more efficient. 

A mere 2% of takeovers in Europe are 
hostile. Such bids are not by nature good in 
themselves, but as Chris Huhne, a British 


Euro-MP, says, the possibility of them ex- 
erts a welcome pressure on managers. Frits 
Bolkestein, the commissioner in charge of 
the internal market, called the rejection of 
the code a setback to having an integrated 
capital market in Europe by 2005 and to 
“making Europe the most competitive 
economy in the world by 2010.” Both these 
goals were endorsed by the leaders of the 
15 members of the European Union at a 
summit in Lisbon over a year ago. 

Mr Bolkestein clearly blames pressure 
from corporate Germany, transmitted 
through its government, for the takeover 
code’s rejection. For most of the past 12 
years the German government was in fa- 
vour of a directive. It recently changed its 
mind—becoming the only state to oppose 
the directive. That did not bind German 
Euro-mps, who have led the opposition in 
the European Parliament. 

Mr Bolkestein spoke of German com- 
panies falling back on Europe’s old “cor- 
poratist reflex”. People close to the com- 
mission point to the fact that Gerhard 
Schroder, Germany’s chancellor, hails 
from lower Saxony, the home of Volks- 
wagen, which fears it may become a take- 
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over target as the car industry consoli- 
dates. Klaus Lehne, the German Euro-MP 
who led the opposition to the directive, is 
from the constituency that is home to 
Mannesmann, a German telecoms com- 
pany taken over after a bitter fight by Voda- 
fone of Britain. 

Still, it would be misleading to portray 
the directive’s failure as entirely a “Ger- 
man plot”. The parliamentary opposition 
also took in Christian Democrats and So- 
cialists from various other European coun- 
tries. Some of the former were sympa- 
thetic to pleas from home-country 
companies, fearful of takeover; the Social- 
ists, meanwhile, were motivated by their 
usual hostility to acquisitive capitalism. 

The European Commission talks of try- 
ing to come up with a new code that might 
pass muster with the parliament. This 
could take up to three years. The directive’s »> 
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» defeat will not prevent hostile takeovers 
across European frontiers. After all, Voda- 
fone managed to acquire Mannesmann 
under the old rules. But it will certainly 
slow corporate restructuring across Eu- 
rope, particularly in Germany. It will also 
make it harder to establish a genuine Euro- 
pean single market. The free flow of goods 
and acommon currency are one thing, but 
if companies have to deal with 15 different 
takeover codes when making cross-border 
acquisitions, a true single market is still an 
illusion. 

This setback for economic liberalisa- 
tion comes at a bad time. European econo- 
mies are slowing. Other liberalising mea- 
sures proclaimed at Lisbon—for instance, 
the liberalisation of energy markets, postal 
services and the completion of a single fi- 
nancial market—have got nowhere. 

Meanwhile, the euro still struggles 
against the dollar. One of the aspects of 
this is that capital flows to the United 
States have been much stronger than flows 
to the EU. Encouraging shareholder cap- 
italism in Europe, and making takeovers 
easier, might have persuaded global inves- 
tors to put more of their money into the 
EU. With the failure of the takeover code, it 
is easier for the Eu’s critics to paint it as a 
bastion of unreformed corporatism. @ 


Share-trading in America 


The trouble starts 
at home 


NEW YORK 
Are fund managers to blame for higher 
trading costs? 


De the growing popularity of 
automated electronic share-trading 
systems (ECNs), the costs of trading shares 
remain relatively high for many American 
investors, and especially for fund-manage- 
ment firms. The average institutional trade 
executed through a broker costs around 5.5 
cents per share, compared with 0.25-2 
cents a share available over ECNs. Still, 
fund managers have not switched en 
masse to ECNS. 

To explain this, it is tempting to blame 
inefficient regulation, technical glitches 
that have beset both Nasdaq and the New 
York Stock Exchange (NYSE), or even the 
NYSE’s dogged refusal to scrap its crowded 
trading floor. Still, the biggest reason may 
be the fund managers themselves, accord- 
ing to a new study by Robert Schwartz of 
Baruch College and Benn Steil of the 
Council on Foreign Relations”. 





In order to find out how fund managers 
choose where to execute their trades, the 
economists surveyed chief investment of- 
ficers and head equity traders at 72 large 
fund-management firms worldwide. They 
found that fewer than half of institutional 
commissions were allocated by those who 
actually do the trading—and itis these who 
probably have the best idea where to exe- 
cute a trade most effectively. In fact, 40% of 
commissions were allocated by the institu- 
tion’s portfolio managers, 12% by its an- 
alysts and 10% by its clients. Some 14% of 
managers went so far as to tell their trader 
which brokerage to use. Crucially, 64% in- 
structed their trading desk, for most trans- 
actions, to base their choice of broker on 
“rewarding good research”. 

Payments to brokers in exchange for re- 
search and other services besides trade 
execution, including trading or informa- 
tion systems and access to initial public of- 
ferings of shares, are known as “soft com- 
missions”. They are far more common in 
America, where they accompanied 32% of 
trade orders by managers surveyed, than 
in Europe (18%). Over half of all the com- 
missions paid by American institutions 
are “soft”, ie, pre-allocated to particular 
brokers as part of an explicit agreement. 

The effect of soft commissions is to pass 
the cost of research and other services on 
to the fund manager’s clients—hidden in 
the form of poorer performance, rather 
than being more visible as higher manage- 
ment fees. Managers perhaps believe that 
clients will rarely fire them for below-aver- 
age performance, though they might do 
for above-average fees. 

As well as concealing true costs from 
clients, the result is that trading costs, even 
after stripping out the cost of “soft” ser- 
vices, are higher than they need to be. 
Once somebody has decided to pay a soft 
commission, it seems, he does not bother 
to scrutinise too closely what sort of trade 
he gets for it. And, say Messrs Schwartz and 
Steil, even when trading costs are mea- 
sured, the widely used “volume weighted 
average pricing” method misses the dam- 
age done by soft commissions. 

Ideally, fund managers should be 
forced to bear the costs of research and 
other services themselves, and it should 
be reflected in their fees. Trading should be 
done in ways that get clients the best exe- 
cution, and maximise performance. Why 
don’t clients see this for themselves? Per- 
haps they don’t realise how much they are 
losing. Regulators could help. Earlier this 
year in Britain, a commission chaired bý 
Paul Myners proposed the scrapping of — 
soft commissions. This has met resistance 
in the City of London. It would meet even 
more in the United States. @ 





* “Controlling Institutional Trading Costs: We Have Met 
the Enemy, and They are Us”. Journal of Portfolio 
Management, forthcoming. 
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Wall Street research 
Neither buyer nor 
seller be 


NEW YORK 
The wonderful new world of 
investment research 


YONE these days, Congress in- 
cluded, likes to bash the share analysts 
at Wall Street's big investment banks for 
their shoddy or conflicted investment re- 
search. In midtown Manhattan, a business 
founded three years ago by men barely out 
of university is moving into larger quarters 
for the fourth time. Gerson Lehrman is 
making money, in an intriguing way, from 
the distrust. 

As important as what the group pro- 
vides—investment research—is what it 
doesn’t provide, namely, banking, stock- 
broking and money management. Indeed, 
it does not even provide the most visible 
element of traditional investment re- 
search: “buy” and “sell” recommenda- 
tions. Still, it has as customers plenty of 
hedge funds, many of America’s big asset- 
management companies, including Fidel- 
ity and Putnam, and even some asset- 
management arms of big investment 
banks, 

Gerson Lehrman’s initial idea was to 
publish books about how dynamic indus- 
tries, such as telecoms or pharmaceuticals, 
function. As it happened, nobody wanted 
to read the books. But they did want to 
speak to the authors, particularly about ar- 
eas subject to complex regulation or rapid 
change. Getting the hint, and having little 
to lose, Messrs Gerson and Lehrman trans- 
formed their company into an informa- 
tion exchange. 

Experts in health care, energy and tech- 
nology were recruited to be available at 
hourly rates, set by the experts themselves, 


d ranging from $100 to $2,000. Clients pay 


> 


$6,500 a month for each area to which they 
want access, and that gives them the right 
to consultations by telephone with ex- 
perts, usually for 45 minutes. Gerson Lehr- 
man now has 8,500 of these associates, 
and annual revenues of $12m. 

The issues can be fairly broad (a tutorial 
on heart disease, for instance) or narrow 
(eg, on specific side-effects of rare-cancer 
treatments). Some may require merely a 
junior faculty member at a decent medical 
school; others, the head of oncology at a 
major hospital. In each case, an invest- 
‘ment manager calls Gerson Lehrman and 
is passed on to an expert, whose help is 
then evaluated. Those who provide consis- 
tently valuable advice, and who price their 
services appropriately, get more business. 

One disappointment about what Ger- 
son Lehrman offers might be over how 
much work clients still have to do for 


themselves. Investment research, it turns 
out, is actually quite hard. First, you must 
know what are the crucial questions to 
ask. Then, just as harrowing, you must 
know what to do with the answers. Con- 
sider, for example, the case of ps Uni- 
phase and Cisco, two companies whose 
shares climbed and then crashed. Gerson 
Lehrman put out two brief reports, one 
covering a laser pump produced by Uni- 
phase and another on a router produced 
by Juniper Networks, a product that com- 
petes directly with Cisco. 

For the right kind of investor, this in- 
formation is a crucial part of a larger puzzle 
about these companies’ viability. For 
many others, it is so much techno-babble. 
No doubt some wish Gerson Lehrman 
would distil things down to a simple share 
recommendation. But then the root of the 
malaise about investment research on 
Wall Street may not be the rotten advice on 
what stocks to buy, but the rotten advice 
that very difficult decisions about invest- 
ments could ever be easy. m 


Singapore banks 


After the slumber 


BANGKOK 
Singapore’s coddled banking sector 
gets ashake-up 





HERE did Singapore’s bankers get all 

these strange ideas? For the past few 
weeks they have toyed with hostile take- 
overs and bidding wars, and they whisper 
impolite things about their rivals. On top 
of that, the government is pushing a radi- 
cal notion of its own, by making it ever eas- 
ier for foreign banks to compete with the 
locals. If this keeps up, Singapore’s bank- 
ers may soon be introduced to two groups 
of distant strangers: customers and share- 
holders. 

After a series of offers since June 12th, 
all five of Singapore’s banks are now en- 
gaged in takeover bids, as buyers or targets. 
Oversea-Chinese Banking Corporation 
(OcBC) started the fun by launching a 
$$4.8 billion ($2.6 billion) hostile bid for 
the smallest of the five banks, Keppel Capi- 
tal Holdings. The offer for Keppel promptly 
drew everyone's attention to Singapore’s 
second-smallest bank—and thus the next 








logical takeover target-Overseas Union 
Bank (ous). Soon enough, Development 
Bank of Singapore (DBs), which is the city- 
state’s largest bank and has already done 
several foreign deals, launched a hostile 
bid for OUB. 

The need for consolidation has been 
apparent for years, yet the whirl of activity 
is dizzying. United Overseas Bank (UOB), 
for instance, made its own offer for OUB, 
trumping pBs’s S$9.4 billion bid by 
$$600m. To spare the sensitivities of 
Ous’s 95-year-old founder, Lien Ying 
Chow, vos invited all ous’s directors to 
join its board after the deal. To help this 
friendly offer succeed, Mr Lien responded 
by agreeing to sell his 15.7% stake to the 
new bidder. pss, however, has yet to 
withdraw its offer, and some analysts now 
expect a fight for Keppel as well. 

While Singapore's bankers stirred this 
alphabet soup, the government tossed in, 
from a great height, its own potato. On 
June 29th the Monetary Authority of Sin- 
gapore (MAS) unveiled the second phase 
of a liberalisation plan that began two 
years ago. It will allow “qualifying full 
banks”—foreign banks with special li- 
cences—to expand their domestic services. 
The MAS will let each foreign bank double 
its branches, to ten. And, although the for- 
eign banks’ customers still may not use the 
locals’ cash machines, they will soon gain 
access to better payment services, such as 
direct debiting. 

In addition, the MAs will allow two 
new foreign banks to become qualifying 
full banks. At present, only four have been 
granted access: America’s Citibank, Brit- 
ain’s Standard Chartered, France's BNP Pa- 
ribas and ABN Amro from the Nether- 
lands. As the wallflower at this dance, 
HSBC, a British-based bank with a huge 
pan-Asian business, is an obvious candi- 
date for one of the slots. 

All this activity is moving Singapore 
closer to the kind of banking system that 
the local regulators have in mind: two or 
three big local banks, competing with half 
a dozen, suitably hamstrung, foreign ri- 
vals. Time, perhaps, for a nap before plot- 
ting their next move. W 





Turkey 


Hardball from the 
Fund 


ANKARA 
Turkey is playing politics with its 
recovery programme, says the IMF 

N JULY 2nd the International Mone- 

tary Fund said that it was delaying 
Turkey’s next $1.6 billion instalment of 
emergency funds until it was satisfied that 
the three-party coalition government had 
shown its commitment to a $15.7 billion 
economic programme signed in May. The 
Fund’s chief objection is the brazenly po- 
litical colour of appointments to the board 
of Turk Telekom, slated for privatisation. 
The programme needs to get back on track, 
if Turkey is to avoid another bout of finan- 
cial jitters. 

The IMF programme had many condi- 
tions, and one was that a new board for the 
telecom monopoly should have profes- 
sional, non-political appointees. The IMF 
saw the appointments—which keep the 
same chairman and include four 
Nationalist Action Party stooges—as the 
last straw. The World Bank followed the 
IMF by delaying $1.7 billion of public-sec- 
tor and agricultural loans. 

Kemal Dervis, Turkey’s economy min- 
ister, was in Washington, DC, this week 
trying to put the programme back on the 
rails. That seemed likely to need more 
changes to the Telekom board. (Mr Dervis 
had a fierce battle just to get two profes- 
sionals, and retired military ones at that, 
on to the new board.) Or it would need 
some smart talking with the IMF’s manag- 
ing director, Horst Köhler. Mr Dervis, a for- 
mer World Banker, is good at Washington- 
speak. In Ankara, though, the knives are 
out. His support in the cabinet is falling. 

Turkey’s financial markets remained 
fairly calm, in the belief that a compromise 
could be found in Washington. rm F insid- 
ers acknowledge that Turkey has made 
progress on other parts of the programme. 
At the heart of reforms is a restructuring of 
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the banking system, which nearly col- 
lapsed during Turkey’s crisis last February. 
State banks have since been recapitalised 
or merged. A first step was taken this week 
to close Emlak Bank, a redundant state 
mortgage bank. Under-capitalised private 
banks, under a deposit-insurance um- 
brella, are being sold or closed. 

The finance ministry’s chief challenge 
is to get to grips with the burden of domes- 
tic debt, now equivalent to 79% of GDP, 
while capping inflation and stabilising the 
exchange rate. In June, the government 
swapped $7.4 billion-worth of short-term 
domestic bonds for paper with a longer 
maturity, some of it indexed to the dollar 
exchange rate. That encouraged Turkey's 
big banks—which were nearly killed by 
short currency positions in February—to 
hedge their dollar liabilities with these 


Cricket 
’Owzat? 


In return, the finance ministry expected 
them to show more appetite for bidding in 
subsequent bond auctions. Yet the banks 
have been reluctant—suspicious, like the 
IMF, that politics will stymie reform, drive 
up inflation and sink their newly bought 
bonds. Last week, the ministry had to offer 
bonds yielding 92% before the banks 
would buy them. That was seven percent- 
age points higher than its target, which im- 
plied areal interest rate of around 18%. 

Unless this programme bites, and infla- 
tion comes down, things will remain hard 
for Turks. “The taste has gone out of our 
bridge game in the local café,” says a re- 
tired headmaster. Nobody takes risks in 
the bidding any more. The losers have to 
buy a round of tea at 150,000 liras (12 
cents) a glass. m 


Economics as well as corruption accounts for scandals 


HE latest battle for the Ashes—as the 

series of five-day cricket matches be- 
tween England and Australia is called— 
began on July 5th under something of a 
cloud. The trouble was not the weather 
at the ground, nor the chasm in class be- 
tween Australia and all others, but the 
match-fixing scandal that has sullied the 
sport's image. Five senior players have 
been banned for life; suspicion still sur- 
rounds others. 

Cricket's economics are partly to 
blame, say two British economists, Ian 
Preston and Stefan and a law 

from America (yes, really), Ste- 
phen Ross*. Although virtually all the 
money in cricket comes from 
international matches, much of itis used 
to prop up domestic competitions, such 
as the English county championship, 
where a man and a dog count as a 
crowd. Top cricketers receive a much 
smaller share of the pot than do the stars 
of other sports: maybe 10%, against 50% 
elsewhere. The gap between their earn- 
ings and those of mere journeymen is 
relatively narrow. 

This has made the corruption of lead- 
ing cricketers remarkably cheap, costing 
bookmakers just a few thousand dollars. 
The economists’ answer is to find a new 
source of money with which to pay the 
best players and cut out temptation. 
They suggest an international tourna- 
ment between eight or so clubs, spe- 
cially created for the purpose, based in 


top cricketers would play in every 
ts would surely 


fetch a pretty sum. U. national 





A crowd, but not a paying one 


teams, clubs would be free to compete 
for players, and so would bid up their 
salaries. 


Might it happen? The economics 
looks right, and cricket authorities are no 
longer traditionalists, at least when 
money is at stake. In one-day matches, 
coloured clothing and night-time play 
are now common. In 1999, Australia’s 
venerable interstate trophy, the Sheffield 
Shield, was replaced by something 
ev t the Pura Cup, after a brand of 


Even so, the idea faces obstacles. The 
fixture list is already crammed, and the 
scheme could upset existing, influential ` 
“first-class” clubs, such as English coun- 
ties, which would surely lose impor- 
tance—and might fear losing money too. 


Fests A SA A INST COII S ANE ESS, 
* “Seizing the Moment: A Blueprint for Reform of Wortd 
Cricket”. University College London Discussion Paper in 
Economics. www.ucl.ac.uk/ -uctp100/bluprint.pdf 
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Economics focus A bundle of trouble 


Behind antitrust actions against Microsoft and General Electric lie concerns about 
“bundling” different products together. Is bundling really so bad? 





N ENGLISH schools, “bundling” is what 

happens when boys knock a fellow pu- 
pil to the ground and then pile on top of 
him. Economists use the term to describe 
something less rough-and-tumble, yet, 
some fear, equally suffocating to the vic- 
tim: bundling two or more products to- 
gether as a package, and selling it for a 
single price. 

The world’s two biggest companies, by 

market capitalisation, are under fire from 
antitrust authorities, in part because of 


* concerns about bundling. On June 28th, 


an American appeals court upheld parts 
of an earlier judgment that, by bundling 
its Internet Explorer browser with its 
Windows operating system, Microsoft 
was seeking to preserve, or even extend, a 
monopoly position in operating systems. 
On July 3rd, the European Commission 
blocked General Electric (Gz) from acquir- 
ing Honeywell, because it feared that the 
combined firm, by bundling together en- 
gines, electrical components and trade fi- 
nancing, would increasingly dominate 
the aircraft-manufacturing business. 

In the 1940s, America's Supreme 
Court concluded that “tying agreements 
serve hardly any purpose beyond the 
suppression of competition.” Economists 
have long challenged that absolutism. 
Many now think that, though there are 
exceptions, selling bundles of goods to- 
gether as a package can be a source of 
economic efficiency. 

Bundling covers many things. Two or 
more of the same product might be sold 
as a package—a “buy one, get the second 
at half-price” deal, say, or a railway sea- 


© son ticket. A camera might be sold in a 
~ box with a free film; a hotel room might 






come with accompanying breakfast. 

A product can also be bundled to- 
gether with a loan. Financial bundling 
has become so widespread that three 
economists at Morgan Stanley—Steven 
Galbraith, Mary Viviano and Elmer Huh— 
suggest in a recent report that, as manu- 
facturers such as Ge, General Motors and 
Lucent grow ever more involved in pro- 
viding finance, so “manufacturing is be- 
coming the loss-leader of the profit chain 

or many companies.” In other words, 
give away the product; make money on 
the lending that is bundled with it. 

Bundling can be good for consumers. 
It can reduce “search costs” (the bundled 
goods are in the same place), as well as 
the producer’s distribution costs. There 
are lower “transaction costs” (because a 


single purchase is cheaper to carry out 
than multiple ones). And the producer 
may be a more efficient bundler than the 
customer: few of us choose, after all, to 
buy the individual parts of a car to assem- 
ble them ourselves. 


Win some, lose some 
In perfectly competitive markets, bun- 
dling should happen only if it is more effi- 
cient than selling the products separately. 
Where there is less than perfect compe- 
tition—that is, most markets—economic 
models suggest that bundling sometimes 
benefits consumers and sometimes pro- 
ducers. Nicholas Economides, of New 
York University, says that when firms 
have a measure of market power, they 
can engage in price discrimination, charg- 
ing different prices to different customers. 
Bundling can play a part in price discrimi- 
nation, as different bundles of goods and 
prices may appeal to different customers. 
Price discrimination in general, and 
bundling in particular, is usually a profit- 
maximising strategy for a producer that 
enjoys substantial market power, says Mr 
Economides. But if there is a deal of com- 
petition, two rivals selling bundled goods 
may see their margins fall even more 
readily than if they were not bundling. 
Wherever there is market power, the 
antitrust authorities have reason to be 
watchful. Bundling a monopoly product 
with one that is competitively provided 
may result in the competitive market be- 
ing distorted, But it would be wrong to as- 
sume that bundling is inevitably bad in 
those circumstances. If there is some loss 
of consumer choice, the cost may be out- 
weighed by efficiencies from bundling. 
Each case must be judged on its merits. 
The merits are harder to assess where 








there is “pure bundling”, involving pro- 
ducts available only as a package, than 
where there is “mixed bundling”, with 
products available both as a package and 
individually. 

Microsoft’s package of Explorer and 
Windows is a pure bundle. On the face of 
it, requiring Microsoft to sell Windows 
and Explorer as separate products as well 
as bundled ones would end the argu- 
ments—except that Microsoft claims they 
are not a bundle at all, rather a single pro- 
duct incapable of being broken into parts. 
In the past, such claims have been re- 
solved by assessing whether a viable 
market exists for each product on its own: 
if it does, the product is a bundle. 

Yet, as the appeals court noted, this 
does not work well in Microsoft's case, 
because any innovation that improves an 
integrated product might be stifled. Again, 
the costs and benefits of any such innova- 
tion, and whether it constitutes a genu- 
inely new, integrated product, not a 
bundle, should be judged case by case. 

Product definition was also an issue in 
the proposed merger of GE and Honey- 
well. The European Commission con- 
cluded that Ge’s aircraft-leasing arm 
would favour Gz/Honeywell’s competi- 
tively priced bundles of engines and com- 
ponents for aircraft it financed, over 
(perhaps unbundled) alternatives sold by 
competitors. Maybe. But aircraft financed 
by GE could equally be regarded as a bun- 
dled product in competition with other, 
bundled aircraft. As long as a merger of 
GE and Honeywell did not reduce compe- 
tition in this end market, and it appears it 
would not have done, should the anti- 
trust authorities have a say in who makes 
the components that Gr chooses to in- 
clude in its bundle? w 
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~ The technology of taste 


Food for thought 


NEW YORK 


Science and technolog 


A: 


Nowadays, you not only are what you eat; you R&D what you eat. Food makers 
have been meeting to discuss the latest in flavours, ingredients and processes 


T CAJOLE nervous students into the 

chemistry laboratory, teachers used to 
say that the subject was like cooking. 
These days, it is truer to say that cooking is 
like chemistry. In a cut-throat market, food 
companies are unwilling to leave anything 
to chance. They must constantly formulate 
new flavours, ingredients and processing 
methods if they are to keep abreast of their 
competitors. 

As a result, their research laboratories 
have never been busier. A study published 
in November by Prepared Foods, a trade 
magazine, showed that 42% of the 331 food 
manufacturers surveyed had plans to in- 
crease their R&D budgets by at least 15% in 
2001; only 3% said that their R&D budgets 

[would drop. 

This money has spurred the develop- 
ment of new ideas in food technology. 
(These innovations can be thought of as 
falling into two broad categories: they are 
either the kind that customers would like 
to know about, or the kind that they would 
probably rather not hear of.) Last week, at 
the Institute of Food Technologists’ annual 


meeting in New Orleans, the industry's 
representatives convened to compare 
notes on how to capture their customers 
by the tongue and hold on fast. 


Inside the sausage-factory 

To lower cost or improve texture, food 
manufacturers often have to replace one 
substance by another that tastes nothing 
like it. One popular substitution is soya 
protein for meat. In addition to being 
cheaper than meat, soya has (at least in 
America) the added advantage of being 
marketable. The country’s Food and Drug 
Administration, which regulates such mat- 
ters, has recently decided thatif a foodstuff 
contains more than 6.25 of soya per serv- 
ing, manufacturers can state on its label 
that eating soya may reduce the risk of 
heart disease. 

Thatis a nice bonus. Unclogged arteries 
are not, however, the main point of eating 
hamburgers. Flavouris. So, to find out how 
far hamburgers can be “extended” with 
soya, Keith Cadwallader of the University 
of Illinois at Urbana-Champaign analysed 
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differences between the aromas of pure 
beef hamburgers and those containing 
25% soya protein. 

Dr Cadwallader and his team used a 
gas chromatograph. This works by blow- 
ing a mixture of volatile chemicals (which 
flavour-creating compounds necessarily 
are) through a column of powder that ab- 
sorbs and releases those chemicals at dif- 
ferent rates. What emerges from the col- 
umn is a series of “peaks”, each of which 
corresponds to a particular compound. 

The researchers were thus able to deter- 
mine the precise chemical profiles of the 
smells of soya-based and beef-based ham- 
burgers. Surprisingly (and _gratifyingly), 
adding a bit of soya to a hamburger may 
actually improve its flavour. The mixed 
burgers had higher levels of certain sul- 
phur-containing compounds that are be- 
lieved to augment the meaty “notes” in a 
burger’s aroma. 

On the other hand, the research of Mar- 
garet Hinds at Oklahoma State University 
shows what a fine line there is between 
temptation and disdain. Using a group of 
81 untrained testers, she conducted a com- 
parison of five commercially available 
burgers made from soya (and one made 
from beef, as a control). 

The hue, the firmness and the chewi- 
ness of the burgers correlated with how ac- 
ceptable they were to consumers. (Colour 
was determined precisely using a colour- 
imeter; a texture analyser bent and com- 
pressed each burger to work out how » 
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> much it yielded.) Not surprisingly, con- 
sumers preferred burgers that had charac- 
teristics close to those of beef. Only one 
soya-based burger was close enough to 
pass muster. 

Other researchers offered results on 
useful new ingredients for meat process- 
ing. Lynn McMullen, of the University of 
Alberta, and her team claimed that a gum 
made from barley could be used to replace 
the “mouthfeel” of fat in low-fat sausages. 
Tony Payne, from Ajinomoto USA, an 
American subsidiary of a Japanese in- 
gredients firm, described how the firm’s 
enzymes bind bits of processed meat to- 
gether to give the feel of a piece of whole 


Feeding tomorrow’s troops 


Food fight 
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muscle (definitely in the “you didn’t want 
to know that” category). Ingolf Gruen’s 
group, from the University of Missouri, in 
Columbia, showed that adding antioxi- 
dants to convenience foods that contain 
cooked beef may reduce their “warmed- 
over” flavour, a funny taste that seems to 
come from the build-up during storage of 
substances that react with a meaty chemi- 
cal called thiobarbituric acid. 


Currying flavour 

Food, and its consumers, are notoriously 
faddy. This year, flavour makers are insist- 
ing that bolder tastes are in fashion. Frito- 
Lay, a snack-food maker, has recently 


Anew report speculates on army rations of the future 


IKE Popeye eating cans of spinach, sol- 
diers of the near future will dine on 

special food that makes them fighting 
fit—at least according to a report by 
America’s National Research Council. 
The report, entitled “Opportunities in 
Biotechnology for Future Army Applica- 
tions”, is short on detail. But its 16 au- 
thors, led by Michael Ladisch, a 
biological engineer at Purdue University, 
reckon that high-tech chow will, within 
the next 25 years, protect troops from at- 
tack by biological weapons, insulate 
them against cold weather and even 
make them visible to their commanders 
by satellite. 

People are already experimenting 
with food plants that have immunity-in- 
ducing genes from viruses in them, so 
the first of these ideas is not that incred- 
ible. It would be useful, though. Vac- 
cinating soldiers the traditional way is 
slow, costly and (for the troops con- 
cerned) unpleasant. 

The idea that special enzymes could 
be engineered into plants, to make food 
derived from them easier to digest, is 
more speculative. But the authors are 
not shy about such speculation. Such en- 
zymes would, they reckon, make a 
meal’s calories available to the soldier 
more quickly, heating him up in arctic 
conditions, (Manufacturers of certain 
breakfast cereals would, no doubt, be in- 
terested in this idea.) 

An even wackier proposal is that, 
along with their rations, soldiers of the 
future will ingest “biomarkers”. These 
are chemical tags that would allow 
troops equipped with the right sensors 
to detect their fellow fighters (the chemi- 
cals would probably work by absorbing 
light in particular, recognisable ways). 
That might help to reduce “friendly fire” 





Eat up your biomarkers 


incidents, in which soldiers accidentally 
kill their comrades. Indeed, such tags 
might even be visible from suitably 
equipped satellites, according to the re- 
port. That would allow officers to “see” 
their men all over a battlefield, even 
when the enemy cannot. 

One of the report's less appetising 
speculations is that biotechnology might 
allow soldiers to create “edible, digest- 
ible, nourishing food from raw materials 
that might be foraged on the battlefield.” 
Dr Ladisch and his colleagues do not, 
however, detail what those raw materi- 
als might be, nor how they might be 
turned into something scrumptious. Per- 
haps that is just as well. If an army 
marches on its stomach, the stomach 
needs to be a strong one. 





launched a line of “gourmet” crisps de- 
signed to appeal to the more discerning 
consumer. The company’s laboratory 
started by generating 300 flavours, includ- 
ing Thai curry, blue cheese, lemongrass 
and tandoori chicken. Eight of these fla- 
vours made it to the final round and, after 
getting 400 consumers to sample them, 
Frito-Lay decided to mass-produce only 
four: cheddar and jalapeno; garlic and 
herb; barbecue; and something referred to 
as “classic”. This quartet seemed to please 
the American palate most. 

That sort of market research, though, is 
both time-consuming and expensive. It 
would speed things up, and probably cut 
costs, if it could be mechanised. 

To a certain extent, it can be. Cheddar 
cheese, coffee and tea researchers are all 
exploring the use of electronic noses to 
rate their foodstuffs. Simple versions of 
such devices employ a set of sensors made 
of special polymers linked to electrodes. 
The volatile compounds that make up an 
aroma cause these polymers to change 
shape, which alters the resistance to the 
current passing through the electrodes. 
The result is an electrical “fingerprint” of 
an aroma. 

So far, the electronic noses developed 
by firms such as Alpha mos, of Toulouse, 
France, have worked best for quality-con- 
trol purposes. These machines compare 
products’ aroma-fingerprints with pre-pro- 
grammed standards that are known to cor- 
respond with what people have said that 
they like. And the range of senses that can 
be substituted electronically has now 
been extended to include taste as well as 
smell. Recently, Alpha Mos has launched 
a second analyser—an electronic “tongue” 
that can fingerprint the compounds dis- 
solved in a sample of liquid. The machine 
is accurate enough to work out, for exam- 
ple, whether the vanilla extract in a sample 
originated in India or in Malaysia. 

Even in matters culinary, however, the 
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proof of the pudding is not always in the ` 


eating. The success of a food product also 
depends on the cleverness of its market- 
ing. To this end McCormick, a flavouring 
company based in Maryland, has commis- 
sioned a “craveability” study from Mosko- 
witz and Jacobs, a market-research firm in 
White Plains, New York. The intention is to 
discover which descriptions of particular 
foods most induce craving in consumers. 

The preliminary results show that for 
fast-food hamburgers, the descriptions 
rated as most enticing were “a grilled 
aroma that surrounds a thick burger on a 
toasted bun” and “lots of grilled bacon and 
cheese covering the grilled juicy ham- 
burger on a lightly toasted bun”. Other 
blurbs, such as “with horseradish sauce” 
and “when it’s cold outside and the burger 
is warm and inviting”, actually put people 
off hamburgers. And that was before they 
knew what wasin them. m 
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Nanotechnology 
The next small 
thing 


Researchers have designed a bone 
substitute from the molecules up 


f ia way that atoms are arranged mat- 
ters. Diamonds, charcoal and graphite 
are all made of the same substance—car- 
bon. Yet only one atomic arrangement is 
suitable for an engagement ring. 

The same is true of hydroxyapatite, the 
material that bones are made of. Although 
chemists can whip up a bucket of the stuff 
in no time (itis a form of hydrated calcium 
phosphate), the result is rarely suitable for 
patching up broken bones because its 
structure is too weak. As a consequence, 
those bones that do need to be screwed to- 
gether in order to heal are usually mended 
with implants made of titanium. 

Edward Ahn and his colleagues at Ang- 
strom Medica, of Cambridge, Massachu- 
setts, hope to change that by using a pro- 
cess that controls the formation of crystals 
of hydroxyapatite at an atomic scale. The 
result is a version of the substance that has 
the strength of steel. 

This material, dubbed NanOss by the 


™ company, is composed of “nanocrystals”. 


These crystals are a mere 100 nanometres 
(billionths of a metre) across, and are all 
more or less the same size. That gives the 
material strength, as there are fewer places 
for stress to build up and fractures to form 
than in hydroxyapatite made haphazardly 
of larger, more heterogeneous grains. 

The details of the process used to create 
NanOss are currently a commercial secret 
(they involve dissolving together the right 
proportions of calcium, phosphate and hy- 
droxide ions, while precisely controlling 

_ the acidity, temperature and timing of the 
process). The result, however, is a precip- 

` itate of nanocrystals of a predetermined 
size, shape and purity. These are retrieved 
from the solvent and consolidated into 
their final shape, such as a screw. 

An additional advantage of nanocrys- 
tals is that they are small enough for the 
cells that live inside bones to latch on to. 
These cells are also able to engulf the crys- 
tals, break them down, and remodel them 
into real bone. Over time, therefore, im- 
plants made of NanOss should be incor- 
porated seamlessly into the once-dam- 
aged tissue, and become indistinguishable 
from normal, living bone. 

Working at the atomic scale has other 
advantages. Being able to tweak the ratio 
of calcium to phosphate alters not only the 
strength of the NanOss, but also the rate at 
which it is absorbed and the ease with 
which it combines with collagen, a protein 
that is the other main ingredient of bone. 





No screws loose here 


Angstrom Medica hopes to use this to cus- 
tomise NanOss to produce implants suit- 
able for patients of different ages: com- 
pared to the elderly, young people require 
implants that can be absorbed rapidly. 

The researchers are now seeking other 
applications for the process. Building from 
the atoms up clearly makes a difference. In 
theory, a wide range of improved materi- 
als could be made in nanocrystalline form: 
more proof that small is beautiful. = 


Bose-Einstein condensates 


Cold, quickly 


Anew way has been devised to make a 
peculiar form of matter 


Amn EINSTEIN is most famous for the 
theory of relativity. But even if he had 
never thought of it, he would still have 
been a notable physicist. One of his other 
ideas, developed in the 1920s in collabora- 
tion with Satyendra Nath Bose, concerned 
what would happen to a collection of at- 
oms cooled to within a few billionths of a 
degree of absolute zero. Bose and Einstein 
predicted that, in certain circumstances, 
the atoms would lose their identities and 
become a single, coherent whole. 

Neither man lived to see the idea 
tested—but it turned out to be right. The 
first Bose-Einstein condensate (BEC), as 
this new state of matter is called, was 
created in 1995. But making it was hard— 
which is a pity, because if such conden- 





sates could be turned out routinely, they 
might be very useful. Now, a paper pub- 
lished in Physical Review Letters by Mi- 
chael Chapman and his colleagues at the 
Georgia Institute of Technology in Atlanta 
outlines a step towards such a routine. 

Until now, BECs have been made in a 
two-stage process. The first stage (at least, 
after the atoms have been cooled close to 
absolute zero by more traditional meth- 
ods) involves an optical “trap”—a set of la- 
sers emitting frequencies of light that slow 
the atoms down. This lowers their tem- 
perature to a still-torrid (for a BEC, any- 
way) few millionths of a degree above ab- 
solute zero. In the second stage, the cooled 
atoms are transferred to a magnetic trap. 
There, held steady by powerful magnets, 
they are cooled by evaporation. The pro- 
blem with this is that such evaporative 
cooling takes time—sometimes as long as 
several minutes. That makes the whole 
process vulnerable to random sources of 
heat, or glitches in the magnetic field. 

Dr Chapman and his group have man- 
aged to eliminate the fragile second Stage 
by creating a BEC in a purely optical trap. 
They did so not by some great technical 
breakthrough, but by rigorous attention to 
detail. For example, they avoided laser fre- 
quencies that might induce “spontaneous 
emissions” of light by the atoms being 
cooled. Such emissions are a harmful 
source of heat. And, by reducing the power 
of their lasers while the condensate was 
forming, they allowed rapid evaporative 
cooling. The result was that their atoms 
(rubidium, in this case) became a BEC in a 
mere two seconds. 

The reason Bose-Einstein condensates 
may prove useful outside the laboratory is 
that they are to matter what a laser is to 
light: all their constituent particles march 
in step. When you want to do something 
tricky with light, you often use a laser. It 
would be nice to be able to do the same 
thing with a beam of atoms. 

Ordinary, not-marching-in-step atomic 
beams are already used in precision clocks, 
and to etch some high-performance com- 
puter chips. But chip makers are having 
trouble making more precise beams, and 
the Global Positioning System, which al- 
lows people to locate themselves to within 
a few metres on the surface of the earth, is 
limited by the performance of its atomic 
clocks. In both of these examples, a coher- 
ent, BEC-based atomic beam would im- 
prove precision massively. 

That would be good. It would also, in 
all likelihood, be just the start. Some peo- 
ple dream of reproducing another trick of 
lasers—holography. In this case, though, 
the holograms would not be photographs, 
but the real, solid thing. Perhaps the most 
important applications of BECS are as un- 
imaginable at the moment as the super- 
market bar-code scanner would have been 
to the inventor of the laser. = 
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The In and Out club 


Great writing about baseball, or cricket (see overleaf), is about stories, not sport 


ASEBALL writers are often given to 

philosophical excess. With the game’s 
slow rhythms creating a natural tension, 
most baseball writing tries to capture the 
action inside the players’ heads as muchas 
the action on the field. Poorly done, it is te- 
dious and overblown. But when the writ- 
ing is right—as it is when Roger Angell 
holds the pen—itis a real pleasure to read. 

In “A Pitcher’s Story”, the New Yorker’s 
baseball writer follows David Cone 
(above), a Yankee pitcher, through the 
2000 season, a sorry affair during which 
the once-glittering veteran watched his 
formidable skills vanish before his eyes. 
The collapse initially gave Mr Angell the 
shakes. “Instead of an inside look at a wiz- 
ardly old master at his late last best”, he 
writes, “this was going to be Merlin falling 
headlong down the palace stairs, the 
pointy hat airborne and his wand clatter- 
ing.” Mr Angell casts the story as a tragic 
drama about an ageing competitor and the 
emotional strain of coming to terms with 
lost greatness. 

The book rambles at times, and the 
game's jargon, nicknames and famous mo- 


ments are seldom explained, which is 
likely to baffle the uninitiated. Yet Mr An- 
gell’s passion for the sport's minutiae is a 
delight, as are his descriptions of its more 
colourful players (“Sojo, a Venezuelan, is 
34, but looks as if he had put on a much 
older guy’s body that morning by mis- 
take”). Most importantly, Mr Angell proves 
that a book about defeat can be infinitely 
more interesting than yet another volume 
on athletic triumph. 

Another kind of triumph is chronicled 
in “The Duke of Havana”: that of political 
freedom (and the almighty dollar) over an 
oppressive and archaic regime. The au- 
thors tell the story of Orlando “El Duque” 
Hernandez, a great Cuban pitcher who de- 
fected to America on December 25th 1997: 
the very day that Fidel Castro legalised 
Christmas in Cuba. El Duque eventually 
won three world championships with the 
Yankees. But this is no simple rags to riches 
tale; it is a study in Cuban culture told 
through the prism of one of Castro’s most 
prized commodities: his baseball players. 

Messrs Fainaru and Sanchez debunk 
the myth that legions of Cuban players 
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have always dreamed of playing Ameri- 
can baseball, lacking only an opportunity 
to defect. Instead, they focus on the pride 
that many on the Cuban national team felt 
as heroes of the state and on why so many 
bought into the propaganda about the 
evils of capitalist imperialism. The book is 
especially strong on the Orwellian nature 
of the Cuban state. 

Too often, however, the authors feel 
compelled to report every bit of informa- 
tion they have ferreted out. Minute-by- 
minute accounts of the plots by American 
sports agents to induce defections become 
tiresome. Still, they are worth slogging 
through, as the rest of the book makes for 
compelling reading. 

Neil Sullivan’s “A Diamond in the 
Bronx” is both narrative history and policy 
briefing, and falls just short of succeeding 
at either. Most of the book uses the history 
of Yankee Stadium to tell the political story 


A Pitcher’s Story: Innings with David 
Cone. By Roger Angell. Warner Books; 256 
pages; $24.95 


The Duke of Havana: Baseball, Cuba, and 
the Search for the American Dream. By 
Steve Fainaru and Ray Sanchez. Villard; 
376 pages; $24.95 


The Diamond in the Bronx: Yankee Sta- 
dium and the Politics of New York. By 
NeilJ. Sullivan. Oxford University Press; 
225 pages; $30 and £30 
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Cricket 
Derring do 


500-1: The Miracle of Headingley 81. By 
Rob Steen and Alastair McLellan. BBC 
Worldwide; 267 pages; £16.99 


GLAND'’S cricket team had won 

four Test match series in a row until 
drawing the one with Pakistan last 
month. But this unusual run of success 
has not reduced the foreboding with 
which England approach this summer’s 
Ashes series against Australia. The first 
Test began on July 5th at Edgbaston, in 
Birmingham. The Australian team is so 
skilled, so experienced and so fiercely 
determined that England's followers 
might soon be forced to seek consola- 
tion in Rob Steen’s and Alastair McLel- 
lan’s gripping account of the Test match 
that lies most indelibly in the memory 
of England cricket fans. 

The match took place at Headingley, 
in Leeds, in July 1981, and its 20th anni- 
versary promises an orgy of nostalgia. 
This book will be the most substantial 
specimen. 

The leading roles are played by Eng- 
land’s most heroic cricketer, Ian Bo- 
tham, who had failed miserably as the 
captain of the team, and by his prede- 
cessor, Mike Brearley, who was asked 
to interrupt his training as a psychoan- 
alyst to take over the role of captain 
once more. (Mr Brearley has contrib- 
uted a thoughtful foreword to the book, 
about styles of leadership and the sig- 
nificance of chance. He also draws a 
comparison between the 1981 series 
and Tolstoy’s “War and Peace”.) The 
other leading player was the English 
team’s fastest bowler, Bob Willis, 
whose fitness then was seriously in 
doubt. 

Initially the game went so badly for 
England that on the third day of the 
match bookmakers quoted odds 
against England of 500-1. One of the 
best chapters in the book blows away 
the smokescreen put up to obscure the 
fact that two members of the Australian 
team—Dennis Lillee and Rodney 
Marsh-took the bet against their own 
side and, for an outlay of just £15 ($30) 
between them, won £7,500. But these 
odds were made a mockery of by Mr 
Botham, who scored 149 not out in Eng- 
land's second innings, and by Mr Wil- 
lis, who took eight wickets for 43 runs 
in Australia’s second. Mr Brearley had 
led England to victory by 18 runs and 
the three men became legends in their 
own lifetime. 
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of New York in the 2oth century. Since its 
construction, the stadium has been a po- 
litical pawn in the games played by such 
colossal egos as the Tammany Hall bosses, 
Mayors John Lindsay and Rudy Giuliani, 
and George Steinbrenner, who owns the 
Yankees. 

Unfortunately, the book turns into 
something of a treatise against public 
funding for sports stadiums. Some of this 
debate is worthwhile, notably Mr Sulli- 
van’s point that both the right and left sup- 





port public financing for vastly different 


reasons: the right out of regard for govern- 


ment policies that facilitate enterprise, the 


left following a sports version of New- 


Deal economics which implies that new 
stadium construction will automatically 
produce jobs and contracts. The author 


argues that both are wrong, yet his discus- 
sion seems, in baseball-speak, to come 
from left field. As Mr Sullivan should 
know, the best baseball writing is about 
philosophy, not policy. m 





Contemporary African history 


Blood and guts 


Africa has much to teach the world about forgiveness 


N APRIL 1994, just before South Africans 

celebrated the end of apartheid by vot- 
ingin their first democratic election, horror 
was erupting in another part of Africa: in 
Rwanda some 800,000 people were sys- 
tematically murdered in two months. 

Both countries then faced a terrible 
dilemma: what to do about the past? Peace 
seemed to conflict with justice; the one 
saying delete the past, the other act on it. 
South Africa attempted to find a middle 
way, a dynamic process that neither tried 
to wipe away the past nor prosecute the 
guilty. It sought truth and then reconcilia- 
tion. Politically it established a govern- 
ment of national unity. 

The Tutsi-dominated government in 
Rwanda, which overthrew its genocidal 
Hutu predecessor, chased the perpetrators 
into Congo and killed them, and locked up 
120,000 suspects at home. Itis now experi- 
menting with a traditional local justice sys- 


Altered state 


tem to try them. Rwanda voted against an 
international tribunal when its mandate 
did notinclude the death penalty. Its politi- 
cal policy is to pretend that there is no dif- 
ference between Hutus and Tutsis and 
prove that they can, with strict govern- 
ment, live together in peace. In practice 
strict government means a Tutsi govern- 
ment that tolerates “good” Hutus. 
Mahmood Mamdani, an African aca- » 


When Victims Become Killers: Colonial- 
ism, Nativism, and the Genocide in 
Rwanda. By Mahmood Mamdani. Prince- 
ton University Press; 382 pages; $29.95. 
James Currey Publishers; £19.95 


ACountry Unmasked: Inside South Af- 
rica’s Truth and Reconciliation Commis- 
sion. By Alex Boraine. Oxford University 
Press; 466 pages; $30 and £20 








> demic who has worked in South Africa 
since 1966, says the problem in white-run 
South Africa was that apartheid had few 
perpetrators but many beneficiaries; in 
Rwanda there are few beneficiaries but al- 
most all Hutus took part in genocide. Sim- 
ple justice, which would perpetuate the 
bitterness and divisions, would be re- 
venge masquerading as justice. “The price 
of justice would be the perpetuation of 
civil war,” he says. He suggests the victors 
should blame the system, not individuals, 
making the perpetrators victims too. 
Mr Mamdani’s political settlement is 


Books-in-brief: American foreign policy 


not democracy, which would simply re- 
store the majority Hutus to power, but an 
acceptance of the Hutu and Tutsi with po- 
litical, not cultural or class affiliations. He 
recommends a broad-based constitutional 
settlement that includes everyone pre- 
pared to give up violence whatever their 
ideology. More Burke than Hobbes, this 
solution is based on the knowledge that 
the question “who is to be master?” will 
be answered by death, unless both sides 
are prepared to cede power and answer 
instead: everyone. 

In its transitional government of na- 


How to be Number One 


Books and arts 85 


tional unity after the 1994 election, South 
Africa followed just that solution. What- 
ever problems the country has now, the 
revenge that many predicted has not 
happened. 

The Truth and Reconciliation Commis- 
sion played a vital role in this. It has pro- 
duced three remarkable books: its own 
horrific and moving five-volume report; 
Archbishop Desmond Tutu’s “No Future 
Without Forgiveness” (Doubleday; Rider; 
1999); and Antjie Krog’s “Country of My 
Skull” (Times Books; Jonathan Cape; 1999). 
Archbishop Tutu’s is a passionate personal » 


Four new books debate whether America needs a long-term global foreign policy at all 


Does America Need a Foreign Policy? 
Toward a Diplomacy for the 21st Century. 
By Henry Kissinger. Simon & Schuster; 318 
pages; $30 and £20 

MERICA’S most famous foreign- 

policy mandarin is back again, this 
time with advice for the Bush adminis- 
tration. Little here is new: warmed-over 
realism peppered with vigorous criti- 
cism of the Clinton legacy, with chapters 
=> oninternational justice and globalisa- 
tion. Mr Kissinger tackles an array of is- 
sues—including China, “rogue states” 
and the Balkans—but his critiques are 
similar. He attacks Clinton’s foreign pol- 
icy for having had too much sloppy mor- 
alism and too little long-term vision and 
discipline. Yet many solutions he calls 
for do not differ dramatically from the 
policies currently under review. 

More intriguing is his excoriation of 
the movement toward global jurispru- 
dence and an international 
court. Here Mr Kissinger'’s liberal critics 
will charge that his straw men are exag- 
grated Bu But they might also admit that 

pragmatic outlook provides some re- 
lief from the muscular unilateralism in 
vogue today, at least on a rhetorical 
level, in certain parts of the administra- 
tion and in Congress. 


Foreig 
Edited by Robert Kagan and William Kris- 
tol. Encounter Books; 402 pages; $22.95 
($15.95 paperback) 
-CUCH muscular unilateralism is well 
represented in this collection of writ- 
ings, published shortly before last year's 
presidential election. Many of its con- 
tributors have close ties to the Bush 
team, and one, Paul Wolfowitz, is now 
second-in-command at the Pentagon. 
The tone of the essays ranges from 





centre-right to hardline. One author ad- 
vocates high tariffs against Chinese ex- 
ports and an unambiguous American 
commitment to defend Taiwan if China 
attacks. Another calls for an increase in 
defence spending by a third so that 
America can simultaneously engage in 
the Balkans, fight Iraq and North Korea, 
and “contemplate war with China or 
Russia”. But this book will probably fail 
to convince those readers who ask why 
a nation that houses an unmatched 
nuclear arsenal and spends more on 
defence than the next eight countries 
combined should be so fretful about a 
perceived strategic “crisis”. 


Defending America: The Case for Limited 
National Missile Defence. By James M. 
Lindsay and Michael E. O'Hanlon. Brookings 
Institution; 258 pages; $24.95. Plymbridge; 
| abil missile defence may take 
many years to achieve, but it already 
dominates American foreign-policy dis- 
cussions. This lucid and dispassionate 
book tries to bring the missile debate 
back to earth and find a middle ground 





between true believers and sceptics. The 
authors propose a limited, two-tier de- 
fence system that focuses mainly on in- 
tercepting missiles from smaller “rogue” 
states (such as Iraq, Iran and North Ko- 
rea) in the initial (“boost”) phase of their 
launch. 

A more ambitious version, they say, 
would destroy the 1972 Anti-Ballistic 
Missile treaty, compelling Russia to forgo 
anti-proliferation efforts, avoid deep cuts 
in offensive nuclear arms and sell coun- 
termeasure technologies to the highest 
bidder. By tying missile defence to 
broader strategic and foreign-policy 
issues, Messrs Lindsay and O’Hanlon 
usefully sort out this complex topic for 
non-specialists. 


Foreign Policy for America in the Twenty- 
First Century: Alternative Perspectives. 
Edited by Thomas H. Henriksen. Hoover 
Institution Press; 152 pages; $15 
paoe seeking an overview of 

American foreign policy will find 
this slim volume helpful, although some 
authors simply rehash the Clinton years. 
The more interesting contributions in- 
clude a piece on promoting democracy 
and a proposal for bolstering globalisa- 
tion’s legitimacy. A particularly pithy 
concluding article by Walter McDougall 
argues that America does not actually 
need a long-term strategic vision in the 
absence of a major war or crisis. 

The nation should instead build on 
its core “assets”. These include a strong 
economy and military, regional alliances 
and the pan-American institutions af- 
fecting such challenges as illegal immi- 
gration and drugs. Otherwise, he writes, 
America risks adopting a “grasshopper 
mode—peripatetic, noisy, topping into 
other people’s backyards, an dunready 
when the weather turns nasty.” 
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> account that mixes the story of the com- 
mission with his reflections on the mean- 
ing of justice and forgiveness. Ms Krog’s, 
an Economist book of the year in 1999, 
mixes cigarette stubs with the trauma of 
listening daily to the dreary pornography 
of planned cruelty. 

What is lacking is an insider’s account 
of how the 25 commissioners, together 
with the victims and the beneficiaries of 
apartheid all related to each other as they 
listened to the testimonies, lies and eva- 
sions. Alex Boraine, deputy chairman of 
the Truth and Reconciliation Commission, 
could have written that, but has not. His 
book is a clichéd account of what he did 
and who he liked and disliked, with little 
flavour of the back rooms and corridors. 
Lacking both grandeur and gossip, it is, 
inevitably, a disappointment. = 


Corning glass 
Patient money 


Corning and the Craft of Innovation. By 
Margaret B.W. Graham and Alec T. Shuldiner. 
Oxford University Press; 512 pages; $29.95 
and £21.99 


OME companies prosper by making 

continuous improvements to their 
business practices. Others grow by using 
their market clout to acquire rivals for the 
skills and markets they covet. A few thrive 
by making patient investments in far- 
sighted ideas of their own that can take de- 
cades to pay off. Rarely does any company 
attempt to do all three things at once. 

Corning, a glass maker that was 
founded 150 years ago, is one of those rare 
manufacturing enterprises that has man- 
aged to cling to its innovative roots. Apart 
from the upheaval of the 1970s and 1980s, 
which affected many American compa- 
nies that had grown fat in the decades after 
the second world war, Corning has been 
remarkably consistent in giving full rein to 
the ingenuity of its researchers while 
pursuing total mastery over its process 
technologies. 

Its reputation for continuous innova- 
tion over a century and a half is unrivalled 
anywhere. Without Corning’s ribbon 
machine, electric light bulbs, vacuum 
flasks and cathode ray tubes would have 
been far costlier and more fragile affairs. 
Without its patented borosilicate glasses, 
there would have been no Pyrex oven- 
ware. The glass ceramics called Pyroceram, 
which the company developed originally 
for missile nose cones, has not quite made 
Corning a household name. By contrast, its 
Corelle line became one of the world’s 
most popular brands of tableware. 
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The firm’s successful casting of the 200- 
inch (five-metre) mirror for the Hale tele- 
scope on Mount Palomar in 1934, a feat 
that even the mighty General Electric had 
attempted but failed to achieve, reinforced 
the company’s reputation in the scientific 
world. Its patented vacuum-deposition 
processes, secretly used for years in the op- 
tics aboard American spy satellites, have 
made Corning the mirror maker of choice 
for optical astronomers everywhere since 
the end of the cold war. Corning’s inven- 
tion of ceramic substrates for catalytic con- 
verters made the firm the darling of De- 
troit. And then there was the optical 
waveguide—the invention, better known 
as optical fibre, that has transformed tele- 
communications the world over. 

Fittingly, this book is more than a typi- 
cal corporate biography. There is little in 
the way of outright flattery, though the au- 
thors are clearly enamoured of their cor- 
porate subject. Their concern throughout 
is to identify the essential ingredients that 
have made Corning so innovative for so 
long. 

“Patient money” was the principle that 
guided the Houghton family when it first 
invested in a small glass company in Som- 
erville, Massachusetts, in 1851. (The firm 
moved to the city of Corning, New York in 
1868). And the Houghton dynasty has in- 
fluenced the company according to that 
principle ever since. Lacking access to the 
cheap immigrant labour, raw materials 
and exploding markets that rival glass 
makers enjoyed across the Alleghenies in 
the Ohio valley, to the west, the Hough- 
tons also insisted that their fledgling cor- 
poration should focus exclusively on the 


Dale Chihuly’s glass art 





specialist end of the business and use in- 
ventiveness as its principal competitive 
weapon. Producing me-too products was 
out of the question, so Corning's only 
choice was to be endlessly unorthodox— 
and so, for the most part, it has remained. 

Central to Corning’s success in turning 
unorthodoxy into a winning way has 
been the management's profound under- 
standing of the value of the company’s 
intellectual property, and its willingness 
to protect that at any cost. This has meant 
investing in research and developmentata 
rate almost double that of the rest of the in- 
dustry. It has also meant refusing to blink 
when bigger companies with deeper pock- 
ets infringed Corning’s patents and sought 
to outspend it in the law courts, as when, 
one by one, wealthy corporations tried to 
muscle their way into Corning’s optical fi- 
bre business. Even giants such as ITT in 
America and Sumitomo in Japan found to 
their cost that the feisty little glass maker 
from upstate New York refused to roll over 
and play dead. Today, Corning has 40% of 
the market for optical fibre—nearly three 
times more than its nearest rival. But it took 
Corning 15 years of patient investment in 
optical-fibre technology to make a profit. 

Only once has Corning stumbled 
badly. The 20-odd acquisitions the com- 
pany made building its MetPath business 
into the largest medical-testing organisa- 
tion in the world smacked of impatient 
money. Yetin the end, this helped the com- 
pany rediscover its innovative roots. Once 
again, the Houghtons, still around and still 
influential, were there to help nudge Cor- 
ning back to its 150-year-old formula for 
patient innovation. W 


Richly coloured and extravagantly formed in swirls of red, green, yellow and blue, Dale 
Chihuly’s glass draws on Venice and the Renaissance for inspiration. The American 
artist's first British exhibition is at the Victoria & Albert Museum until October 21st. 








Summer thrillers 
Duet for the sun 


If you buy no other thrillers this 
holiday season, buy these two 


N 1999, The Economist selected two 

unusually good first thrillers to include 
in its books of the year. Two years on, 
Henry Porter and Mark Burnell have both 
written second novels that are bigger and 
richer in every way than their first efforts. 

Both feature heroes who have become 
outlaws but are reeled back into the estab- 
lishment fold to do one last job. Both are 
quests dressed up as a moral crusade into 
the modern hinterland of evil: Mr Burnell 
chooses Russia, and Mr Porter the killing 
fields of Bosnia. But whereas Mr Porter’s 
hero is a middle-aged ex-spy whose past is 
ripped open when a son he never knew he 
had pays him a visit, Mr Burnell’s is a 
young woman with sharp elbows and so 
many identities she can hardly remember 
how the past became the present. 

Petra Rauter started out in Mr Burnell’s 
first book, “The Rhythm Section” (Harper- 
Collins, 1999), as Stephanie Patrick, a lippy 
Yorkshire lass who runs away to London 


» after her parents are killed. She drifts into 


prostitution and ends up murdering her 
pimp. Instead of doing time, she is re- 
cruited by Magenta House, a freelance off- 
shoot of the intelligence services that 
makes M16 look like M&s. She quickly 
grows to hate her new masters. But having 
joined them, she decides to beat them. 
When “Chameleon” opens, she is living in 
Provence having made off with a great 
deal of money the Magenta House officials 
believe is rightfully theirs. Not surpris- 
ingly, they come after her. 

Mr Porter’s hero, Robert Cope Harland, 
< was once tortured and beaten by Czech se- 
curity agents. Having retired as a spy, he is 
now working for the UN. In the book’s 
magnificent opening pages, his UN plane 
has crashed at La Guardia. Harland is 
thrown from the wreckage into the East 
River mudflats and is the only survivor. 
His investigation into the crash leads him 
back into his old profession. Mr Porter’s 
particular gift is his ability to make tech- 
nology interesting; Mr Burnell’s is an 
imagination that makes anything seem 
possible. Both succeed, though, because 
hey have learned the oldest lesson: that 
characterisation and narrative are all. = 


ASpy’s Life. By Henry Porter. Orion; 402 
pages; £12.99 


Chameleon. By Mark Burnell. Harper- 
Collins; 352 pages; £9.99 


Fake vintage R ti 
Prontoprints 


As vintage photographs rise in price, 
fakes are becoming more common 


HOTOGRAPHY should be the perfect 

democracy. From a single negative 
hundreds of prints can be made, all identi- 
cal if need be, and, in theory, of equal 
value. But in the refined world of vintage 
photography, a Man Ray image, say, soars 
at least ten-fold if the master printed the 
negative himself. In 1999 a collector paid 
$ım for the first time for a photograph, a 
1932 print Ray made of his “Glass Tears”. 
As speculative fever takes hold, more col- 
lectors want to cash in on the sharp end of 
the $200m-a-year fine-art photography 
market. The problem is how to distinguish 
between different photographic processes. 
Indeed, the Association of International 
Photography Art Dealers (Air AD) is host- 
ing a three-day seminar in New York from 
July 8th on collecting vintage photographs 
and recognising forgeries. 

AIPAD was spurred on in part after six 
top-notch New York photo dealers and an 
81-year-old photographer and scholar 
from Queens, Walter Rosenblum, signed 
an out-of-court settlement earlier this year 
that would help refund collectors who had 
bought “signed vintage” photographs by 
Lewis Hine that proved to be fake. The deal 
is widely believed to be the biggest settle- 
ment over fake vintage photography. 

Hine’s most famous images were of the 
“spidermen”, the aerial construction 
workers, who built the Empire State Build- 
ing. Though Hine was never a dominating 
figure like Walker Evans or Edward Stei- 
chen, collectors now snap up his vintage 
prints for up to $60,000 each. A copy of 
“Powerhouse Mechanic” sold at Christie’s 
in 1994 for $90,000. Despite an improb- 
able number of signed “original” Hine 
prints on the market, few questions were 
asked because they came from an impec- 
cable source: Hine’s erstwhile protégé and 
curator, Mr Rosenblum. 

Hine had met Mr Rosenblum in the late 
1930s. He became Hine’s conservator after 
his death in 1940. In 1955 Mr Rosenblum 
gave nearly 4,000 negatives and 6,000 
prints to America’s first photographic mu- 
seum, the George Eastman House in Roch- 
ester. A respected photographer in his own 
right, Mr Rosenblum’s vintage images 
fetch about $4,000, while his wife, Naomi, 
is the author of several well-known books 
on American photography. 

Mr Rosenblum’s vintage Hine photo- 
graphs were cooler, almost greyish in tone 
compared with the warm brown tints of 
Hine’s other vintage work. But the protégé 


offered a plausible explanation: Hine 
printed the photographs on special paper 
for his one-man show at the Riverside Mu- 
seum in 1939. One print, “Three Riveters”, 
that came up for sale at Sotheby’s in 1999, 
was accompanied by a letter from Mr Ro- 
senblum certifying its authenticity. 

It was a 40-year-old American theoreti- 
cal physicist, Michael Mattis, who discov- 
ered the truth. Having heard rumours, Mr 
Mattis asked Paul Messier, a prominent 
photographic conservator from Boston, to 
test the authenticity of a couple of his own 
vintage Hines. “It is easier to date a 15th- 
century Flemish painting than to find out 
if a photograph was printed in 1930 or 
1960,” says Mr Mattis. 

Aided by Walter Rantanen, an FBI fo- 
rensic expert who specialises in paper 
analysis, Mr Messier examined minute pa- 
per fibres taken from the photographs un- 
der a microscope, testing them with chem- 
ical stains. Both Mr Mattis and Mr Messier 





will be speaking at the AIPAD symposium. 
Mr Messier found that the photographic 
paper was made of wood pulp not rags, a 
sure sign that it was made after the 1930s. 
From the 1950s, optical brightening agents 
(OBAs) were used to make paper appear 
whiter. Paper with even tiny amounts of 
OBAS will glow under ultraviolet light. Fi- 
nally, a small change in the logo Agfa used 
as a watermark provided final proof that 
the photographs were in fact posthumous 
prints made between 1958 and 1975. 

The New York dealers, which include 
the Howard Greenberg, the Edwyn Houk 
and the Robert Mann galleries, sold the 
prints in good faith but will not discuss the 
out-of-court settlement. Meanwhile, deal- 
ers stress that the Hine scandal is an iso- 
lated case. Nevertheless, more people will 
now pay $100,000 for a print. They would 
be wise to ask for sophisticated scientific 
proof—as well as the usual stamps, signa- 
ture and detailed provenance—before they 
put their hands in their pockets. @ 


Queen Modjadji 





Mokope Modjadji V, known as the rain queen, died on June 28th, aged 64 


OLITICIANS liked to visit the Northern 

Province of South Africa, one of the 
poorest parts of the country. It enabled 
them to blame their predecessors for the 
poverty there, and to receive applause for 
promising a better future. The province 
was also the home of the Bolebedu, a 
small tribe but with a rather impressive 
leader, Queen Modjadji V, the only female 
tribal leader in southern Africa, and per- 
haps the only one in the world with a repu- 
tation as a rainmaker. 

In 1994, when F.W. de Klerk, South Af- 
rica’s last white president, was dismant- 
ling apartheid, he had a chat with Queen 
Modjadji and said she was “deeply com- 
mitted to peace”. Nelson Mandela visited 
her several times. The queen had not much 
cared for his movement, the African Na- 
tional Congress. When its representatives 
had turned up with its message of “a better 
life for all” they had received a whipping 
for not being respectful to traditional ways. 
Mr Mandela assured her that his govern- 
ment did not want to erode her authority 
as tribal leader. The queen pressed her ad- 
vantage by asking for a road to the cave 
where she liked to practise her rainmaking 
rites. He said he would do what he could, 
and meanwhile made her a present of a 
car. Mr Mandela told reporters that his re- 
lations with the rain queen were “close”. 


He asked them not to question her. Like 
Queen Elizabeth, he said, “she does notan- 
swer questions”. 

All this made readable stories, and 
Queen Modjadji became quite famous in 
South Africa. Itturned out that she was not 
as reluctant to talk as Mr Mandela had 
said, although she asked for a small fee be- 
fore granting an interview. In these scepti- 
cal days, she explained, there was less de- 
mand for her rainmaking skills, so times 
were hard. But did she really claim to pro- 
duce rain to order? Of course, she told a 
disbelieving interviewer on television. 
Her appearance was followed by a down- 
pour, an event all the more impressive be- 
cause it had been preceded by a long spell 
of dry weather. 


First take a royal lotion 

Everyone said it was coincidence. Well, al- 
most everyone. There is a mysticism about 
rain. Even in the unsentimental world of 
business, a rainmaker is someone who 
makes things work. The South African 
Weather Bureau took an interest in Queen 
Modjadji’s claims. It did seem she was 
good at predicting weather, a talent not all 
that rare among rural people, and perhaps 
more reliable in a country such as South 
Africa where weather is more strictly sea- 
sonal than, say, Britain’s. However, in the 
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ceremony to make rain, a key ingredient 
apparently was a lotion obtained from the 
bodies of previous queens, something be- 
yond the resources of the weather bureau. 

The Bolebedu homeland does get a 
more reliable supply of rain than the sur- 
rounding area. This, say no-nonsense ge- 
ographers, is because itis situated in a high 
valley in the Drakensberg mountains that 
enjoys a more favourable climate. What- 
ever the reason, the favoured area was 
never attacked by warriors of the Zulu and 
Swazi nations that once dominated much 
of southern Africa. Rather, they sent gifts 
to the Modjadji queen, requesting that she 
bring rain to their own domains at times ol 
drought. She was thought to be an oracle 
and to will the death of anyone who dis 
pleased her. The queens were matriarchs 
They mated but did not marry. Daughter: 
were valued, and in the old days sons wert 
killed off. 

Queen Modjadji’s great grandmother 
Modjadji II, was believed to be the mode 
for the queen in “She”, a novel by Ride 
Haggard. He made her a white woman 
presumably to satisfy Victorian sensibil 
ities, but otherwise “She who must bt 
obeyed” was up to her deadly Africar 
tricks, casting her spell over men in thi 
Modjadji manner. Holly the Englishmar 
describes his first encounter. 


At length the curtain began to move. Wh 
could be behind it? Some naked savag 
queen, a languishing oriental beauty?...Sh 
held the curtain aside with herivory handt 
let me pass in. | entered, shuddering...Th 
place was softly lit...and the air and curtain 
were laden with subtle perfume. Perfum 
seemed to emanate from the glorious hai 
and white-clinging vestments of She hersel 
“Sit,” said She, pointing to the couch. “As ye 
thou hast no cause to fear me. If thou ha: 
cause, thou shalt not fear for long, for I sha 
slay thee. Therefore let thy heart be light.” 


She had lived seemingly forever, a 
though Holly assured readers that she wa 
a good-looker. Queen Modjadji did nc 
complain of her more modest lifespan: a 
a practitioner of reincarnation she a: 
sumed that she and her magical powe! 
would pass into another person. This wa 
to have been her daughter, Princess Mal 
haele, but she died suddenly a few day 
before her mother. Her subjects will noy 
have to decide who is to be the new quee 
of the Bolebedu. 

Atthe funeral of the mother and daug} 
ter this week the premier of the Norther 
Province spoke of the queen’s 20-ye 
reign during which numerous schools ha 
been builtin her territory. Then, turning t 
less earthly matters, he noted that ther 
had been a recent eclipse of the sun, plun; 
ing parts of southern Africa into darknes 
“I think,” he said, “the African heave 
chose to mourn her demise in this spe 
tacular way.” m 
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MSc in Financial 


Management 
by Distance L 





No matter where you are in the world, the Centre 
for Financial and Management Studies 
(CeFiMS) based at SOAS in the University of 
London, offers internationally renowned Masters 
Degrees and Diploma programmes in Financial 
Management by Distance Learning, 

Other programmes include an MSc in Financial 
Economics and a Postgraduate Diploma in 
Economic Principles. 


CeFiMS 


Programmes start January 2002 


www.cefims.ac.uk 
for further details. 


CeFiMS, SOAS, University of London, 


London WC1H OXG, UK. Tel: +44 (0) 20 7691 
1700. SOAS 


Fax: +44 (0) 20 7637 7075. University of London 
ecefims.ac.uk 
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Think differently. Stay ahead. iSchool | 


Access the latest business research and best practice. 








"A useful, practical and entertaining insight delivered in a very short period of time. Great value.” 
Jerome REBACK, SMYTHE Dorwoop LAMBERT Lro, UK 
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MASTERCLASSES 
in the 2001 series are: | 





























Maximising 
Board Effectiveness | 
Jay Congerand Maximising Board Effectiveness 
Edward E. Lawler I | e draws on an extensive survey of more than 1,000 directors of publicly traded Fortune 1,000 firms to explore the 
1 & 2 October 2001 | role of corporate governance in the 21st century. 
Global Strategy designed for board directors and those preparing for board level responsibility. 


in the 21st Century | 
George Yip | Global Strategy in the 21st Century 


8&9 November 2001. ° provides a systematic and practical framework for analysing the globalisation potential of individual industries in 
: | the context of the digital age: 
e designed for executives with international responsibilities. 


London Business School's two-day Masterclasses give executives the opportunity to gain an insight into recent | 
leading-edge business research by expert faculty, | 
i 
| 
| 
| 





“Relevant i 








For a detailed information pack please 
contact: Michelle Guest, Client Services 
Regent's Park 

London, NWI 4SA, UK 

Tel +44 (0)20.7706 6728 

i Fax +44 (0)20 7724 6051 

MC0003 | email: mguest@london.edu www.london.edu/execed/masterclasses/ 
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WHY CHOOSE BETWEEN A EUROPEAN AND 
AN AMERICAN MBA? IMM GIVES YOU BOTH! 


www.mostinternationalmba.com 





IMM, the International Master’s in Management, is a joint 
venture of four top schools: Purdue University, USA; Tilburg 
University, The Netherlands; Budapest University of Economic 
Sciences and Public Administration, Hungary; and ESCP-EAP, 
Paris. 


IMM represents the most international executive MBA. 

Indeed, every aspect of the program is international: participants, 
campuses, faculty, curriculum, and degrees. It is designed to : 
accommodate the needs of executives with demanding schedules. 
Participants attend six two-week residencies interspersed over a 

two-year period, with state-of-the-art Internet support year-round, 

The residencies rotate among the campuses of the four schools. 


This distinctive, cross-cultural program leads to both an American 
MBA degree (Purdue) and a European MBA degree (Tilburg, 
Budapest or ESCP-EAP). 





THE NEXT PROGRAM STARTS JANUARY 2002 


Purdue | 
+1 765 494 77 00 


Tilburg 
+31. 13 466 86 00 


Budapest 
+36 i 210 02 12. 


ESCP-EAP 
+33 149232759 


tias 


How can you become one of the 60 international professionals to 
join the next IMM entering class? Visit our website and discover the 
international meaning of success. 
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in INTERNATIONAL «& 
OFFSHORE TAX PLANNING 


INTERNET DELIVERED 


ONLINE delivery ~ Study anytime, anywhere. 
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© Prestigious Masters in International Taxation (M.LT) for non-lawyers. 
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St. Thomas is accredited by the Commission on Schools of the 
Southern Association of Colleges and Schools. 
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» Global Estate Planning & Asset Protection 
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For more information please contact 
HONG KONG U.K. 
Michael Foggo Simon Denton 
Te; +852 2542 1177 Tet 
Fax: +852 2545 0550 
hk@ SovereignGroup.com 


U.S.A. 

William Byrnes 

+44 (0)20 7479 7070 Tel: +1 (305) 474 2460 

Fax: +44 (0)20 7439 4436 Fax: +1 (305) 474 2469 
uk@SovereignGroup.com whyrnes@’SovereignGroup.com 
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In cooperation with the faculty of 


INSEAD 
Upcoming Courses 2001 


Behavioral Finance (July 16 - 18) 
Measuring and Implementing 


Economic Value Added (August 29 - 31) 


Financial Restructuring - Going Public (Sept. 10 - 14) 


Financial Innovation in Corporate Finance (Sept. 17 - 21) 





Modeling in Project Finance (Sept. 24 - 26) 


Derivatives: Special Topics 


~ Volatility (Sept. 24 - 25) 


~ Derivatives Pricing with Numerical Methods (Sept. 26 - 28) 

- Credit Risk and Credit Derivatives (Oct. | - 2) 
Acquisition Finance (Oct. I- 3) 
Negotiation Analysis (Oct. 4 - 6) 
Valuation (Oct. 10 - 12) 

I Real Options (Oct. 18 - 20) 


For information, please visit our Web site or contact us directly. 


AIF - P.O. Box 59536, 1040 LA Amsterdam, The Netherlands 


telephone: +31-20-5200160 - fax: +31-20-5200161 
e-mail: info@aif.ni - internet: www.aif.nl 
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MSc International 
Management 
for China. 


Looking for a competitive edge in the 
Chinese market? 
As China takes its place on the world economic stage many companies 


have identified a need for high quality management with specialist 
knowledge of China. 









The MSc in International Management for China, offered by the 
SOAS Centre for Financial and Management Studies (CeFiMs), has 
been designed to meet that need. Taught in conjunction with the 
Clore Management Centre of Birkbeck College the degree explores: 
* The evolution of Chinese managerial systems 

* The interplay between global and local factors in China 


* China's policies for trade, foreign investment and 
technology transfer 


* Relations between China, Hong Kong and Taiwan 


Options include Risk Management, Corporate Finance, Chinese Law, 
E-commerce, international Business Strategy 
PLUS intensive Chinese language courses. 






















For further details contact the 

Centre Secretary, CeFiMs, SOAS 
University of London, Thornhaugh Street 
London WC1H OXG. 

Email: enquiries@cefirns.ac.uk 
Telephone: + 44 20 7691 1700 
www.cefims.ac.uk 
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GENEVA 2001 


During the past two decades, the FAME-ICMB Executive 
Courses in Finance have become the benchmark for 
executive training in asset allocation, risk management, 
forecasting and quantitative analysis. 


FAME-ICMB 
IN FINANCE 


EXECUTIVE COURSES 


The emphasis on practical applications and our 
renowned international faculty ensure that participants 
build skills that are directly applicable to their daily work 
environment. 


ao 


Salih Neftci August 13 ~ 17 
FINANCIAL ENGINEERING WITH JAVA AND C++ 


Kevin Wilson August 20 - 24 
SHAREHOLDER VALUATION AND SECURITIES ANALYSIS 


Francis X. Diebold August 27 - 31 
FINANCIAL ECONOMETRICS AND FORECASTING 


Richard Levich September 3 - 7 
EXCHANGE-RATE ECONOMICS AND FORECASTING 


Stephen Schaefer September 10 - 14 
MODERN FIXED INCOME MARKETS: 

RELATIVE VALUE, ARBITRAGE, PORTFOLIO AND 
RISK MANAGEMENT 


Philippe Jorion September 17 - 21 
GLOBAL ASSET ALLOCATION 

Russ Wermers September 24 - 28 
PERFORMANCE EVALUATION AND ATTRIBUTION 

René Stulz October 1-5 
INTEGRATED RISK MANAGEMENT 

Salih Neftci October 8 - 12 
ADVANCED MATHEMATICS OF DERIVATIVE PRODUCTS 
David Cox October 29 - November 2 
IMPLEMENTING QUANTITATIVE TECHNIQUES FOR 
FINANCIAL MARKETS 


Th. Schneeweis and G. Beliossi November 5 - 9 
ALTERNATIVE INVESTMENTS 


MA Centre ni 
PO Box 242 - Reading RG6 6BA - UK 
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ingi 
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The Certificate MAFM September 2001 ~ June 2002 


MARKET ANALYSIS AND FORECASTING METHODS 
reputable 


proven 


INTERNATIONAL CENTER FOR 
FINANCIAL ASSET MANAGEMENT AND ENGINEERING 


To register and obtain our detailed brochure, 
please contact: 

Fabienne Scagliola or Béatrice Candolfi 
FAME-ICMB 

Av. Blanc 49, 1202 Geneva, Switzerland 

Tel: +41-22/731 95 55, Fax: +41-22/731 95 75 
E-mail: geneva-courses@fame.ch 
www.fame.ch 


Contact quoting HECo1: tel. +44 (0)1704 508 301, or 
e-mail: hwattmba@ftknowledge.com 


www.hwmba.edu 
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Understanding the New World of Health Care 


Skills for the New World of Health Care 
November 3-11, 2001 


A program developed for physicians, health care leaders, and policy makers in government 
ond the private sector. The program aims develop knowledge and skills to navigate the 
troubled waters of the health care environment. 












For more information about this program please contact: Eleanor Brimley 
Tel: 617-496-1069, Fax: 617-496-0300, E-mail: eleanor_brimley@harvard.edu 


HARVARD UNIVERSITY 
JOHN F. KENNEDY SCHOOL OF GOVERNMENT 


Appointments 


For Life, Work and Academic Experience 
Degrees for people who want to be more effective 
and secure in their Jobs or Professions. 


job, military, company training, industrial courses, seminars and 


We will assist you in completing your degree requirements at your own pace 
through home study. 


Send/fax detailed resume for a SUTURES NS EVALUATION. 


Pacific Western Universi 
1240 Auahi Street, Dept. 137, Honolulu, HI 96814-4922, (808) 597-1909 


"Since 1976 
24,000 


Alumni 
Worldwide 








Department for 


International 
Development 





DFID, as part of its commitment to the work of UNESCO to 
achieve Education for All, is funding a post in the Institute 
which will relocate from Paris to Montreal in September 2001. 
You will lead the “Education for All” Observatory - established 
in October 2000 to monitor countries’ progress towards goals 
set out at the World Education Forum in Dakar in April 2000. 


Specifically, you will manage a small team of professionals to 
develop and implement the Observatory’s work programme 
for 2002-3. You will work closely with other international 
institutions and networks to ensure that monitoring data are 
integrated into regular international statistical surveys and 
inform national and international development policies for 
education. You will develop indicators and methodologies 
which draw on a variety of sources and gain greater value from 
secondary data sources such as household surveys and 


Your remit includes developing new or improved practices, as 
well as designing and delivering support to countries to help 
improve capacity for data collection and analysis. You'll also 
promote the use of statistical data in education policy making, 
through wide dissemination of regular reports and analysis. 


SENIOR STATISTICAL SPECIALIST 


UNESCO INSTITUTE FOR STATISTICS 


MONTREAL, CANADA 


QUALIFICATIONS AND EXPERIENCE 


To succeed, you will bring at least five years’ experience in 
applied social statistics (preferably within education), combined 
with first-class leadership skills as well as competence in using IT 
and the ability to identify analytical needs. You must have an 
interest in and an awareness of current issues in international 
development. Your ability to communicate statistical issues to 
non-specialists and non-native speakers of English is vital. French 
language skills are highly desirable (although not essential). 


TERMS OF APPOINTMENT 


The appointment is for a 3 year fixed term period on Home Civil 
Service Terms and is subject to a 6-month probationary period. 
The salary will be £37,434 to £50,227 per annum and is UK 
taxable. Additional allowances, relevant to personal 
circumstance, will also be payable. 

Candidates should either be nationals of Member States of the 
European Economic Area (EEA), Commonwealth citizens who 
have an established right of abode and the right to work in the 
United Kingdom or those granted refugee status as defined by 
the 1951 UN Convention on Refugees. 


Closing date: Friday 27 July 2001. 


Earn your BACHELOR'S, MASTER'S or DOCTORATE degree by utilizing your r 
life and work experience. University equivalent credits are given for your 


business experience. We accept university credits no matter when taken, 
Not Accredited by an agency recognized by the U.S. Secretary of Education. 
Our graduates are recognized for their achievements in business and industry. . 


USA CALL: (800) 423-3244, ext. O UK: 0800-960-413, ext. 0 
Fax: (320) 446-5288 emait: admissions@pwu-hi.edu http://www.pwu-hieduit 
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Application forms can be obtained, quoting reference AH375/3/CJ/TE clearly on your envelope, from Department for 
international Development, Abercrombie House, Room AH375/3, Eaglesham Road, East Kilbride G75 8EA or telephone 
01355 843428 (answerphone) or e-mail: hrod3c1 @dfid.gov.uk http://www.dfid.gov.uk 






The Department for international 
Development (DFID) is the UK’s 
government department responsible for 
promoting development and the 
reduction of poverty. DFID is committed 
to the internationally agreed target of 
halving the proportion of people living 
in extreme poverty by 2015. 

DFID works in partnership with 


governments, international and national 
non-governmental organisations, the 
private sector and institutions such as 
the World Bank, UN agencies and the 
European Commission. Most of the 
assistance is concentrated on the poorest 
countries in Asia and sub-Saharan Africa, 
but we also work elsewhere, including 
Latin America and in Central and Eastern 


Europe. 

DFID is committed to a policy of equal 
opportunities and encourages 
applications from all parts of the 
community. We would particularly 
welcome applications from, women, 
people from an ethnic minority 
background and disabled people, 
Selection is on merit. 
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European Agency for 
Reconstruction 


The European Agency for Reconstruction, with its 
| Headquarters in Thessaloniki and Operational Centres in 
Pristina, Belgrade and Podgorica, is the implementing body 
for reconstruction programmes funded by the European 
Union in the Federal Republic of Yugoslavia. 


We are looking for an expert, who must have 
e the citizenship of one of the Member States of the 
European Union, 
e fluency in written and spoken English, and 
e preferably some experience of working in the 
Balkans and/or post-conflict or transition situations, 
and to whom we typically offer an 18-month Temporary 
Agent contract (with the possibility of renewal) and a 
competitive salary package. 


INFORMATION TECHNOLOGY 
MANAGEMENT ASSISTANT 


(Ref. No: BEL 017/AT) 















Tasks: The expert will work in Belgrade under supervision of 
the Head of the IT Unit and will carry out the following 
tasks: 

e Follow-up of the IT budget, preparation of tender and 
acquisition procedures. 

e Coordination of IT items and technical management 
procedures. 

e Coordination of Inventory and costs estimation 
procedures of IT items. 

e Information production for management. 

e Supervision and management of the IT filing system. 
Support in the organisation of IT training and 
workshops. 

e Supervision and updating the management databases of 
the IT Unit. 

« Supervision and organisation of the IT services 
(scanning, special printing etc.). 

e Other IT Unit management procedures. 


































Job Profile: see general introduction. Furthermore: 

e Experience in assisting the management area. 

e Knowledge of Microsoft office products in the point of 
view of the user is mandatory. 

* Professional experience related with IT environment is 
an advantage. 

e Experience in a multinational environment will be 
appreciated. 


Applications including detailed Curriculum Vitae, an email 
cover note, and indicating the job reference number, should 
be sent by e-mail only, and in English only to: 


admn@ear.eu.int 


The Agency is an equal opportunity employer and 
encourages applications from women. 






Applicants will be short-listed on the basis of their CVs, and 
these candidates will be invited for an interview. 





Deadline for the submission of applications: 22 July 2001 





























Institute for Employment 
Research 


Research Appointments 


Various levels (2 years initially) 

Salary within the research ranges IB (£16,775 - £1 8,731), 

1A (£16,775 - £25,213) or Il (£23,256 - £30,967) pa. 

Available to those with a strong interest in the labour market and 
related areas to join an inter-disciplinary team of researchers. 
Research Associate applicants should have a postgraduate degree in 
a social science or equivalent relevant research experience. 

A Research Fellowship also requires significant research experience 
and a relevant publications record. Senior Research Fellowship 
candidates should demonstrate a capacity for generating external 
research funding, project management skills, and a strong 
publications record. 

Application forms and further particulars can be obtained from the 
Personnel Office, University of Warwick, Coventry CV4 7AL, 

tel 024 7652 3627; e-mailrecruit@admin.warwick.ac.uk and from 
jobs.ac.uk/jobfiles/ AC115S.html Please quote job reference 47/2R/00. 
Closing date for applications: 17 August 2001. 


UNIVERSITY OF 
WARWICK 





















ARAB PLANNING INSTITUTE - KUWAIT 


Organizes An International Conference On 
"Enhancing Links between 
Education and Labour Markets in Arab Countries” 
March 4-6, 2002 
Beirut-Lebanon 


The Conference aims at reviewing and analyzing current and future developments, on 
interdependence between education and labour markets in Arab countries, The main areas- }i 
of interest will be: 


Theoretical models on the relationship between education and Jabour markets. 
The repercussion of globalization on education, Jabour markets, and the policies. } 
required for adjustment 

Returns on human capital (education), labour markets and economic growth. 
Micro-Macro models on education and labour markets in Arab countries. 

Education quality in Arab countries. 

Female education and Arab labour markets. 

Education-based wage discrimination in Arab labour markets. 

Child labour in Arab countries. 

The impact of economic policies, social funds and employment programmes on | 
enhancing the relationship between education and labour markets in Arab countries, 
Institutional structure (labour regulations, unions, ...) and the link between education 
and employment. | 


Travel and accommodation cost of the authors of accepted papers will he covered by API 
Í ‘The deadline for submission of proposals, along with the curriculum vitae, is Sep. 10, 2001. 
| All proposals will be evaluated by a Reviewing Committee. Only the authors of accepted 
| papers will be notified not later than Sep. 23, 2001. In. case of acceptance, the paper to beg 
| submitted not later than Jan. 23, 2002. The number of pages. should not exceed 25 pages 
| including references, and excluding appendices. APT reserves the right of rejecting those 
H papers which do not reflect the proposals. The conference languages are English-Arabic, A 
| simultaneous translation will be provided. K 


| All proposals and inquiries should be addressed to: Conference Coordinator, The Arab 
| Pianning Institute, PO.Box 5834 Safat, Kuwait 13059, Tel: 965 4843130 Ext.224, Pax: 965 
i 4842935, E-mail: ahmed @api.org-kw 
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OFFICE OF FAIR TRADING 
Soe ee Oe Fe es 


Case Officers, Case Officers (Economists) & Assistant Case Officers 
London 





The Office of Fair Trading is an independent non-ministerial government department headed by the Director General of Fair Trading. 
It plays a key role in the enforcement of competition law, making sure that competition works well in markets for goods and services 
so as to make business more efficient and benefit consumers. The Competition Act 1998 has introduced a powerful new regime to 
investigate and take action against agreements that restrict competition and conduct which is an abuse of a dominant market 
position. The Office also has an important role in the assessment of mergers under both UK and European merger law. 

OFT is looking for enthusiastic and self-motivated people to work as Case Officers, Case Officers (Economists) and Assistant Case 
Officers in the Competition Policy Division. The work includes the management and investigation of cases under the Competition 
Act 1998 and other anti-trust legislation or the assessment of mergers under UK and EC merger law. All posts. require contact with 
a range of companies and their professional advisers. Case Officers (Economists) work alongside other Case Officers but are also 
members of the Government Economic Service. Candidates with a professional background in economics are eligible for 
appointment as Case Officers or Case Officers (Economists). 


Case Officers Ref: C/5830 Starting Salary up to £42k plus benefits 
Case Officers (Economists) Ref: C/5830 Starting Salary up to £44k plus benefits 


Must be either: a solicitor or barrister or a professional economist, with a Masters degree in economics or have worked in the 
competition field for at least 3 years. 


Solicitors should have a minimum of 2 years’ post-qualification experience, preferably in the competition field; barristers. should 
have at least 3 years’ experience since being called to the Bar, preferably in the competition field. Economists should have at least 
3 years’ experience of applying economic analysis in the public or private sectors, 


To-be appointed Case Officer (Economist) you would also need to satisfy the general entry requirements of the Government 
Economic Service. 


Assistant Case Officers Ref: C/5829 Starting Salary up to £26k plus benefits 
Candidates must be: a qualified solicitor or barrister; or a professional economist, with a Masters degree in economics; or have 
experience of working in the competition field. 


All applicants should have strong analytical and communication skills, sound judgement, good team-working and interpersonal 
skills and should be flexible, impartial and able to work under pressure. You should also have the potential to manage staff 
effectively. Project management skills and experience of drafting complex legal documents would also be desirable. 


The posts require the development of expertise in competition policy, economics and law. Candidates will be expected to undergo 
training in those areas. 


Initial contracts will be for 3-5 years, with the possibility of extension or permanent appointment. 


To obtain further details and an application form please contact Capita RAS, Innovation Court, New Street, Basingstoke, Hampshire 
RG21 7JB. Tel: 01325 745170 (24 hours), fax: 01256 383789. For more information on the Office of Fair Trading visit their website 
on www.oft.gov.uk Please quote appropriate reference. 

Closing date for applications is 23 July. 

The Office of Fair Trading is an equal opportunities employer. It is Government policy to provide equal opportunity for employment, 
career development and promotion in the Civil Service to all whom are eligible, on the basis of ability, qualifications and fitness to 
work. Applications are welcome from all qualified individuals regardless of race, ethnic or national origin, religion, gender, marital 
status, disability or sexual orientation. 
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Lecturer in Accounting Ref: 0/787 
Lecturer in Finance Ref: 0/788 


Applications are invited for these two posts in the School of 
Management. You will join substantial research groups in a Grade $ ~ 
School, with an ‘Excellent’ QAA rating. 

The Lecturer in Accounting will play a full role in the Accounting 
Group. You should have a PhD in Accounting, or a reasonable 
expectation of obtaining one in the near future. 


The Lecturer in Finance will play a full role in the Finance Group. 
With a PhD in Finance and teaching experience at Masters 
programme level, you will have the ability to teach both finance 
specialists and non-specialists. 


Salary in the range £18,731 - £30,967 on Lecturer Grade A/B. 
Both appointments are permanent. 


Application forms and further particulars may be obtained 
from the Personnel Department (D), University of 
Southampton, Highfield, Southampton SO17 1 BJ. 
Telephone: (023) 8059 2750, e-mail: recruit@soton.ac.uk 
or minicom: (023) 8059 5595, to be returned no later 
than 31 August 2001. 

Please quote appropriate reference number. 


Working for Equal Opportunities 


xia toos boyooy 
| 4 University of London Dad $e 
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Professor/Reader/Senior Lecturer 


Department of Economics 


The Department of Economics has a strong research profile.The 
Department is growing by three posts in 2001/02.We wish to fill 
one or more posts at senior level, with a start date of January 2002. 
Fields are open, though for one post we have a preference for an 
individual with teaching or research interests in econometrics, 


economic theory, finance, industrial economics or experimental 
economics. The primary criteria for appointment and advancement 
are publications in leading journals. The Department offers an 
excellent research environment, and terms and conditions are 
internationally competitive. 

Salary for the post will be in the range £29,356 - £38,874 p.a. 
(inclusive) for a Senior Lecturer/Reader appointment and will be not 
less than £39,627 p.a. (inclusive) for a Professorial appointment. 
Further details and an application form are available from the 
Personnel Department, Royal Holloway, University of London, 
Egham, Surrey TW20 OEX; tel: 01784 414241, fax: 
01784 473527; email: sue.clarke@rhul.ac.uk Please quote the 
reference KH/1425. 

The closing date for the receipt of applications is midday 
2nd August 2001. 

It is anticipated that interviews will take place in the second half of 
August. Informal enquiries to Professor Anthony Heyes 
(a.heyes@rhul.ac.uk). 

We positively welcome applications from all sections of the community. 





University 
of Southampton 











MADHYA PRADESH POWER SECTOR 
REFORM 


INDIA 


the support agenda to GoMP, MPSEB and MPERC. The 


Department for 


International 
Development 





The Department for International Development (DFID) is 





Fulfilling Britain’s commitment to MZ DRS gst tage] 


planning extensive consultancy support for Power Sector 
Reform in Madhya Pradesh in support of a planned $300m 
AsDB Loan covering both the Reform process as well as 
Infrastructure investment. Several separate contracts will be 
let. The Government of MP (GoMP) will be supported to 
oversee policy development and implementation. 


The MP State Electricity Board (MPSEB) will be supported in 
restructuring and institutional strengthening 
(financial/accounting/regulatory affairs) and, the MP 
Electricity Regulatory Commission (MPERC) given regulatory 
support and training. 

It is expected that Consultants will include Utility firms, 
General and specialised ESI consultants. Developing country 
experience desirable. 


Expressions of Interest are now sought from suitably qualified 
companies and organisations who are capable of delivering 


contracts will be for up to two years with possible extension 
for a further two years. 


Eols will include a capability statement of no more than four 
A4 pages showing evidence of skills and experience in the 
following areas: 


Project Management; accounting and restructuring; human 
resources; utility regulation; tariff modelling and economics; 
utility operations; both commercial (Metering, billing and 
collection; IT and implementation) and engineering; grid and 
distribution codes; grid operations; power purchase 
agreements and privatisation and legal. 


Expressions of Interest (Eols) in hard copy only (x2) should be 
submitted using the DFID Application Form available on the 
DFID website www.dfid.gov.uk/public/working/cb_opps.html 


Deadline for Expressions of Interest: 3 August 2001. 


Expressions of interest should be sent to Department for International Development, Room AH 409, 
Abercrombie House, Eaglesham Road, East Kilbride, Glasgow G75 SEA, UK, Tel: 01355 843538, Fax: 01355 843499, 


Email: mp-power@dfid.gov.uk , Contact: Ricky Scott. 


The Department for International 
Development (DFID) is the UK's 
government department responsible for 


promoting development and the reduction 
of poverty. DFID is committed to the 
internationally agreed target of halving the 
proportion of people living in extreme 
poverty by 2015. 


DFID works in partnership with 
governments, international and national 
non-governmental organisations, the 
private sector and institutions such as the 
World Bank, UN agencies and the 
European Commission. Most of the 
assistance is concentrated on the poorest 


countries in Asia and sub-Saharan Africa, 
but we also work elsewhere, including Latin 
America and in Central and Eastern Europe. 
DFID is committed to a policy of equal 
opportunities and encourages applications 
from all parts of the community. Selection 
is on merit. 
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ECONOMIC ADVISOR 


£34,000 - £42,000 
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Oftel is a small government department set up in 1984 to oversee the operation of This is an opportunity to work at the leading edge of regulatory practice in a fast 

telecoms services in the UK. Rapid changes, deregulation and enormous moving, constantly evolving environment. This appointment is on a permanent basis. 

technological advances have led to increased competition in the market, The A higher salary may be available to an exceptional candidate. Excellent benefits | 

government has therefore increased its powers to ensure that competition is fair, to include a pension scheme, 30 days’ annual leave (from 1 August 2001), subsidised re 
t the ultimate benefit of the customer. restaurant and gym. | 

Working as part of a multi-disciplinary team, you will be responsible for providing For more details and an application form {to be returned by 27 July 2001), write to | 

economic analysis in investigations of anti-competitive behaviour, The work will Capita RAS, Innovation Court, New Street, Basingstoke, Hampshire RG21 7JB, or 

involve undertaking conceptual and numerical analysis and preparing internal telephone 01325 745170 or fax 01256 383790. Internet: www.rasnet.co.uk 

papers and guidance. You will also provide economic input on a range of other Please quote reference B5834. 

issues, including policy development, UK and EU mergersfjoint ventures, Oftel's economists are members of the Government Economic Service and are part 


| 
H 
broadcasting, convergence and the Internet. of the Department of Trade and Industry Group. 
Your economics degree will be supported by 3-5 years’ experience, a good Oftel is an equal opportunity employer. | 
understanding of micro- or preferably industrial economics and, ideally, some wwwoftel.aovuk | 
exposure to regulatory or competition policy work. An understanding of basic nae j 
accounting, corporate finance and spreadsheet modelling would be advantageous. y | 
i 
| 
| 


You will also possess excellent communication skilts, including the ability to present 
complex economic arguments to non-specialists. uf C A P I T A S 


INVESTOR IN PEOPLE 








| 
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A Key Role in Policy Development and Implementation 


Special Assistant to the Director 
of The Natural History Museum 
Salary - up to £40,000 


2 Wajor role in shaping the future of the environment, you must be capable of taking a broad view of issues and 
institution, dedicated to furthering working well within a team. 
g of the natural world using its unrivalled collections, world 
class exhifjjtions, education, and scientific research. 
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Business-focused, you will have at least a good first degree, possibly in a 
biological or geological discipline and experience of operating in a similar 





Reportingiito the Museum's Director, you will help the senior management role at a senior level. You must be aware of the wide range of issues which 
team thi ahead by planning strategically and developing, implementing, impact on a science-based, high profile, public sector organisation but in 
monitorifand evaluating agreed policies. You will have particular particular you should have an excellent understanding of modern 
responsib for facilitating the Museum's working relationship with its government thinking and corporate governance issues. 


sponsor, the Department of Culture, Media and Sport, and for managing the 
y- process by which planning documents, including corporate plans and 
< funding agreements, are prepared. Working in a multi-disciplinary 


You must have excellent analytical, communication and 
influencing skills coupled with the ability to start and finish Y J 





complex projects involving multiple clients. a aa 
Application is by CV and covering letter. For further information, please send an AS stamped SAE to: Jenny Young, ww 
Department of Human Resources, The Natural History Museum, Cromwell Road, London SW7 SBD. THE 
The closing date for receipt of applications is 23rd July 2001. S PAA 
The Natural History Museum is working towards Equal Opportunities. We MUSEUM 
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ULG NORTHUMBRIAN LTD 


Fisheries in Bangladesh 
Team Leader 


The Fourth Fisheries Project in Bangladesh supports sustainable and 
equitable growth in the benefits generated from increased fish and 
shrimp production. The project provides support to fishing 
communities through the Department of Fisheries and national and 
local NGOs. DFID is funding the technical assistance and has 
contracted ULG Northumbrian, PMTC International and NR 
International to provide international specialists. 









We are currently seeking candidates for the post of Team Leader to 
start in October 2001 for a 3.5 year contract. The post requires a 
postgraduate qualification in fisheries, natural resource management, 
institutional management or economics and ten years successful 
service in development. Strong leadership and project management 
skills are essential and experience in public sector institutions, 
management of change and the fisheries sector are all desirable. 


More details can be obtained from Katie Collins. If you are interested, 
please send your CV to Katie at collk @ulg.co.uk. 


ULG Northumbrian Ltd, Birmingham Road, Saltisford, Warwick, 
CV34 4TT 
Tel: +44 1926 496121, fax +44 1926 401882 
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The U.S. Agency 
for 
International Development 
seeks applications from qualified individuals 
interested in working as a Personal Services Contractor 
atthe USAID Mission in Pristina, Kosovo as 


Macroeconomist. 
responsible for development and oversight of 
macroeconomic and institutional reform programs and 
projects in Kosovo. 








Applications should be submitted no later than 
July 20, 2001. 
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For more information about the position and instructions on 
how to apply, please see: 


hittp://www.usaid.gov/procurement_bus_opp/procurement/ 
psc_solicit/ 

























1---+ JOB HUNTING INTERNATIONALLY? 













T: +1.415.383.6200 F: +1.415.388.5164 
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$100-1M+in 39 Countries-Targeted Resume Mailings 
www.executivejobfinder.com 
EuropesAsia*Middle East*U.S.*A ffordable/Easy/On Target 


EXECUTIVE 


FEN OD BRI 


Serving the world’s top executives. 












TING INTERNATIONALLY? 


Executive $75K-500K+. Career searching into, within or out of 
Asia / Europe / M.East / U.S.? Contact for Free Info & Critique 


www.careerpath.co.uk 






Fax: Email: 
USA/Canada +1 202 4781698 cpamerica@careerpath.co.uk 
Europe +44 20 75048280 cpeurope@careerpath.co.uk 


Asia / M. East / Aus +66 2 2674688 cpasia@bkk. loxinfo.co.th 


me 
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Charles Darwin 


The Charles Darwin Foundation for the Galapagos Islands (CDF) 9 
is an international not-for-profit organization dedicated to the 
conservation of the Galapagos archipelago through scientific 
research, advice to government, training, and education and 
community participation. CDF runs the Research Station in 
Galapagos with some 200 people. We seek the following: 


| 
| 
oundation | 
| 
| 
| 


* EXECUTIVE DIRECTOR 


To lead all CDF operations locally, nationally and internationally, 
s/he wiil direct CDF in a period of important conservation 
challenges and opportunities, as well as the restructuring and 
strengthening of CDF itself. S/he will be an exceptional leader, 
inspirational and resilient, fluent in English and Spanish, with 
proven managerial excellence, fund-raising experience, and the 
ability to understand and apply scientific information to the 
conservation of this outstanding World Heritage site. 

Based in Galapagos - Ecuador. 





Applicants should e-mail CV, letter explaining interest and relevant 
experience, and names of 3 referees to exdir@fcdarwin.org.ec 
Deadline 31 July but late applications accepted until position is filled. 


* DIRECTOR OF INSTITUTIONAL DEVELOPMENT 


To direct all fund-raising for CDF, develop fund-raising: capacity, 
and generate a larger, more reliable, diverse financial base. will 
collaborate with international network of “Friends of Galapagos” 
organizations. Strong track record in fund-raising for non-profits. 
Location negotiable. 


Applicants should e-mail CV, letter explaining interest and relevant 
experience, and names of 3 references to empleo@fcdarwin.org.ec 


* CAPITAL CAMPAIGN MANAGER 

To lead an ambitious endowment fund campaign. Strong track 
record in fund-raising, especially from private sector. 9 

Based in USA. 


Applicants should e-mail CV, letter explaining interest and releyant 
experience, and names of 3 references to empleo@fcdarwin.arg.ec 


Gai 








apaga s 





Further information is available 
under “opportunities” at: 
www.darwinfoundation.org 
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Department for 
International 
Development 


MANAGEMENT OF THE TECHNICAL 
ASSISTANCE FACILITY FOR RUSSIAN 
REGIONAL FINANCIAL REFORM 









The Department for International Development (DFID) is the 
British Government Department responsible for promoting 
development and reducing poverty worldwide. 


Eastern Europe and Central Asia Department (EECAD) within 
DFID is seeking Expressions of Interest for the management of 
a technical assistance facility to improve the capability of 
regional governments in Russia to manage all aspects of their 
finances, including the ability to make realistic budget 
forecasts, to modernise their accounting procedures, to plan 
and control investment and debt, to improve service delivery, 
to adopt value for money approaches to public expenditure 
and to comply with Federal requirements. Support will be 
provided to the Russian Federal Ministry of Finance in its 
policies and programmes for federal fiscal reform, notably 
those embodied in the World Banks’ Regional Finance 
Technical Assistance Programme (RFTAP) and proposed 
Regional Fiscal Assistance Loan (REFAL). The technical 
assistance being provided under RFTAP will be directed 
towards the development of standards and tools for 
intergovernmental fiscal relations, model local laws and budget 
management systems but implementation assistance to regions 
under the loan will be limited. The aim is to make more 
efficient use of reform-orientated tools and materials once 
developed and to provide additional resources to assist in the 
implementation of these standards, tools and other materials. 
The essence of the DFID project is to create a Technical 
Assistance Facility as a Resource Centre to meet this 
requirement for implementation assistance in the regions. 





The Resource Centre will provide training and other technical 
assistance to selected regions. The principal focus will be on 
disseminating the results of previous regional finance projects 
and the new tools and standards being developed in RFTAP 
and other related projects. The organisation managing the 
Facility will need to become fully aware of: the Ministry of 
Finance’s approach to reform of federal-regional fiscal 
relationships and the improvement of regional financial 
management and responsibility; content and progress of work 
being done under RFTAP and previous regional finance reform 
work as embodied in the Inventory of material held by the 
Fiscal Monitoring Department (FMD) of the Ministry of 


Expressions of interest should be sent 
Eaglesham Road, East Kilbride, G75 8EA, Scotland, 
prdsect1 b@dfid.gov.uk , Contact: John MacLeod. 


Fulfilling Britain’s commitment Ki reduce world poverty 


Tel: 0 


The Department for International 
Development (DFID) is the U 
government department responsible for 


DFID works in par 
yernments, inte 





promoting development and the reduction 
of poverty. DFID is committed to the 
internationally agreed target of halving the 
proportion of people living in extreme 
poverty by 2015. 


private sector and 
World Bank, UN a 
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RUSSIA 


Finance; and the resources of expertise available in Russia to 
assist in the spread of compliance with good practice standards 
of financial management. Working with FMD, organisation 
managing the Facility will, once appointed, select a panel of 
Russian and expatriate consultants to provide advice and 
training to the regions. It is planned that Panel members will 
provide a spread of technical expertise adequate to cover the 
different aspect of regional financial management. The Facility 
will control a budget of approximately £5m to be spent on 
technical assistance to the regions. 


QUALIFICATIONS AND EXPERIENCE 


The following criteria will be used to assess expressions of 
interest: 


Knowledge of local government finance, familiarity with more 
than one country’s approach to local government, experience 
of working in Russia, familiarity with Russian and/or DFID 
procurement procedures, capability and standing (both 
reputational and financial) to provide a strong and coherent 
management team for the Facility, capacity to employ and 
supervise Russian and expatriate consultants to carry out all 
project management requirements. 


In addition interested organisations should provide supporting 
evidence of the ability of proposed team members to work 
with the Federal Ministry of Finance, World Bank teams and 
regional government politicians and officials, and to appraise 
the needs of Russian regional administrations for advice and 
training in budgetary and other financial matters. 


TERMS OF ENGAGEMENT 


The contract duration will be three years with a possible 
extension of up to a further two years. 
This advert also appears in the Official 
Union, 

Expressions of interest (3 hard copies) should be made using 
the Application Form which is available on 
www.dfid.gov.uk/public/working/cb_opps.html. 


These should include a capability statement of not more than 
4 pages plus abridged CVs for key personnel. 


Journal of the European 


Deadline for Expressions of Interest: 27 July 2001. 


lopment, Abercrombie House, 
1355 843758, Fax: 01355 843183, Email: 


countries in Asia and sub-Saharan Africa, 
but we also work elsewhere, including Latin 
America and in Central and Eastern Europe. 
committed to a policy of equal 
ortunities and encourages applications 
from all parts of the community. Selection 
is on merit. 
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Department for 
International 
Development 


DFID 


The Department for International Development (DFID) is the 
British Government Department responsible for promoting 
development and reducing poverty worldwide. 


The awarding authority requires management services for the 
operation of an international facility - Technical Assistance for 
Codes and Standards (TASC) - aimed at promoting the 
development of the financial sector in developing and 
transition countries and progress in these countries towards 
achievement of the International Development Targets 
through compliance with the International Codes and 
Standards applicable to the financial sector. The services 
required are managerial only: The Managing Consultants 
(“the Manager”) will not themselves deliver technical 
assistance (TA) but rather arrange the delivery of TA by 
unconnected third parties, to be procured and managed by 
the Manager. It is intended that TASC will be mainly “demand 
driven’; the Manager will publicise TASC and establish 
application procedures in such a way that proposals require 
little further preparation or appraisal by the Manager before 
approval or rejection. Proposals will come from recipients - 
mainly official or self-regulatory bodies - directly or via the 
IMF, World Bank or bilateral aid agencies. TASC is being 
established by the awarding authority (with an initial 
commitment of £20 million) with the support of the IMF and 
World Bank, and other donors will be invited to participate. 
Draft terms of reference for the Manager and other relevant 
information will be posted on the DFID website 
(www.dfid.gov.uk) on 29 June 2001. TASC’s funds will be held 













Fulfilling Britain’s commitment to EZT LIIE TCE CITIES] 


The Department for International 
Development (DFID) is the UK's 
government department responsible for 
promoling development and the reduction 
of poverty, DFID is committed to the 
internationally agreed target of halving the 
proportion of people living in extreme 
poverty by 2015. 








DO YOU FEEL LIKE YOUR 
CORPORATE LADDER HAS RUN 
OUT OF RUNGS? 


Do you feel the need for new challenges and opportunities? 
if you're a global senior executive, over 40 years old and 
accustomed to a $100K+ annual salary, we can be the 
answer to your next jump on the ladder of success. Resume 
Broadcast International assists you in your professional 
search with the personal contact necessary for success 
from start to finish 24 hours a day, 365 days a year. 
Opportunity is only a phone call away at 

: (619) 224-9257, Fax: (619) 224-9268. or E-mail: 
102224.3306 @ compuserve.com 


















Resume Broadcast international 
P.O. Box 6930, San Diego, California 92166, USA. 

Tel: 619 224 9257, Fax: 619 224 9268 
Email: 102224.3306 @ compuserve.com 












Intermeattional 





DFID works in partnership with 
governments, international and national 
non-governmental organisations, the 
private sector and institutions such as the 
World Bank, UN agencies 
European Commission. Mast of the 
assistance is concentrated on the poorest 








MANAGEMENT OF THE TECHNICAL 


ASSISTANCE FACILITY FOR INTERNATIONAL 
FINANCIAL CODES AND STANDARDS 


separately in trust and the Manager is not required to manage 
them. TASC will be an international facility and the Manager 
may be located anywhere, however meetings of TASC’s 
governing body will be mainly in Europe. 


QUALIFICATIONS AND EXPERIENCE 


The following criteria will be used to assess expressions of 
interest: 


(i) evidence of possession of the range of technical financial 
skills and knowledge necessary for the effective management 
of the TA covering all the relevant Codes; (ii) capability of 
proposing a cohesive management team which must be able 
to operate internationally; (iii) evidence of experience of 
managing technical assistance and of EU procurement 
directives and (iv) quality of proposal for determining the 
Manager’s payment and incentivisation arrangements and 
evidence of adequate financial stability and working capital. 


TERMS OF ENGAGEMENT 


The contract duration will be three years with a possible 
extension of up to a further two years. 

This advert also appears in the Official Journal of the 
European Union. 


Expressions of interest are to be submitted using the 
application form on DFID‘’s website www.dfid.gov.uk under 
“Working With Us/Contracts/Consultancy Opportunities” 


Deadline for Expressions of Interest: 1400hrs 1 August 2001. 


Expressions of interest should be sent (quoting reference: CNTR 012860) to Department for International 
Development, Abercrombie House, Eaglesham Road, East Kilbride, Glasgow G75 8EA, Scotland, 
Tel: 01355 843269, Fax: 01355 843499, Email: cb6mail@dfid.gov.uk , Contact: Tom Finnigan. 







countries in Asia and sub-Saharan Africa, 
but we also work elsewhere, including Latin 
America and in Central and Eastern Europe. 
DFID is committed fo a policy of equal 
opportunities and encourages applications 
from all parts of the community, Selection 
is on merit. 


and the 








Business & 
Personal 


ALPACAS 


Direct from 
Chile 


International 
Property 














New Zealand 
www, bluewaters.co.nz/erystalwaters.hinl 


Still the land of milk and honey. 
Magnificent coastal development/lifestyle 
land block in sub-tropical beach environment. 
£1,17m, View at 

www, bluewaters,co.nz/erystalwaters. html 
further details e-mail 
blucwaters @bluewaters.co.nz a 
Fax ++64 9 308 9500 


Wholesale Prices 
Top Quality Only 

















Readers are recommended 
to make appropriate enquiries and es | 
appropriate advice before sending money, 
incurring any expense or entering inte a 
binding commitment in relation to an 
advertisement, The Economist Newspaper 
Limited shall not be liable ta any person 
for loss ar damage incurred or suffered as 
a result of histher accepting er offering to 
accept an invitation contained in any 
advertisement in the Economist, 





Email Geoff Scott: 


- gscott @ rdc.cl 
or 


Fax: +562 - 2187283 
www.abqalpacas.com 





The Economist July 7th 2001 





Travel 

















Courses 












EUROPE'S LEADING LIGHT 


K The Qualiflyer Group 








Teaching French to adults for 32 years 


INSTITUT DE FRANCAIS 


Overlooking the Riviera’s most beautiful bay 
A UNIQUE TOTAL IMMERSION PROGRAM 
8 /: hrs a day with 2 meals. 8 levels : Beg. I to Adv. II 
ACCOMMODATION IN PRIVATE APARTMENTS 
Next 2-4 week course starts Aug. 6, Sept.3 and all year 
06230 Villefranche/Mer EG7, France. Tel.: (33) 493 01 88 44 Faxi (33) 493 76 92 17 
www.institutdefrancais.com 





Crossair of Switzerland, Europe's largest regional airline offers more than 28 daily 
departures from the UK and Ireland to Switzerland. In addition, Crossair also offers a 
network that encompasses over a 100 destinations in over 30 countries through its 
EuroCross hub at EuroAirport Basel. 


* CROSSAIR 


For further information contact your local travel agent 
or, +44 845 607 3000, www.crossair.com 














# “LONDON' N 


CUT THE COST OF YOUR 


ality serviced apartments offering best value 

STAY IN LONDON u epi Ou enone offer great savings 
Comfortable self-contained serviced u 
studio flats in Knightsbridge near 
Harrods, fully equipped kitchen-dinette, 
bathroom, phone, satellite T.V., central 
heating, elevator, maid service, resident 


compared to hotels. Fully serviced, private 

bathroom, kitchen, TV, telephone, central 
heating, elevator. 

a Centrally located in Kensington area. 


E Tourist Board Approved W 
manager. Suit 1-2 persons. a AAD Garden Apanmenta 
Brochure by Ait-Mait: Ë South Kensington, London SW7 4DG, UK | 


Knightsbridge Service Apartments www.ashburngardens.co.uk 
45 Ennismore Gardens, London SW7 1AQ. E info@ashburngardens.co.uk 
TEL: 020 7584 4123 Fax: 020 7584 9058. i Fh 
info@ksflats.demon,co.uk LS e7 3o07 370 2003 
.ksflats.de: CO.UK 3 
Eamon oaa ENEN eee 











Appointments 





Please send your completed CV 
to arrive by 27 July 2001 

quoting reference 01/N/009 to 
Linda Hamilton 

Overseas Appointments Services 
The British Council 

Bridgewater House 

58 Whitworth Street 

Manchester M1 6BB 

E-mail 
oas.vacancies@britishcouncil.org 
or fax: 0161-957 7397 


The British Council is committed to 
a policy of equal opportunity. 


The United Kingdom's 
international organisation 
for educational and 
cultural relations. 


We guarantee an interview to 
disabled candidates who meet 
the essential criteria. 


\ Registered in England as a charity. 


www.britishcouncil.org 
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Overseas Opportunities 


Justice Sector Reform - Africa and Asia Ref: 01/N/009 
The British Council promotes education and culture and mobilises expertise in a wide range of 
human resource development fields. We work throughout the world and have offices in over 100 
countries, many of which have been operating for over fifty years. 


Development and Training Services (DATS) is the part of the British Council which provides 
management services globally in the areas of education and governance. DATS is one of the 
largest organisations of its kind in Europe. 


We are currently seeking CVs from consultants interested in long and short-term 
assignments in pro-poor justice sector reform in Africa and Asia. We are particularly 
interested in the following: 


° Programme Managers, with experience of managing large, complex change management 
programmes in developing countries. : 


¢ Police consultants with experience of strategic planning; community policing; change 
. Management; training and evaluation. 


e Consultants in the areas of formal and “non-formal” administration of justice. 
e Public Sector Reform and Management consultants. 


* Consultants in the areas of capacity building of civil society organisations working to improve 
the criminal justice system. 


¢ Consultants in the area of human rights including women’s and children's rights. 


You will possess a relevant university degree; at least 10 years’ work experience in a relevant 
field, including at least 2 years in a developing country (5 years for Programme Managers); f 
proven ability to work with Senior Government officials; knowledge of relevant UK and European 
networks; significant consultancy experience; familiarity with the goals and procedures of 
international development aid organisations (one or more of WB,.EU, ADB, DFID); knowledge of 
project design, monitoring and evaluation. 


human rights and society 


102 Appointments 


THE EUROPEAN INVESTMENT FUND 


The EIF is a financial institution based in Luxembourg, established as a joint venture 
between the European Investment Bank, the European Union (represented by the 
European Commission) and European banks and financial institutions. In view of 
the expansion of its guarantee activities for SME financing within the EU, new 


vacancies have been created at its Headquarters in Luxembourg: 


RISK ANALYSTS (m/f) 


The EIF has developed a variety of guarantee products in the area of SME (Small & Medium-sized Enterprises) financing 
ranging from direct loan portfolio guarantees (credit insurance) to structured finance transactions (credit enhancement via 
the securitisation of corporate loans, loan guarantees for leveraged risk capital and mezzanine funds, etc.). The clients of 
the EIF include commercial and investment banks, specialised credit institutions, regional and national guarantee funds and 
special purpose vehicles for SME financing. 

Working in a small, dedicated team, the analysts will assist in the different phases of project development, evaluating and 
originating business opportunities while also keeping abreast of the evolution in SME financing and the relevant risk 
management techniques across Europe. 

Applicants must be nationals of an EU member country, have a University Degree, ideally complemented with post graduate 
studies preferably in the fields of finance or management, and at least 2 years working experience in finance and/or risk 
management. 

Direct knowledge of capital markets operations, either within rating agencies or in a banking environment dealing with 
asset-backed securities transactions shall be considered as an important asset. 





si 


Fluency in written and oral English and at least one other language of the European Union is required together with strong 
analytical/quantitative competence and computer literacy, and good interpersonal and negotiation skills. International 
experience would be an advantage. 

The EIF offers an attractive remuneration package with terms and conditions comparabie to other European Institutions. 
Applicants are invited to send their CV with a letter, quoting the reference, to 


European Investment Fund, Human Resources (Ref. SMEQ1ECO01), 43 Avenue J.F. Kennedy, L-2968, Luxembourg. 
Fax (352) 42 66 88 232, 


Applications will be treated in strictest confidence. They will not be returned. Personal data are protected by Community 
Regulations. 


Further information about EIF is available on the website www.ceif.org 


















nnovative approaches to reproductive health 


Options is a leading provider of project management and consultancy services in 
health, focusing on reproductive health. We have 


experience in over 40 countries and our clients Q 
include: national governments + the World Bank.» ions 


DFID « GTZ + UNFPA + the EC « the Asian 
| tendon 128 Whitfield St, 











| Will your portfolio 


win in rising 
and falling markets? 


Free portfolio analysis Development Bank. Options, 120 Whitfield St 


For details visit our website, e-mail: info@options.co.uk 
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OFFSHORE COMPANIES, TRUSTS, FOUNDATIONS, 
BANKS, INSUR IES 


Ship & Yacht Regis ik Sh or Sale 2 rg blic” in the US 
Fully-Co 3 
innovative a 


http://www.global-money.com, http:/www.flagsofconvenience.com 
gmc@global-money.com Faxes: +1-416-3525168, +3120-5241407 
GLOBAL MONEY CONSULTANTS S.A. - FLAGS OF CONVENIENCE S.A. 
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© OWNED BY LAWYERS AND ACCOUNTANTS e CONFIDENTIALITY GUARANTEED e BANK INTRODUCTIONS: 


The SCF Group, est. in 1989 provides full ranges of offshore services at what we believe are the 
most competitive rates currently available by a licensed ses firm. 
















_EST, 1989 / ‘LONDON: For immediate, friendly advice, please contact: 


‘LICENSED CO. ww oe pe Helen Harper LL. B (Hons), Dip. Law, AO] Janson Lotery B.Sc (Hons) 
& TRUST MANAGEMENT : ondon FONI, E-mail: helen@setgroup.com E-mail: janson@sctgroup.com 
fa iA Tel, + 44 (8) 20 7352 2274 Charles Baker M.A. (Hons) 
Faxi+44 (8) 20 7795 0016 E-mail: charles@scigroup.com 




















aoe 


We have 25 years of experience 
in facilitating international business 
with 30 offices and over 350 staff 
around the world 





ust one click away 














& cost-effective prices | "anadi: n a z Offshore Companies 


with bank introductions 








United Kingdom aa 7 
0). 20 76269618 Fax: +44 (0) 20 76369617 2nd Citizenship 


2nd Passport 


Belize Passport Consultants Ltd. 
Tel: + 501 1 49830 Fax: + 501 8 23785 
Email: ae are og com 











ARE YOU 






Trading or investing internationally? 


Seeking tax management solutions? 





Working or living overseas? 






Seeking to protect your assets? 


Setting up a business overseas? 







A tax professional seeking solutions? 


Then you should contact us. 






Finland 


wWw.ocra.com 


Cyprus Singapore Isie of Man Head Office 
Te į 4 


Since 1987 The Sovereign Group have been 
assisting individuals and companies to achieve 
savings in tax. We provide a full range of onshore 


“and offshore services designed to save tax for VISIT OUR WEBSITE: 
SovereignGroup.com 


Businesses 
For Sale 


NEW AUTHORS 


PUBLISH YOUR WORK 
ALL SUBJECTS CONSIDERED 


WRITE OR SEND YOUR MANUSCRIPT TO. 
MINERVA PRESS 
315-317 REGENT ST 


LONDON W1B 2HS. UK 
www. minerva-press.co.uk 





you and/or your company. Call us and we will 





be pleased to show you how our services TOURS/TRAVEL BUSINESS 


FOR SALE — VENDOR SEEKS 


STRATEGIC TRADING PARTNER/INVESTOR 


Direet-sell tour general travel business, 





can save you money and maximise the 






value of your assets. 









a call centre, 17 strong IT wam 

£40m stable, prowing/aim £250m+, 
conventional trade base, consistent profite 
established, ecommerce side & weh-brand, 
developedfinanced already ~ 


business & personal 
AXES OLU 


a of MAN: UNITED KINGDOM: 


OFFSHORE COMPANIES 


* Ready made compe anies 
* Fuil corp 
* Trade servi 
* Banking/Accou 
* China business development services 
Contact Stella Ho for immediate services 
& company brochure 
NACS LTD 
Room 1108, Albion Plaza, 2-6 Granville 
Road, T.5.T., Kowloon, Hong Kong 

E cs@nacs.com.hk 
2} 2724 1223 
ax: (852) 2722 4373 














profitable trading 

Repeat client base, bigh-margin, tow risk, 
established 15 years 

All Management/owners to reniain to 
developérun business 

ideal purchaser substantial media, IT, 
retail/other large distribution Group to 
assist growth in e-commerce and travel 
side in UK, Europe, USA, world-wide 


Contact Box No 4117 
25 St. James’s Street, London SWIA THG 



















The Economist July 7th 2001 


wea Economic and financial indicators 


Overview 


Japan is almost certainly in recession. In- 
dustrial production fell by 3.9% in the year 
to May; during the past three months it has 
plunged by 17.2% at an annual rate. As ex- 
pected, the Bank of Japan's Tankan index of 
business confidence fell sharply in June. Ja- 
pan‘s unemployment rate rose to 4.9% in 
May, returning to its record high last reached 
in January. Consumer prices fell by 0.5% in 
the year to May, while the core rate of infla- 
tion (excluding fresh food) fell to minus 
0.7%, the largest decline on record. 


America’s first-quarter GDP growth was re- 
vised down slightly to an annualised 1.2%. 
Manufacturing was stronger than expected 
in June; the National Association of Purchas- 
ing Managers’ index of factory activity rose 
to 44.7 from 42.1 in May. This was the high- 
est figure since November. But a number be- 
low 50 indicates that outputis still contract- 
ing, as it has been since August 2000. 


The euro area saw a further decline in manu- 
facturing activity in June. The Reuters-NTC 
purchasing managers’ index fell from 48.5 in 
May to 47.9 in June, its lowest level since De- 
cember 1998. However, the French index ac- 
tually rose slightly, while the German index 
fell sharply. Unemployment in the euro area 
was unchanged at 8.3% in May, but Spain’s 
jobless rate fell to 12.9%, its lowest level 
since December 1979. Producer-price infla- 
tion in the euro area fell to 3.6% in May. 


Unexpectedly good economic news sent Aus- 
tralia’s ATX stock index to an all-time high. 





Data on more countries are available to 
subscribers on www.economist.com 
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Output, demand and jobs 


% change at annual rate 

















The Economist poll Industrial Retail sales Unemployment 
GDP forecasts production (volume) _ ‘erate 
2001 2002 
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Prices and wages 
% change at annual rate 
The Economist poll 
Consumer prices* consumer prices forecast 
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Money and interest rates 






















r Money supply* Interest rates % p.a. (Jul 4th 2001) 
% change on year ago 3-mth money market 2-year 10-year gov't bonds corporate 
wa TOW broad latest latest ____yearago__ bonds 
6.20 6.08 7.74 
5.28 5.42 6.65 









Denmark 
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Stockmarkets 


f Market indices 
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6,334. f -19.2 

+27 -321 

+08 -128 

317. 820.2 3,107.9 +21 7245 

eT 5,175.1 998.5 4,824.8 +23 -25.2 

0 6015.7 6,7951 5 _ +31 o -254 

D 1,652.1 1,948.4 +27 O -243 
Japan (Nikkei 225) 12,629.0 14,529.41 _ 716 ~67.5 
opix) 278.0 1,441.0 - 0.8 -55.7 
Netherlands (AEX) 575.7 642.3 5183 +31 ~17.9 
865.1 963.9 818.6 +16 -245 

236.2 292.7 217.2 + 21 ~40.9 
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1,235.3. 




















Morgan Stanley Capital International index includes individual markets listed abov 


plus eight others, in dollar terms. 





Salomon Smith Barney World Government Bond Index, total return, in dollar terms. **New index. Suy 3rd. 





Economic and Snancial indicators LOS 










The Economist commodity price index 
1995=100 


% change on 
Jun 26th  Jul3rd* one one 
month _ year 
Dollar index == 
All items 68.2 68.6 -2.3 -4,3 








etats 





Sterling index 

Allitems 76.0 76.9 -21 +30 
Euro index 

All items 104.1 106.6 -21 +73 
Yen index 

Allitems 89.9 $ 90.9 +13 +121 
Gold 

$peroz 274.45 268.40 +10 - 6.4 
West Texas Intermediate 

$ per barrel 26.69 26.32 -5,2 -16.4 





Trade, exchange rates and budgets 


Trade balance*, $bn 
latest 12 
months 








Current account Exchange rate Currency units D Budget 
$bn The Economist poll trade-weighted? per per per per balance 
latest 12 mths % of GDP, forecast Jul 4th year ago $ £ euro = ¥100 % of GDP 








O 4a 76.7 


169 





99.6 1003 


16.3 


144 
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42.2 
























































fd Emerging-market indicators 


Overview 


Many East Asian economies are slowing at an 
alarming pace. The 12-month rate of growth 
in South Korea’s industrial production fell 
to 2.3% in May, down from 20.3% a year ago. 
The country’s exports fell by 13% in the year 
to June; its 12-month trade surplus nar- 
rowed to $14.3 billion. Over the same period, 
industrial output fell by 10.9% in Singa- 
pore.Singapore’s production of electronic 
goods plunged by 20% in the year to May. 


A dropin telecom stocks and growing fears 
about an economic slowdown knocked 4.6% 
off Poland’s stockmarket over the week. 
Share prices hit a 27-month low. 











The Economist. 

























































































































Economy 
% change on year earlier Latest 12 months, $bn Foreign 
GDP Industrial Consumer Trade Current reserves* } 
production prices balance account $bn, latest 
China __ +81 a +10.2 May + 1.7 May +21.1 May +20.5 2000 178.0 Feb 
Hong Kong +25 
India __ 457 8 Apr 
Indonesia +40 o ee 
Malaysia +32 +15.7 May 
Philippines +25 Qh 
Singapore +45 a 
South Korea +37 U 4 
Taiwan 
Thailand + 2.3 Jun + 2.8 May + 6.6 May 31.4 May 
Argentina _ 40.2 May +16 Am -90 20.5 Ap 
Brazit 
Chile 433 
Colombia +17 u ; 
Mexico +19 a i 
Peru o 
Venezuela 
Egypt __ ___+6.5 zoot 
Israel 8 n — +03 A ON P 
South Africa +27 0 — +73 Ar 438 May +01 an | 
Turkey -1.9 a -10.5 Apr -24.6 Apr -6.6 Apr 
Czech Republic + 3.8 0 +11.4 Am +50 May —  =36 My -27 Ot 
Hungary a +94 for 224 May = 1.8 
Poland _ “M10 May + 6.9 May -10 = 
Russia Qt + 5.2 Apr +25.0 May +60.5 Ap +45.9 ® 








“Excluding goid, except Singapore; IMF definition. tYear ending June. 
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Financial markets 
Currency units Interest rates Stockmarkets h change on 
per$ per £ short-term Jul 4th ` __Dec 31st 2000 
Jul4th yearago Jul 4th % p.a. one in local in$ 
week currency terms 
o 828 o +4,6 +46 
1830 
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South Korea 59 

Taiwan O 390 4392 
Thailand 4.00 326.4 
Argentina 386.0 
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5,404.7 
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6,868.9 









Venezuela 683 
Egypt 3.938 349 
Israel 418 408 
SouthAfrica 8.08 -678 1. 26 
Turkey _ 1,276,000 620,215 1,794,566 60.00 11,082.3 -0.7 
39.9 37.3 56.1 413.0 -0.9 








5.88 

















8,993.6 



























13,367.1 
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212.9* 
**Inflation adj. tin $ terms, ttaune 29th. tEmerging Markets Free. 83.P. Morgan Chase's Emerging Markets Bond Index Plus. “Jul 3rd 








Sources: National statistics offices, central banks and stock exchanges; Thomson Financial Datastream; EIU; Reuters; Warburg Dillon Read; 
J.P Morgan Chase; Hong Kong Monetary Authority; Centre for Monitoring Indian Economy: FIEL; EFG-Hermes; Bank Leumi Le-Israel; Standard 
Bank Group; Garanti Bank; Deutsche Bank; Russian Economic Trends. 


Data on more countries are available to subscribers on www.economist.com 
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BAD INFRASTRUCTURE. 


i parr 


pacii Phy, 










aes monet aoe 
ae à DAR 
" generation (€ / business fe Ai Ai 


Sooner or later bad infrastructure will let you down. Unreliable servers, 
— insufficient storage systems and disparate software applications 

4 can wreak havoc on your e-business. A well-planned, well-executed 
infrastructure is the foundation of a successful e-business. To invest 
in infrastructure that won't let you down, call IBM. Together with our 


business partners, IBM can help you build and manage an integrated 







infrastructure based on open standards, and ready for the future. 






Find out how at ibm.com/e-business/asiapacific 


NY AY gM 
pr ee 


Ines Corporation in tie! United States 


k3 


PATEK PHILIPPE 


GENEVE 


Begin your own tradition 
3 í 


tg 


You never 
actually own a Patek Philippe. 
You merely 


look after it for the next generation. 


Annual Calendar 


by Patek Philippe 





Pakistan and India talk again 
PAGES 10 AND 23-25 


Dr Mahathir's anniversary blues 
PAGE 27 


Goran Ivanisevic, Croat hero 
CHARLEMAGNE, PAGE 50 


Jeff Sachs on America’s miserly aid 
JULY 14TH-20TH 2001 BY INVITATION, PAGES 36-37 
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CREDIT | FIRST 
SUISSE | BOSTON 





ARE THE BEST 


OPPORTUNITIES. 


FOUND IN BULL MARKETS? 
OR IN BEAR MARKETS? 


Quite frankly, it doesn't matter whether the glass is half full or half empty. It's what your investment bank 
does with the water that counts. Our 28,000 employees, top-ranked research and $10 billion in equity 
give us the global clout to execute complex transactions, even in the toughest financial conditions. 


Because it's not enough for clients to succeed in bull markets. They have to succeed in any market. 


CSFB EMPOWERING CHANGE”! 


Issued by Credit Suisse First Boston (Europe) Limited: regulated for investment business in the UK by 
The Securities and Futures Authority. ©Copyright 2001 Credit Suisse First Boston Corp, All rights reserved. 


The world this week 


The Economist 








The 
July 14th 2001 


Portents 

As General Pervez Musharraf 
of Pakistan and the Indian 
prime minister, Atal Behari 
Vajpayee, prepared to discuss 
peace for Kashmir, 15 people 
died in clashes in the Indian 
part of the disputed territory. 


Gary Condit, an American 
congressman, admitted hav- 
ing covered up his affair with 
a missing intern, Chandra 
Levy. The police later 
searched the Democrat’s 
apartment—11 weeks after 
Miss Levy had disappeared. 


Squatters invaded land on the 
edge of Johannesburg. A court 
ordered them to leave and the 
South African government, 
anxious to differentiate itself 
from Zimbabwe, sent police to 
evict them. 


i Submerging markets 


Exchange rates against the dollar 
June ist 2001100 
Brazilian Polish 105 
real 

— 100 

95 

Turkish tira sa 

85 

Jun Jut 
2001 


Source: Thomson Financial Datastream 


Emerging markets were jit- 
tery. Argentina's government 
bonds fell sharply as investors 
fretted about a default. The 
Brazilian real hit intra-day 
lows against the dollar in re- 
sponse. Turkey’s lira fell after 
the country failed to persuade 
the IMF to release its latest 
tranche of funds. The Polish 
zloty and Hungarian forint 
also weakened. Singapore 
slipped into recession and its 
dollar hit an 11-year low 
against America’s. 


One cause of emerging econo- 
mies’ ills has been the strength 
of the dollar, which this week 
hit a 16-year high in real trade- 
weighted terms. The dollar's 


rise came despite continued 
signs of weakness in the 
American economy. Unem- 
ployment in June rose to 4.5%. 


The German Institute for 
Economic Research published 
the lowest-yet forecast for 
German economic growth in 
2001: a sorry 1%. 


A meeting of G7 finance min- 
isters concluded on a cheerful 
note. They stated hopefully 
that the world economy, par- 
ticularly America’s, would im- 
prove soon. 


AT&T's plans to break up into 
four separate units began with 
the spin-off of its wireless 
arm. However, the company’s 
low share price prompted 
Comcast, an American cable 
rival, to offer $44.5 billion for 
AT&T Broadband, which was 
to have been spun off later 
this year. The bid boosted 
AT&T's shares; but the com- 
pany said it would not sell. 


Riots in Jamaica 





Violence erupted in Jamaica. 
The government called out the 
army after 25 people had been 
killed, most of them in gun 
battles between police and 
gangs with political links. 


A row broke out in America 
after scientists announced 
that they had created human 
embryos in order to harvest 
stem cells. President George 
Bush has still not decided 
whether to let federal money 
go to stem-cell research. 
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Chile’s appeal court ruled that 
General Augusto Pinochet 
was mentally unfit to stand 
trial on human-rights charges, 
bringing to an end a lengthy 
legal saga. 


Meta politics 





Albania’s prime minister, Ilir 
Meta, and his Socialists were 
handsomely returned to 
power in a general election. 


In his native city of Split, huge 
flag-waving crowds welcomed 
Goran Ivanisevic, the wild- 
card Croatian winner of the 
men’s singles at Wimbledon. 


British and Irish leaders ago- 
nised together for days trying 
to save the crumbling peace 
process in Northern Ireland. 
The northern English city of 
Bradford saw Britain’s worst 
race riots for years, between 
whites and (mainly British- 
born) Asians. 


Magistrates investigating Pres- 
ident Jacques Chirac’s use of 
dubious funds questioned the 
French president’s daughter 
Claude, an adviser on the me- 
dia to her father. 


China on top 

Hong Kong’s legislature 
passed a law that would allow 
the Chinese government in 
Beijing to sack the territory's 
leader. Pro-democracy mem- 
bers of the legislature said the 
law eroded the autonomy of 
the former British colony. 


A move to vote Sri Lanka’s 
minority government out of 


office was thwarted when 
President Chandrika Kumara- 
tunga suspended parliament 
until September 7th. 


In a new surge of violence in 
Nepal, where the royal family 
was murdered in June, some 
40 policemen were killed by 
Maoist gangs. 


Japan turned down pleas by 
South Korea and China to cor- 
rect “distortions” in school 
textbooks dealing with its 
Asian conquests. South Korea 
broke off its (very limited) mil- 
itary ties with Japan. 


Africa’s new union 





African heads of government 
gathered in Lusaka for the 37th 
and final meeting of the Orga- 
nisation of African Unity. The 
group will be known in future 
as the African Union, with, it 
is said, a commission, central 
bank and parliament. Amara 
Essy, a former foreign minister 
of Côte d'Ivoire, was elected 
secretary-general. 


In a breakthrough at the Bu- 
rundi peace talks, chaired by 
Nelson Mandela, the coun- 
try’s 19 political parties were 
said to have agreed that Pierre 
Buyoya, a Tutsi, should remain 
president for the first 18 
months of a new three-year 
transitional government. A 
Hutu politician would be vice- 
president, and their roles 
would be reversed half-way 
through the term. Once a 
ceasefire has been agreed, 
South Africa, Nigeria and oth- 
ers will send peacekeepers. 
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> In the latest of a string of po- 
litical killings in Zambia, Paul 
Tembo, a former ally of Presi- 
dent Frederick Chiluba who 
had defected to an opposition 
party, was shot dead a few 
hours before he was due to 
testify to a corruption inquiry. 
He had been expected to im- 
plicate several ministers. 


Demolition tactics 

The United States joined the 
European Union in condemn- 
ing Israel for demolishing 17 
Palestinian houses in Rafah 
refugee camp in the Gaza 
strip. Earlier, Israel had de- 
stroyed 14 houses under con- 
struction in a refugee camp in 
Jerusalem. 


Israel, Hizbullah and the Un- 
ited Nations were involved in 
a row over a videotape taken 
at the scene of the abduction 
of three Israeli soldiers last 
year. The UN is prepared to 
show Israel the footage, but 
only on the condition that the 
faces of Hizbullah militants 
are obscured. 


A leading Egyptian feminist, 
Nawal el-Saadawi, was ac- 
cused of apostasy by a lawyer 


for allegedly saying the haj pil- 


grimage had pagan roots. A 
Cairo court is being asked to 
enforce her separation from 
her Muslim husband of 37 


Another view 





years. The case has been ad- 
journed. 


Hold the Mayo 





John Mayo was forced to re- 
sign only two weeks before he 
was to have become chief ex- 
ecutive of Marconi, after a 
profit warning by the belea- 
guered British telecoms-equip- 
ment company. Lord Simpson, 
the present chief executive, 
had been expected to become 
non-executive chairman but 
will remain in place for now. 
Big shareholders also want 
him to go soon. 


The European Commission 
raided mobile-phone compa- 
nies in Britain and Germany 
as part of an investigation into 
price-fixing on international 
charges in both countries. 


Compaq Computer, the 
world’s second-biggest PC 
maker, gave a warning that 
profits in its latest quarter 











would be down sharply. 
America’s economic slow- 
down has intensified compe- 
tition, and troubles have 
spread to Europe. A report 
from Merrill Lynch suggested 
further gloom; companies are 
spending less on 1T and delay- 
ing upgrades. 


Microsoft is to allow pc mak- 
ers more freedom to change 
the Windows desktop. The 
software giant’s move follows 
an appeals court ruling criti- 
cising its Windows monopoly; 
it may thereby hope to im- 
prove its negotiating position 
in settlement talks over the 
government's antitrust suit. 


Baltimore Technologies, 
once one of the most admired 
Internet companies, shed its 
chief executive, Fran Rooney. 
The Irish Internet-security 
company, once worth £5.1 bil- 
lion ($8 billion), suffered a 
mini-collapse of its ever dwin- 
dling share price that took its 
value to as low as £120m. 


Webvan, an American online 
grocer once valued at $8.7 bil- 
lion, said that it would close 
with the loss of 2,000 jobs. 
The company had slowed its 
losses by abandoning extrava- 
gant expansion plans, but 
could not do enough to offset 
a rapid decline in orders. 








Real Madrid paid a record 
€77m ($66m) for Zinedine Zi- 
dane, a French international. 
The Spanish football club fi- 
nanced the deal and paid off 
debts by selling its training 
complex in Madrid's business 
district. 


Opposite banks 

As expected, the British gov- 
ernment blocked an £18 bil- 
lion ($25 billion) bid by Lloyds 
TSB for Abbey National on 
competition grounds. This 
will, in effect, put an end to 
consolidation among Britain’s 
big banks; they may now seek 
targets abroad. 


CSEB, a Wall Street bank un- 
der regulatory investigation 
for its handling of initial pub- 
lic offerings, ousted its chief 
executive, Allen Wheat. He 
will be replaced by John 
Mack, former president of 
Morgan Stanley. 


Euronext, the outcome of a 
merger of bourses in Amster- 
dam, Brussels and Paris, made 
a poor showing on its own 
stockmarket debut. Its shares, 
traded on all three exchanges, 
fell by 8.5% on the first day de- 
spite being priced at the low 
end of the range. 


Merrill Lynch, America’s larg- 
est stockbroker, sought to reas- 
sure sceptical customers of the 
impartiality of its analysts by 
stopping them owning shares 
in companies that they cover. 


FTSE International, a British 
stockmarket indexer, 

launched FTSE4Good, a set of 
stockmarket indices for so- 
cially responsible investment. 
Many of Britain’s top compa- 
nies failed to make the grade. 


Other economic data and news 
can be found on pages 96-98 
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Keeping the customer satisfied 


All customers are important, but some are more important than others 


EING a customer can be baf- 
fling these days. All that 
choice, all those special deals, 
all those companies eagerly tell- 
ing you (as you wait on hold, lis- 
tening to ghastly muzak) that 
“your call is important to us.” 
On the face of it, companies 
seem keener than ever to sell you their stuff—as, in these 
leaner times, they should be. But why do you so rarely feel that 
you are getting special service, or that the company knows the 
faintest thing about who you are or what you really want? 
Such questions apply whether you buy as a business or as 
an individual. And the common answer is that companies are 
stumbling to find new ways to manage their relationships 
with their customers. Somehow, they have to use the Internet 
and the rest of today’s technological wizardry to cut costs, but 
at the same time to give people the sort of service that sends 
them away happy. Only happy customers will be loyal ones— 
and loyalty is something companies desperately need if they 
are to survive in today’s difficult economic climate. 





Competitors galore 
Already, many companies find it more of a struggle than they 
did to win new customers and to keep those they already 
have. No surprise there: competition has sprung up from all 
sorts of new directions in the past few frenetic years, and it 
will intensify as the downturn makes customers both pickier 
and more cautious. Companies that do not respond can find 
that old loyalties evaporate quickly: Britain’s Marks and Spen- 
cer isin trouble because it failed to spot that new clothing com- 
panies change their stocks almost as often as customers 
change their socks. The Internet has brought new competition 
into many established markets, and created some real new 
business models as well as the many bogus ones. Michael 
Dell, with his build-to-order manufacturing, has revolution- 
ised the pc business; now, manufacturers of cars, white goods 
and other products are trying to do something similar, with 
the eventual goal of “mass customisation” (see pages 63-65). 

Plenty of once-promising newcomers have, admittedly, 
proved short-lived: yet another high-profile dotcom, Webvan, 
an online grocery firm, bit the dust this week. But the sheer 
quantity of information that now bombards customers 
makes it ever harder for even an established brand to maintain 
visibility, as well as terrifyingly expensive to build a new one. 
The Internet also threatens old loyalties by giving customers a 
new way to search for what they want. In America, notes the 
boss of General Motors, Rick Wagoner, “almost all” prospec- 
tive car-buyers now look on the Internet first, and so turn up at 
the dealer's showroom knowing as much as he does about 
discounts and availability. Whether for holidays, cps or mort- 
gages, the Internet is giving restless customers unprecedented 
information on rival prices and special deals. 

The arrival of new competitors and the spread of informa- 
tion have also raised the cost of acquiring new customers: 
more mailshots, more advertising, bigger welcome discounts. 


It thus takes longer for, say, a mobile-telephone company to 
earn back its initial investment. Companies have always 
known that it can cost three or four times as much to acquire a 
new customer as to make a repeat sale to an existing one. In 
hard times, and with growing competition, that arithmetic 
makes successful retention all the more crucial. 


Keep them happy 

Now, though, companies have all sorts of expensive new elec- 
tronic gadgetry at their disposal to help them manage their 
customer relationships: vast databases, fancy software for 
“mining” them, intranets and extranets. So far, most have 
found it hard to use it effectively: one recent survey found that 
about two-thirds of customer-relationship-management pro- 
jects fail. The trick is not merely to cut costs, but also to retain 
old-fashioned values of customer service. 

The wrong approach is all too obvious on many of those 
corporate websites that offer self-service help. Some custom- 
ers may be able to find the answer to their own questions 
more quickly on a website than on the telephone, especially if 
the latter involves waiting on hold for 20 minutes. But those 
who e-mail a company witha problem expecta quick, clear re- 
ply; and plenty of others want to speak to a human being. 
When websites are designed merely to keep questions at bay, 
the customer may get the message and not come back. 

The right approach to retaining customers starts with trying 
to understand more about them, and then to work out what to 
do with the knowledge. Electronic communications offer 
companies unprecedented quantities of information about 
who buys what from them. The department store can discover 
that your waistband has expanded an inch or so since last 
year, the airline knows that you usually fly with its main rival, 
the restaurant remembers that you drink Pinot Grigio. But 
such information creates as many difficulties as opportunities. 

As Das Narayandas, a Harvard Business School academic, 
points out, the bit of the company that collects information 
when the customer buys is not usually the bit that uses it for 
selling. Besides, if the marketers for one product build their 
own database, they may resent it when another division 
wants to tap in. “These are our customers,” they will say. “We 
don’t want you spoiling our relationship by blitzing them with 
your own cold calls. What’s more, the costs of assembling the 
data burdens our accounts—you just get the profits.” Such turf 
wars make a mockery of companies’ efforts to present a single 
face to the customer. 

Companies should think more clearly about the informa- 
tion they collect. That task will grow more urgent as customers 
(and regulators) start to fret about invasions of privacy. They 
may want more control over what companies do with the data 
they collect, and they will expect something in exchange for 
providing it. Join a good loyalty club (as opposed to the many 
shams) and you may part with lots of information about your 
income and tastes that you would not otherwise divulge. 

Firms are more likely to collect information sensibly and 
thoughtfully if they know why they want it. One likely use is 
to offer different deals to different customers, trying to tie in » 
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> the most valuable ones with keener prices than the others get. 
Skilful use of data allows companies both to spot which cus- 
tomers are worth fighting for (the frequent flier, the account 
holder with a big loan and a regular job) and then to offer 
them hefty discounts, to reduce the risk that a competitor will 
poach them. In principle, customers hate the idea of price dis- 
crimination—as Amazon, an online bookstore, discovered 
when it charged customers different prices for the same book. 
In practice, they accept special offers to members of a loyalty 
club, or to people who book tickets early or keep a big balance 


India and Pakistan 


It’s good to talk 





on an account. They accept “bundled” deals, such as free talk- 
time on a cellphone if you upgrade your handset. In future, 
“good” customers will routinely expect to pay less for a service 
(or get more for their money) than the rest of us. 

In the end, durable customer relations are only partly 
about clever technology, however imaginatively used. 
Mainly, they require relentless attention to detail: good pro- 
ducts, prompt service, well-trained staff with the power to do 
alittle extra when they judge it right to do so. No wonder firms 
that send you away with a smile on your face are so rare. m 


This weekend's Indo-Pakistani summit may bring hope of progress on Kashmir 


buttoned-up North Ko- 
rea talks to its adversary in 
the south more readily these 
days than Pakistan and India. 
Not since February 1999 have 
these subcontinental foes helda 
$ summit meeting. Considering 
I. that both are now declared nu- 
clear powers, who have fought three wars in the 54 years since 
independence and a nasty little battle only two years ago, the 
failure even to talk is a large part of the reason why their bor- 
der is often regarded as the world’s most dangerous place. 

This weekend, in the shadow of the Taj Mahal—a Muslim 
monument that should act to remind both sides of their com- 
mon heritage—Atal Behari Vajpayee, prime minister of India, 
and General Pervez Musharraf, self-appointed president of 
Pakistan, aim at least to end the hostile silence. Some good 
news could well be forthcoming about a possible gas pipeline 
connecting Iran and India via Pakistan, and India has warmed 
the temperature in advance with an offer this week to open 
border-crossings to its west. But all attempts to improve rela- 
tions between the two countries are liable to founder fast un- 
less progress is made on the most intractable issue: the fact that 
India controls the mainly-Muslim state of Jammu & Kashmir 
in apparent defiance of the wishes of its people. 

Kashmir holds all else hostage. It would, in theory, be possi- 
ble for India and Pakistan to agree to differ over the disputed 
state and get on with all the other things that urgently need to 
be talked about: nuclear weapons, troop levels, cross-border 
trade, water supplies, pipelines and much else. Other coun- 
tries have managed this. Turkey and Greece have been able to 
move beyond their differences over Cyprus. Britain’s disputes 
with Spain over Gibraltar and with Argentina over the Falk- 
lands are now no obstacle to good relations in other areas. 

Butin practice, such a solution is not feasible. Anything that 
smacks too obviously of acceptance of the status quo wouldin 
effect mark a victory for India, and a deep humiliation for Pak- 
istan. Although Pakistan holds a chunk of Kashmir (and China 
another) which India says it must have back, the reality is that 
India already possesses the most populous places. Despite its 
rhetorical demands, India would surely be happy to accept 
the existing “line of control” dividing Indian-held Kashmir 
from the Pakistani-held bit as a border if that meant Pakistan’s 
abandonment of its claims there. On the last occasion that 





Pakistan and India met at summit level, in Lahore, something 
close to setting Kashmir to one side in the interests of the wider 
relationship was tried: it proved so unpopular with Pakistan’s 
army that three months later it launched an incursion into In- 
dian Kashmir that scuppered the Lahore process. 

India knows that it cannot afford a return to complete 
breakdown in its relations with Pakistan. America, which has 
pushed hard for the Agra summit to take place, has enthralled 
it with the offer of close friendship. But America has also 
made it clear that India cannot take up the place it thinks it de- 
serves as a regional superpower while it is still fighting a run- 
ning battle with its neighbour. And the foreign investment In- 
dia needs would be more likely to flow if the threat of war 
were removed. So India may now be prepared to make conces- 
sions. Pakistan, too, badly needs a deal if only it can be pre- 
sented as something short of a sell-out; the general is under 
even greater American pressure than India is, thanks to the far 
more parlous state of Pakistan’s economy (see pages 23-25). 


The road to peace? 

It is far too early to talk of peace in Kashmir. But there is some 
reason to hope that the Agra summit may mark the beginning 
of something that might reasonably be called a peace process. 
India is already exploring the possibility of talking directly to 
representatives of Kashmiri groups it formerly considered too 
militant to touch. There is some reason to hope that Pakistan 
may be ready to be creative about what was once an inflexible 
demand that any talks with the Indians should be tripartite, 
involving the Kashmiris throughout as equal partners. 

And, dimly in the distance, the outlines of a peace deal may 
be glimpsed: acceptance by Pakistan of something less than 
Kashmiri secession from India in the form of a much higher 
degree of autonomy within it, which Pakistan could portray as 
akind of victory. The line of control might become a relatively 
open international border, which would allow the Kashmiris 
to move freely within their entire state. The Kashmiris might 
even get recognition of their separate identity in their (Indian) 
passports. Crucial to this bargain would be a substantial re- 
duction in the number of Indian troops in Kashmir, in return 
for Pakistan’s reining in of the militants it sponsors there. To 
settle for less than full self-determination for Kashmiris in the 
face of Indian unwillingness to cede any of its territory would 
bea bitter cup for Pakistan to drain. But at least the general has 
no voters to worry about. m 





Zimbabwe 
Pressure now 


If Zimbabwe is to have a fair election next year, the checking should start now 


HEN a president decides 
to destroy his country, it is 
hard to know how to stop him. 
President Robert Mugabe seems 
determined to take Zimbabwe 
over the precipice. He has 
ruined the economy, overrid- 
den the law and undermined its 
institutions, all so that he and his cronies can stay in power. 
The main opposition party, the Movement for Democratic 
Change, managed to defeat a referendum to change the con- 
stitution last year but narrowly failed, four months later, to 
win a parliamentary majority in an election dominated by 
government violence and intimidation. Fearing that demon- 
strators would be shot, the mpc has decided against calling 
people out on to the streets. A national strike last week, though 
well-supported, has simply damaged the economy further 
without apparently hurting Mr Mugabe (see page 43). 
Aid-giving countries, too, are in a quandary. They have cut 
off most of their assistance, but Mr Mugabe does not care. 
Rather, he has sought to turn Britain’s strident criticism to his 
own advantage by portraying himself as an African patriot 
spitting in the eye of British imperialism, even though his 
“land-reform” programme is plainly directed as much at de- 
stroying the opposition and rewarding his supporters as itis at 





redistributing white farmland. And, at least elsewhere in Af- 


rica, his cries have found an echo. The foreign ministers of the 
Organisation of African Unity, meeting in Zambia last week- 
end, gave him all the backing he could have wished for, 
though the heads of government were more circumspect, per- 
haps influenced by President Thabo Mbeki of South Africa. 
Surprisingly, though, Mr Mugabe may have some chinks in 


his armour. Though 77 years old and in power for 21 years, he 
wants to be voted in again as presidentin an election that must 
be held before next April. He may be a dictator, but he wants to 
show heisa popular one. This gives the opposition a chance. It 
is urging Zimbabwe's friends to keep pressing the government 
to ensure that the election is fair and free of intimidation. 

Mr Mugabe has a second weakness, which may make this 
possible: he also wants the approbation of the Common- 
wealth. Earlier this year he angrily rejected a proposed visit by 
ateam of Commonwealth foreign ministers, which is the orga- 
nisation’s polite way of rebuking undemocratic members. But 
he has now been persuaded by Mr Mbeki and others to accept 
a less formal meeting under the broad umbrella of the Com- 
monwealth. If it goes ahead—nothing is certain—this could 
provide an opportunity for the Commonwealth to try to pro- 
mote fair play in Zimbabwe: it should say that it will not be as- 
sociated with the meeting unless it can at once start checking 
on the conduct of next year’s election. 

Why so soon? In too many devious tyrannies that hold 
elections, outside observers arrive as the polling stations open 
and never see the process of rigging, disqualification or intimi- 
dation that has already made a mockery of the voting. If thatis 
not to happen next year in Zimbabwe, independent electoral 
monitoring organisations need to start gathering information 
now on all aspects of the election: the voters’ roll, intimida- 
tion, the use of government funds and facilities, and so on. The 
constitution already gives the president an advantage in par- 
liament by allowing him to appoint 20 of its 150 members (ten 
others go to traditional chiefs). That may, in the event, enable 
Mr Mugabe to hang on to power. But if he does so by stealing 
the election, outsiders must be ready to condemn it and reject 
the result. They should begin watching now. m 





Latin America’s economies 
Gloom over the River Plate 


Argentine, and other, woes are dragging the region down 


ARELY in the past decade 
have the prospects for Latin 


I Bond spreads over US Treasuries 
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market. Brazil's currency, the 
real, continues to sag: it has lost more than 22% of its value 
since January, despite interest-rate rises and intervention by 
the Central Bank. Chile’s normally buoyant peso has slid 
against the dollar too, and the Andean countries have count- 
less problems of their own. Even Mexico’s economy is cooling 
fast, its exports hit by shrinking demand in the United States. 
Between them, Argentina and Brazil account for about 40% 


of all emerging-market bonds. With investors fretting, too, 
about Turkey’s commitment to its economic-reform pro- 
gramme, and renewed doubts about East Asia’s economic 
prospects, once again there is talk of financial contagion 
spreading across all emerging markets, as in 1997-99. 
Certainly, the exceptional strength of the dollar has hurt 
many emerging economies—and none more than Argentina, 
whose currency board pegs its peso at par to the greenback. 
But many of the difficulties in South America are home- 
grown. Take Brazil. Only months ago, it seemed set fair for sev- 
eral years of quickening growth, reward for the reforms 
pushed through by President Fernando Henrique Cardoso. 
Enter the unexpected. First, Mr Cardoso’s loose, four-party 
centre-right coalition frayed, partly because of corruption 
scandals. Second, an energy shortage obliged the government »» 


> to impose rationing aimed at cutting electricity consumption 
by afifth. As a result, the central bank has slashed its forecast of 
this year’s economic growth from 4.5% to 2.8%. 

Lack of rain is partly to blame; Brazil depends heavily on 
hydroelectricity. But there is a human factor: the government 
bungled (and only half-completed) the privatisation of the 
electricity industry. Brazilians have been quick to blame Mr 
Cardoso, seemingly improving the chances that the left-wing 
opposition will win next year’s presidential election. 

That is one reason for the real’s plunge. But there are others. 
Foreign investment has slowed. And a weaker real brings its 
own difficulties, such as the likelihood that inflation will ex- 
ceed the central bank’s target. But above all, the real is wilting 
because of Brazil’s proximity to Argentina. 

Many Argentines hoped that Domingo Cavallo, appointed 
as economy minister in March, would perform miracles. He 
has not. Argentina’s economy remains trapped in a slump that 
has now lasted three years. A huge bond swap completed last 
month was supposed to banish fears of a debt default. But the 
risk premium on Argentine debt has again soared, despite a 
deal between Mr Cavallo and the country’s provincial gover- 
nors, who agreed to cut spending by an ambitious (and proba- 
bly unachievable) $1.6 billion in a year. This week Mr Cavallo 
was frantically seeking other cuts (see page 38). 

Brazil’s problems still look manageable, though the central 
bank would be wise to let the currency slip: intervening 
against the market is a sure way to lose money. Argentina is a 


different matter. It is fast running out of time. Neither Argen- 
tines nor investors have any confidence in Fernando de la Rua, 
the country’s weak and vacillating president. But Mr Cavallo 
has himself stoked the worries, with an ill-conceived decision 
last month to pay a subsidy to exporters and levy a tariff on 
importers, raising fears of an end to the currency board. 

Thanks to the bond swap and the imr, Argentina has no 
need to raise funds in international markets this year (though 
it must roll over $8 billion in the domestic debt market). Mr Ca- 
vallo’s tax changes appear to have shored up sagging reve- 
nues. Were Mr de la Rua capable of delivering several months 
of political calm, and were the dollar to weaken, Argentina 
might yet scrape through. But do not bet onit. 


Low savings, high dependency 

The underlying cause of Latin America’s problems is easy to 
diagnose, but far harder to overcome. Despite a decade of mar- 
ket reform, the region remains dangerously dependent on for- 
eign capital. Since that has now become scarce for all except 
Mexico, at best Latin America faces a period of slower growth, 
until it increases its savings, both public and private, and 
boosts its exports. That will take a fresh reform effort. And in 
Argentina the prospect of a financial meltdown, involving a 
forced default and a devaluation, has moved closer. That 
would batter confidence throughout South America, and 
might well detonate another worldwide emerging-market 
crisis. Cross your fingers. m 





Weapons of mass destruction 


A proliferating problem 


Itis in the interests of Russia, China and the West to tackle it 


ST about everyone bar the 
culprits agrees that the spread 
of nuclear, chemical and biolog- 
ical weapons, as well as missiles 
to deliver them, will pose the 
biggest threat to international 
peace and security in the 21st 
century. The countries that be- 
tween them could do most to prevent ne’er-do-wells getting 
their hands on such weapons are now set for a series of dip- 
lomatic huddles: this weekend the presidents of China and 
Russia will sign a new friendship treaty; next weekend Russia 
joins the United States, Canada, Japan and the bigger Europe- 
ans for their annual G8 summit. Yet non-proliferation is top of 
neither agenda. That is a pity, for some 20 countries are dab- 
bling in the technologies of mass destruction and there is 
much more that could be done to thwart them. 

In Moscow the presidents of China and Russia will be pro- 
fessing peace, though no country, except North Korea, has 
done more to help those bent on disrupting it. Despite interna- 
tional agreements to control or ban nuclear, chemical and bio- 
logical weapons, their companies—sometimes with official 
connivance, sometimes without it—have long been bespoke 
armourers in mass destruction and purveyors of missile tech- 
nology to anyone with enough cash. Russia’s government re- 
cently sold nuclear-reactor fuel to India, breaking a ban on 
such trade with countries that refuse full international safe- 





guards on their nuclear activities. China treats its non-prolifer- 
ation promises to the world as concessions to America, threat- 
ening to break them when piqued. 

Both China and Russia have assumed this threatens west- 
ern interests, not their own. But now both worry that Amer- 
ica’s plans to develop missile defences to cope with the prolif- 
eration damage done could eventually undermine their own 
nuclear deterrents too. They argue that defences will only pro- 
voke further proliferation—and, depending on how America 
goes about things, they could indeed be right. A new set of sta- 
bility-preserving understandings between America and Rus- 
sia to augment or replace the long-standing Anti-Ballistic Mis- 
sile treaty could perhaps help to avoid that. But stemming the 
destabilising flow of weapons know-how is just as crucial. 


Safety costs money 

European governments, by contrast, like to bask on the moral 
high ground: they are tough on rule-breaking firms and keener 
to talk up non-proliferation than missile defences—while now 
accepting that defences of some sort will have a role against 
potential new threats. They have argued hard for the ratifica- 
tion of the Comprehensive Test-Ban Treaty by all countries— 
including America, whose new administration, like the Sen- 
ate, opposes it—and are pressing for new rules to strengthen 
the ban on biological weapons, despite American doubts. But 
high-minded diplomacy will not achieve much without more 
money and effort to back it up. 





» Recently, the European Union increased its contribution to 
KEDO, the organisation supervising a deal to end North Ko- 
rea’s production of plutonium: from a derisory $75m over the 
past five years to a derisory $87.5m over the next five (peanuts 
for a project that will cost upwards of $5 billion). Similarly, rich 
Europeans living right next door contribute much less than 
more distant Americans to the dismantling of Russia’s surplus 
nuclear and chemical weapons, and the safe storage of bomb- 
making plutonium and uranium. 

Furthermore, the Europeans have not yet ratified the new 
verification rules proposed by the International Atomic En- 
ergy Agency (IAEA) in 1997 to help detect undeclared nuclear 
activity. Until developed countries implement them, it will be 


hard to lean on potential or suspected rule-breakers elsewhere 
to do so. Meanwhile, the 1AEA is hard pressed every year to 
scrape together the $80m needed to meet its inadequate safe- 
guards budget. Like other UN organisations, it has long been 
denied a budget increase, despite a proliferating workload. Of 
the G8 crowd, Canada, Germany and Japan are the most tight- 
fisted, leaving the agency dependent on America for extra- 
budgetary cash. Diverting just a tiny fraction of the money the 
EU and Japan spend on wasteful subsidies for this and that 
would make a huge difference to the job the agency can do. 

In the fight against proliferation, the actions of govern- 
ments are too often counter-productive, too little or too late. 
Someday they will regret it. m 





Britain’s Conservative Party 


The masochists’ derby 


To become attractive again, the Conservatives need to be liberal, non-dogmatic Eurosceptics 


T MIDWEEK, as The Econo- 
mist went to press, the three 
front-runners in the race to take 
William Hague’s place as leader 
of Britain’s Conservative oppo- 
sition were Michael Portillo, 
Kenneth Clarke and Iain Dun- 
can Smith. The final result will 
not come for at least a month, when the constituency party de- 
livers its verdict; this week and next, the parliamentary party 
is whittling the field down to two. Each of the front-runners 
has his personal flaws and attributes, but it so happens that 
the candidature of each also requires the Tories to ask them- 
selves a searching question about what their party now 
stands for. The choice looks—and is—too neat to be true. 

Mr Portillo wants Conservatives to become less conserva- 
tive. He has to: just before returning to Parliament in 1999, the 
man whom many had considered the true heir of Margaret 
Thatcher scandalised the fustier Thatcherites by admitting 
that he had experimented as a young man with gay sex. Such a 
confession would once have been terminal to a potential 
leader's career, but Mr Portillo has tried to turn it to his advan- 
tage. The Conservatives, he says, got their economics right un- 
der Mrs Thatcher. But to restore themselves to power they 
need now to adapt their social attitudes as well, by being more 
welcoming to ethnic minorities, more open-minded on mat- 
ters such as cannabis, and more tolerant of people whose sex- 
ual and social choices differ from their own. 

Mr Clarke wants Conservatives to make less of a fuss about 
the euro and the European Union. He has to: as an enthusiast 
for the euro (though not for joining quite yet), he is entirely out 
of sympathy with the policy that Mr Hague put at the centre of 
his general-election campaign, and on which the Conserva- 
tive MPs Mr Clarke is now wooing were elected. But like Mr 
Portillo, Mr Clarke hopes to turn an awkwardness to his ad- 
vantage. Since an obsessive campaign against the euro has just 
sent the party crashing to defeat, his supporters say, a Clarke 
leadership would help it to abandon a disastrous policy. 

Mr Duncan Smith is the opposite of both men. Though by 
no means Attila the Hun, he has placed himself to the right of 
Mr Portillo on social matters. On the European Union, he is 





even more sceptical than Mr Hague was, let alone Mr Clarke. 
Mr Hague talked the party into ruling out British membership 
of the single currency for the lifetime of at least one Parlia- 
ment. Mr Duncan Smith, opposed “on principle”, would 
never want the country to join. As the most fussed of the three 
about the threat the Eu’s “ever-closer union” poses to British 
sovereignty, he might even favour Britain withdrawing from 
the European Union altogether. 


The men and their messages 

How should Conservatives choose? Mr Portillo’s message of 
social liberalism may be self-serving, but it is also right. It 
would fit properly and logically with the economic freedom 
the Tories have stood for since the 1970s. A party that cam- 
paigned to minimise the role of the state in both spheres could 
well appeal to the many voters who cannot support the Lib- 
eral Democrats’ left-ish economics, but who are uncomfort- 
able with the sermonising, authoritarian streak in Blairism. 

Europe is harder to resolve. Mr Duncan Smith is wrong to 
say never to the euro. A leader who claims that it will never be 
in Britain's interest to join the single currency is pretending to 
know more than it is possible to know about the future—and 
he would surely have to resign on the morning after a euro ref- 
erendum in which Britons voted to join, which could happen 
as early as autumn next year. On the other hand, Mr Clarke is 
wrong to say that the party lost the general election because of 
the euro. Most polls suggest that voters agreed with the Tories 
on this. The Tories may have lost because the party seemed to 
care about little else, but that is a different matter. 

Itis easier to describe an ideal party than to identify its ideal 
leader. That party would be liberal on social issues as well as 
economics, sceptical about Europe but not dogmatically op- 
posed to all its doings, and capable of producing bolder ideas 
than Labour has come up with for extending consumer choice 
in public services. None of the front-runners fits the bill ex- 
actly. Mr Duncan Smith is no liberal and a dogmatist on Eu- 
rope. Mr Clarke can pose as a liberal but might split the party if 
he is not able to moderate his zealot’s enthusiasm for the sin- 
gle currency. Mr Portillo has got his present mix of ideas about 
right, but his ideas have changed so much and so recently that 
itis reasonable to doubt his attachment to them. Good luck. m 
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5 l Amount of olives 


sır - I have argued within the 
European Parliament for radi- 
cal change in the olive-oil re- 
gime, decoupling it from 
production and transforming 
itinto a subvention to rural 
manpower and the environ- 
ment (“Glut, fraud and eco- 
damage”, June 30th). In the 
parliament most of my pro- 
posals on olive-oil reform 
were defeated by a close mar- 
gin. The opposition came from 
conservatives, both from 
northern and southern Eu- 
rope, who voted overwhelm- 
ingly against the reform. 
Southern socialists mostly 
voted in favour. 

The reason is clear. When 
reform is approved for olive 
oil it will be very hard to stop 
it for arable crops, sugar, beef, 
milk and other sectors, and 
this alarms those who are 
stubbornly opposed to any 
change—both in northern and 
southern Europe. 

PAULO CASACA, MEP 
Ponta Delgada, Portugal 


sir - You fail to cross refer- 
ence the article on EU subsi- 
dies for olives with the 
coverage of British bestsellers 
(“What the world is reading”, 
June 30th). There one discov- 
ers that “there is olive oil all 
over the non-fiction list”, not 
only in cookbooks but also in 
the bestselling stories of two 
women who have become ol- 
ive growers in Italy and 
France. All, no doubt, encour- 
aged by Eu subsidies. 

CARLO MONTICELLI 

London 





Western Sahara’s future 


sir ~ Your article on Western 
Sahara (“The UN’s u-turn”, 
June 30th) contains informa- 
tion about the framework 
agreement on the status of 
Western Sahara that I helped 
draw up and that is, I believe, 
inaccurate. First, you say that 
there “may—but only may—be 
a referendum”. In fact the 
agreement says there will be 
one within five years. 
Second, you say that “the 
UN now appears to have de- 
cided to abandon” the settle- 


ment plan. In fact, the 
secretary-general’s report to 
the Security Council says “the 
settlement plan will not be 
abandoned.” And Security 
Council resolution 1359 of 
June 29th 2001 affirms that by 
engaging in negotiations over 
the framework agreement the 
parties will not prejudice their 
final positions. The resolution 
also provides that while dis- 
cussions regarding the frame- 
work agreement go on, 
proposals submitted by the 
Polisario Front to overcome 
the obstacles preventing im- 
plementation of the settle- 
ment plan will be considered. 
Third, you say Morocco would 
be “responsible for law and 
order during the transition.” 
The framework agreement 
plainly assigns exclusive com- 
petence for “law enforcement” 
and “internal security” to the 
population of Western Sahara. 
Fourth, you say that the pro- 
posed executive “will be 
responsible to [the] assem- 
bly”. The relationship of the 
executive and the assembly is 
not laid out in the framework 
agreement and would be de- 
termined by negotiation. 
Finally, let me answer the 
question posed at the start of 
your piece: “Has the UN’s new 
plan for Western Sahara 
dropped self-determination?” 
The answer is an unqualified 
no. As the secretary-general 
says in his report: “The pro- 
posed framework agreement 
is not unlike agreements used 
to address similar situations 
elsewhere, where a devolu- 
tion of authority to the inhab- 
itants of a non-self-governing 
territory is granted with the fi- 
nal status of the territory to be 
determined by a referendum.” 
In the light of the complexity 
and importance of these mat- 
ters, itis hoped that you will 
exercise the utmost care in re- 
porting them. 
JAMES BAKER 
Houston 





Phone-line shopping 


sır - When I was younger I 
used to work at a grocery store 
in my home town. One of the 
shopkeeper’s advantages over 
the big retail chains that con- 


stantly grabbed his.customers 
was his taste for personal ser- 
vice (“Surfing USA”, June 
30th). Old people in the neigh- 
bourhood, who were often 
unable to get out of their 
houses let alone carry home 
bags full of groceries, would 
gladly pay the small fee my 
boss would ask to take their 
shopping order by phone and 
deliver everything to them a 
few hours later. But my boss 
was not a “phone-business” 
man. He was a shopkeeper. 
When will you, and everyone 
else, realise that the Internet is 
a communication tool; no 
more, no less. 

RURIK OPRITA 

Paris 


Patently absurd 


SIR - Your defence of the pat- 
ent system is not convincing 
(“The right to good ideas”, 
June 23rd). The system works 
best not for the inventor but 
for a rich company that has 
the money to get good patent 
lawyers and fund litigation to 
protect a monopoly. It is not 
the person with a good idea 
who wins but the clever, fast 
and rich. The game is further 
rigged by the fact that patent 
processing in America is nota 
sequential process (first in, 
first out) but a high-speed race 
in which the well connected 
and more aggressive win. 

J.E. DUMONT 

Brussels 





Protecting prostitutes 


sir - You report claims that 
the Albanian Mafia has taken 
over Soho (“SoHopeless”, 
June 23rd). This is a govern- 
ment fabrication aimed at jus- 
tifying a police clampdown 
on prostitute women there 
and laying the basis for anti- 
trafficking legislation that 
would increase police powers 
at women’s expense. 

In 1999, we successfully op- 
posed attempts by Westmin- 
ster Council to evict women 
from premises where they live 
and work. Many women 
would have been forced on to 
the streets where it is ten- 
times more dangerous to 









work, In February this year, 
the Metropolitan Police’s Vice 
Unit and immigration officers 
raided the flats of 60 immi- 
grant women working in 
Soho. They had fled war and 
devastation—including in Iraq 
and Kosovo. Some were moth- 
ers of young children and had 
pending asylum claims with 
the Home Office. They were 
dragged from their flats in 
front of Tv cameras, arrested 
and summarily deported. 

The raids, based on false 
police claims that children 
and women had been traf- 
ficked and were being held 
against their will, were pub- __, 
licly condemned and their le- 
gality challenged by women’s 
groups, prominent lawyers, 
mers and church people. Not 
expecting to be called to ac- 
count, the Vice Unit attempted 
to justify the raids. First, it 
claimed to be “protecting un- 
der-age children”. None were 
found. It then said it was “lib- 
erating victims of trafficking”. 
No pimps or traffickers were 
discovered, Next, it said the 
raids were “part of a wider ini- 
tiative to support Westminster 
residents”. The Soho Society, 
which represents residents, 
condemned the raids. 

Whoever we are, if we face 
violence we need protection 
not deportation. The Econo- 
mist should oppose this gov- 
ernment and media witch- 
hunt against immigrants and 
asylum-seekers. 

CARI MITCHELL 
English Collective of Prostitutes 
London 





Lawyerless in Texas 


sir ~ Audrey Cheng (Letters, 
July 7th) supports her argu- 
ment that Texas is an unde- 
sirable place to live by noting 
that it attracts few out-of-state 
lawyers. Perhaps not every- 
one would consider this a 
shortcoming. 

COULTER GEORGE 

Cambridge @ 











PRESIDENT 








PRICEWATERHOUsE(GOPERS 





EXECUTIVE SEARCH 


Be Part of Canada’s 
Contribution to Peace Operations 


Peacekeeping and peace operations are among 
Canada’s greatest strengths. Established in 1994, 
and located in Cornwallis Nova Scotia, the Pearson 
Peacekeeping Centre has supported and enhanced 
Canada’s contribution to international peace, 
security and stability through quality training and 
education, The Centre now seeks a new President 

to build on current successes, further develop its 
capabilities and support Canada’s pre-eminence 

in peace operations. 

The challenge of peace operations today is 

to integrate the efforts and resources that will allow 
many partners — diplomatic, humanitarian, military, 
police, civilian and non-governmental organizations 
~ to work effectively together. The President must set 
the tone and create the blueprint for the development 
of the training and education programs to prepare 
the ground for today’s rapidly changing peace 
operations. Lead a team of 100 plus staff and field 
professionals. Work with domestic and international 
stakeholders including Government departments, 
Regional and International Organizations and the 
Non-Governmental community. Build upon the solid 
reputation of the Centre. Attract new clients and 
experts, particularly those involved in the civilian 
dimensions of peace operations. Invest in learning 





programs that set the standards for national and 
international training and education. 


An accomplished leader in the area of peace operations, 
you have field experience and, ideally, have developed 
education and training initiatives. You have the ability 

to forge consensus and build partnerships. 


In addition to your inspirational style and visionary 
nature, you are recognized for building high 
performance teams and promoting forward thinking. 


Your fluent abilities in English and French, effective 
communication skills and solid academic qualifications 
support your leadership excellence. To confidentially 
apply online for Project |D-106002, please visit 

the Opportunities Section of our Web site at: 
www.pwcglobal.com/executive/ca 


The PPC is committed to employment equity 
objectives and encourages visible minorities, 
Aboriginal peoples, people with disabilities 
and women to apply. 


PricewaterhouseCoopers LLP 

Executive Search 

145 King Street West 

Toronto, Ontario, Canada M5H 1V8 

E-mail: execsearch.toronto@ca.pwcglobal.com 











l 


The Economist July 14th 2001 






























Executive Focus _ 


Liebert Business Segment Manager, 
HIROSS —_|nternational Sales Manager 
SS" Power Quality Syste 
irca €85k plus Bonus 








Liebert Hiross has a strong ¢ Strong background in international company. 
< reputation in providing advanced international electronic Our organisation is part of 
» solutions and services for mission- channel sales management Emerson Electric Co. 
critical systems protection. Data e Superior knowledge of computer  {www.emersonelectric.com) 
< centres, telecommunication sites, distribution marketing a global leader in providing 
- industrial processes and medical e Commercial drive with customers with innovative 
pegistc equipment need to Profit & Loss capabilities technologies and soktions in d 
be protected at all times against ‘ five business segments: industri 
“power supply problems. Based in Bik bed nro aes Manager automation; process control; 
the Milan office, we are seeking demonstrate: heating, ventilating and air 
two people with a technical degree i conditioning; electronics and 
plus a 100% focus and a 360° view ° Spectacular track record telacommunications; and 
to take ownership of future growth. in international UPS sales. appliance and tools. 
i © Good technical understanding 
For the Business Segment of power protection and 
Manager positon candidates their applications To apply, call Charles Brittain 
, In return we offer an unrivalled on +44 (0)1293 802000 or e-mail eae) D) 
opportunity within a truly electronics@psdgroup.com 
quoting ref 686543. 


www.psdgroup.com Experience 


JAF URS 


POLICY 


MANAGEMENT 











MANAGING DIRECTOR 







Oxford Policy Management The Board of Oxford Policy Management Ltd is seeking candidates for the position of 
Ltd.(OPM) provides consultancy Managing Director. This leadership position will become vacant later this year when Dr 
services in support of public Roger Hay, the founding MD, completes a successful first quinquennium and moves to 
policy and organisational a consultancy position in the firm. 






reform, mainly in the field of 
overseas development. Our 
clients include public and 
private sector organisations and 
international agencies. 





The company is a market leader in supporting public policy reform and public service 
delivery. Since its launch as a private company in 1996, it has achieved substantial 
growth in the volume and variety of services it provides. The challenge to the incoming 
MD is to enhance both OPM’s business performance and its reputation for innovation 
and quality, and to lead the company’s strategic business development. Core capabilities 
of the firm include economic policy analysis, public finance management, organisational 
reform, and social services delivery. 








Oxford Policy Management Ltd 
6 St. Aldates Courtyard 





Further information about OPM Ltd., a position description, and guidelines on 








38 St. Aldates applications can be obtained by writing to, or e-mailing, the Chairman, Bevan Waide 
Oxford OX1 1BN at mdrecruitment@opml.co.uk X 
UK Applications should reach OPM by September 21st. 










Tel: +44-1865-207300 





Fax: +44-1865-250580 Oxford Policy Management is an equal opportunities employer. This advertisement 
Website: www.opmi.co.uk will be repeated before the deadline. 
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Executive Focus 





PRICEWATERHOUsE(COPERS 


EXECUTIVE SEARCH & SELECTION 


CHAIR & NON-EXECUTIVE DIRECTORS 


LONDON/MAURITIUS 


Improving infrastructure can make a substantial contribution to the 
elimination of poverty. A group of international development organisations 
sponsored by governments, intends to establish a debt fund "The Africa 
Private Infrastructure Financing Facility" (APIFF) to provide long term debt 
financing on commercial terms, to companies wishing to implement 
infrastructure projects in sub Saharan Africa. APIFF will be established as a 
limited liability company in Mauritius financed by the international 
development organisations and commercial lenders. 


APIFF requires a Chair and 5 Non-Executive Directors to participate in at 
least four Board meetings a year, two of which will take place in Mauritius 
One director will be appointed to APIFF's Credit Committee, committing 
approximately 24 days a year, The directors will ensure that APIFF's 
activities are consistent with its legal framework and that the investment 
policies, the investment portfolio and the fund management are in line with 
APIFF's goals 


APPROPRIATE REMUNERATION 


and implementation of strategy and policy. Exposure to the challenges of 
large-scale project management, the African business environment or joint 
public-private sector initiatives, will be helpful 

The Chair will also have managed boards, committees or complex multi- 
stakeholder project teams, with responsibility for governance and delivering 
substantial change, within ethical and commercial frameworks. The Credit 
Committee member will demonstrate specific experience of development 
and commercial organisations’ approaches to private sector lending and of 
handling credit decisions within a developing country context. 

More information on APIFF, the terms of appointment and how to apply, 
can be downloaded from the website www.pwcglobal.com/executive/uk 
(quoting 4360) or provided on request by calling our packline 
+44 (0)20 7212 6533. Please send your CV, with a covering letter 
highlighting relevant experience and positions, in confidence, by 
6th August 2001, to 


17 


Empathy with the mission, previous experience operating in a Reference: 4360 

Elizabeth H Stewart 

PricewaterhouseCoopers Executive Search & Selection 
Plumtree Court 

London EC4A 4HT 


lisa.barnes@uk.pweglobal.com 


non-executive capacity and strong ethical principles, are vital. You will 
have significant knowledge of, or experience in financial services, with 
exposure to the funding of significant infrastructure projects. In senior 
management positions within banking, commercial, advisory or 
development organisations, you will have contributed to the formulation 








In Botswana we're 
serious about business! 





Chief Executive Officer 


Botswana Export Development and Investment Authority 


These are exciting times for Botswana, Africa's brightest, most successful and fastest growing economy. We have no history of political violence, war or economic collapse. 
Our private sector is expanding, privatization is in full swing and concern over international competitiveness is growing. Our nation is learning, changing and maturing - a 
leverage point for our future as a world class investment location. A central part of our national strategy is to create employment and wealth by attracting both foreign 
investors of the very highest calibre and inducing locally established businesses to invest in the country, 


The Botswana Export Development and Investment Authority (BEDIA) aims to promote investment into Botswana and identify market outlets for locally manufactured goods. 


Your role will be critical in this process, as you use your depth of experience to spearhead the promotion of Botswana to potential investors in a global environment 
where competition for limited productive investment is acute. You will compete with the best both from a managerial perspective and as an international player. 


To succeed you will need to be an experienced and capable manager with a good understanding of commercial operations internationally. Knowledge of manufacturing, 
country promotion and trade and investment would be helpful. You should be a highly articulate, resilient professional with a strong business focus, a sales mentality and 
a pragmatic approach to achieving results in a constantly changing global market. Quick to spot opportunities, you will recognize that this is an outstanding opportunity 
for the right person to play a key part in taking the nation forward, and a unique opportunity to challenge yourself in a new environment whilst maintaining an international 
perspective. 

A highly attractive compensation package with low tax rates and an outstanding lifestyle awaits the right candidate. 

For detailed information visit the Bedia website www.bedia.co.bw, 

Deadline for receipt of application is 29th July 2001. 


Application is by CV to Stuart White, HRMC, Private Bag BRI 98, Broadhurst, Botswana or email recruitment@info.bw 


HRM 


Management ¢€ 


) HRMC Private Bag BR 
198 Gaborone Botswana 
Tel: + 267 351640 

Fax: +267 311494 
e-mail: hrme@info.bw 





onsultants 
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ITS ABOUT LEARNING 





THE UNIVERSITY OF NEW SOUTH WALES LEARNING LAB) y ivr 
SYDNEY AUSTRALIA DENMARK iD:01;.. m 


ae pams sa 


» 
- 
= 


Vice-Chancellor sry LEARNING iG iS A NEW 


` RESEARCH UNIT WHICH HAS AS ITS 
and President x MISSION TO CREATE CUTTING EDGE 
. a RESEARCH IN THE AREAS OF LEARNING, 
ore come f KNOWLEDGE CREATION AND 
After ten very distinguished years as Vice-Chancellor and President of the COMPETENCE-DEVELOPMENT. THE 
University of New South Wales (UNSW), Professor John Niland, AC will be en OVERALL GOAL IS TO DEVELOP NEW 
retiring in July 2002. As a result, one of Australia’s most established and FORMS OF LEARNING THROUGH THE 


dynamic universities is now seeking to fill this position. BREAKING DOWN OF ESTABLISHED 
Y i g p BARRIERS BETWEEN ACADEMIA, 


BUSINESS AND THE PUBLIC SECTOR. 














UNSW is a recognised leader in higher education in the Asia Pacific 
region. By emphasising innovation and excellence in education and WE ARE LOOKING FOR A NUMBER OP 
research and by creating and maintaining regional and global links, UNSW UNIQUE PERSONALITIES WHO 


continues to develop as Australia’s most international University. UNDERSTAND THE NECESSITY OF OUR 
ENDEAVOUR AND WHO HAVE THE 

COURAGE AND COMPETENCE TO WORK 

WITH RESEARCH IN INTERNATIONAL 


AND INTERDISCIPLINARY CONTEXTS, 









At present UNSW has an enrolment of over 34,000 students, including 
6,000 international students, together with 5,000 staff. Operating from three 
campuses, the main one being in Sydney, UNSW houses 10 faculties, 
including an internationally recognised graduate management school and a 
university college at Australia's defence force academy, as well as over 70 
specialist research and teaching schools, 12 cooperative research centres 
and 5 major clinical schools incorporating an affiliation with 18 hospitals. 








PLEASE REFER TO OUR WEBSITE 
WWW.LEARNINGLABDENMARK.DK/JOBS 
FOR MORE INFORMATION. 












To prosper in the major and rapid changes occurring in higher education, 
universities require vision, open inventiveness and a capacity to consult 
and gain consensus with a broad range of stakeholders. In this context 
UNSW has already achieved considerable success, and there is a need to 
build on this as the University moves forward. The active engagement of 
the Vice-Chancellor with staff, students, alumni, and the wider community 
will be essential for success. 















+ PEVERMACIOMAL + 


oih O $ $ International Potato Center 
a š 


Position Announcement 


reame Deputy Director General for Research 


The International Potato Center (CIP) seeks a research manager with extensive 








experience at the executive-levek a Ph.D. or equivalent degree in a ficld relevant to 
agriculture and natural resource management; 10 years of internationally r zed 








research experience; and a commitment to interdisciplinary m 1 in a project 
environment. The successful candidate will also have the capacity to integrate natural and 
social sciences and will be familiar with production systems for the poor and 
smallbolders. Excellent interpersonal and English writing skills, plus a working 
Knowledge of Spanish are required 


Applications are invited from suitably qualified candidates to be the chief 
executive officer of one of Australia’s top universities. The appointee will 
have an outstanding record of leadership in a university or a similarly large 
and complex organisation. The Vice-Chancellor will have an eminent 
academic background, extensive experience in research and education 
and an understanding of the need for universities to work collaboratively 
with national and international organisations in the public and private 
sectors. 














The Challenge: To develop eficient global research programs on productivity 
and environmental constraints for root and ruber crops and integrated natural 
resources Management. 






Position responsibilities: 

* Advise the Director General and Board on CIP’s program priorities and strategy. 

* Lead the planning, implementation, and evaluation of CID’s research program. 

* Contribute to mobilization of resources for CIP’s program. 

* Develop and manage scientific and human resources by encouraging professional 
quality and through scientific leadership. 
Develop cooperative research with national agriculrural research systems in 
developing and developed countries. 

* Assist the Director Genera! in the management of the Center. 









Information about the position, the selection criteria, and the University 
generally may be obtained from either Jocelyn Dehnert or David Pumphrey, 
Senior Partners at the executive search firm, Heidrick & Struggles, on 
telephone: +61 2 8205 2000. 













Applications including a curriculum vitae and the names and contact 
information of four referees should be forwarded in confidence to the 
above Partners at: 


CEP is one of the 16 Future Harvest centers sponsored by the Consultative Group on 
International Agricultural Research (CGIAR). It has a global mandate for research to 
reduce poverty, malnutrition, and environmental damage by enhancing the increased and 
more sustainable use of porate, sweetpotare, and other roots and tubers, and to improve 
the management of agricultural resources in the Andes and other mountain areas. The 
Center operates programs from headquarters in Lima and regional Jocations in Africa, 
Asia, and Latin America and the Caribbean. Consult mmctpotate.ong for details. j 








Heidrick & Struggles 
Level 28, Governor Phillip Tower 

1 Farrer Place, Sydney, NSW 2000 Australia 

by Friday 31 August 2001, or email: unsw@heidrick.com 
or fax: +61 2 9247 9117. 






Salary and benefits: Salary and benciits are competitive internationally. 






Applications: Applicants should send a narrative of suitability for the position, a desailed 
CV, and names of three referees to Dr. Hubert G. Zandstra, Diceeror General, CIP, 
Apartado 1558, Lima 12, Peru, or by e-mail to CIP-DG@egiarorg or fax to (AT 1) 317 
5301. Screening of applications will begin } September 2001 and will continue until the 
position is led. CEP believes that diversity in its stal promotes excellence in its operations 
and encourages applications from women and developing-country professionals, 






$57832 





The University reserves the right to fill this position by invitation or not to fill the position. 
The University is an equal opportunity employer. 
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INTERNATIONAL LABOUR ORGANIZATION 


CHIEF TECHNICAL ADVISER 


The International Labour Office is seeking to recruit high 
calibre Chief Technical Advisers to lead a number of technical 
cooperation projects. The projects, of 2-3 years duration, 
address realisation of the basic rights recognised by the 
international community and reaffirmed in the ILO 
Declaration on Fundamental Principles and Rights at Work, 
namely: freedom of association and the recognition of the 
right to collective bargaining, and the elimination of forced 
labour, child labour and discrimination in employment. 
Projects aim to: 


* In Vietnam, Colombia, Jordan, Central African 
region, and Southern Africa region, strengthen 
institutions, legal frameworks and practice with respect 
to freedom of association and collective bargaining, 
including labour law, labour administration, and 
conciliation, mediation, arbitration mechanisms at 
national and enterprise level. 

In Bangladesh, improve working conditions and 
productivity in textile and garment factories. 


You should hold an advanced university degree in labour law, 
industrial relations, labour or development economics, 
management, or social sciences and have at least ten years of 
relevant work experience, including proven capacity to 
manage and implement technical cooperation projects, 
Experience of working with the ILO’s tripartite partners 
(Ministries of Labour or equivalent, employers’ and workers’ 
organisations) and with NGOs is desirable, as is knowledge of 
the ILO or of the UN system. Gender and cultural sensitivity, 
excellent communications and negotiating skills and proven 
ability to lead a team, to work under pressure and 
independently are essential. 


Fluency and excellent drafting ability in English are required 
and knowledge of a relevant second language is desirable. 
Successful candidates will be offered an attractive benefits 
package commensurate with experience. Contract will be of 
an initial period of 12 months, with a possibility of extension. 


Special Qualifications: For Bangladesh, the ideal 
candidate will have experience in various aspects of the 
textile and garment industry, such as production, 
sourcing, and human resource management. For Jordan, 
the ideal candidate will have Arabic, while Spanish will be 
required in Colombia and French and Spanish in Central 
Africa. 


Interviews may be held either in Geneva or in the region 
concerned. Please write to express your interest, indicating 
country preferences, and including a full CV with details of 
salary, and names of at least three professional referees, by 31 
August 2001 to: declaration@ilo.org 


Email applications only will be accepted. In subject line, 
write ‘Declaration CTA’ and indicate countries/regions of 
interest. CVs should include all information requested in the 
Personal History Form available on the ILO website at 
http://www.ilo.org/public/english /bureau/pers/vaca 
ney/phform.htm 


Applications from women are encouraged 
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The College of Commerce & Economics seeks applications for. the 
position of DEAN to oversee its continuing commitment to 
excellence and innovative vision. The mission of the College, which 
opened in 1993, is to excel in teaching, research, and application of- 
knowledge to the community. The College offers degree programs 
leading to the Bachelor of Science degree in Accounting, Business 
Statistics, Economics, Finance, Marketing, Management, 
Management Information Systems and Operations Management. An 
MBA program is under development. The College has 37 faculty 
and over 1000 students. The language of instruction is English, 
therefore, fluency in English is essential. 


The DEAN is expected to provide dynamic leadership and, in 
collaboration with the faculty, articulate a vision and define the 
intellectual direction for the College. The Dean will also be 
responsible for developing and maintaining interactive relationships 
with the community, both locally and internationally. 


Minimum Qualifications for the position are : 





An earned doctorate in a field closely related to the areas of 
instruction in the college; : 

Strong academic qualifications commensurate with rank of Full 
Professor in a business discipline - at least 10 years; 

A record of excellence in teaching, research, and application of 
knowledge to community, 

A broad understanding of the business disciplines and related 
issues and trends in business education; 

A record of progressively responsible and senior level 
administrative experience in higher education, as well as 
strategic planning, resource allocation, and budget management; 
A demonstrated desire and ability to work with community, 
industry, government and professionals in developing 
collaborative relations and external support. 


In addition to the above qualifications, the ideal candidate will 
possess (1) strong interpersonal and communication skills, (2) a 
commitment to recruiting, supporting and retaining quality faculty, 
staff and students, (3) demonstrated skill in team-building and 
working with diverse constituencies, (4) commitment to faculty, 
staff and student participation in college governance, (5) the ability 
to foster a collegial, collaborative work environment and (6) a strong 
commitment to quality improvement and faculty development. 


Applications will be accepted until the position is filled. Applicants 
should include in their response a statement of interest that ‘states 
their educational philosophy and experience related to the position, 
along with a detailed curriculum vitae and the names and addresses 
of at least 5 references should be sent to the address below, fax to + 
(968) 514043 or email to cceadm@squ.edu.om, Quoting our Ref: 
ADV/CCE/06/01: 


Dean’s Search Committee, 
College of Commerce & Economics, 
Sultan Qaboos University, 
P.O.Box 20, Al-Khod Postal Code 123, 
Sultanate of Oman 




















Sultan Qaboos University; the National University of the Sultanate of Oman, established in 1986, 
is a rapidly developing co-educational university presently composed of seven colleges. The 
medium of instruction in five of these colleges is English. 


Sultan. Qaboos University is seeking applications for the post of Director for-its Language 
Centre. The Language Centre offers instruction in English skills for all students of the university 
to- prepare them for credit courses in their major fields of study. The academic staff of over 175 is 
multi-national in character with graduate qualifications in ESL/EFL teaching. Among the 
`- facilities arc a resource centre and laboratories for computer-assisted language learning, 


The Director should have a Ph.D. with a minimum of ten years experience in TEFL along with a 
relevant background in administration, 


Apart from. an attractive base salary commensurate with experience, the University offers free 


-+ furnished accommodation, annual leave with paid round trip air tickets to country of permanent 


residence; free medical treatment in Government Hospitals, end of service gratuity. 


~ Jnterestêd candidates are requested to send their Curriculum Vitae with supporting 
documentation, quoting our Ref. ADV/LC/01/2001, to: 


The Director, Personnel Affairs, 
Sultan Qaboos University, 
P.O.Box 50, Al-Khod 123, 

Sultanate of Oman 
Fax : (968) 513255 
Email : nair@squ.edu.om 





Senior Consultants — UNoPS@ 


for Asia 
CMB/01/007 “Partnership for Local Governance” (PLG) 
Phnom Penh, Cambodia 


The United Nations Office for Project Services (UNOPS) Asia Office, Kuala 
Lumpur invites applications from: senior. consultants. with UN system 
experience to join this prestigious ongoing and successful project. Currently, 
we are looking for three Advisors in the fields ofi- 

1. Project Management 

2. Monitoring and Evaluation 

3. Policy and Systems 


Based in Phnom Penh, the advisors. have to be organized travelers, good 
listeners, keen net-workers and dedicated trainers. S/he would relish. positive: 
interaction with local Government officials at many levels, and would have 
many opportunities to make significant contribution to Governance in rural 
Cambodia. f 

Applications. to Mr. Michael Mersereau, Senior Portfolio Manager at 
michaelm@ unops.org. 


PAK/99/RO1 “National Drainage Programme Training 
Project” (NDPTP), Lahore, Pakistan 


A Team Leader-Training Expert. We are seeking a keen networker, capacity 
builder and organiser who likes to follow training through to application, and 
assist in institution building in a challenging and complex. environment. 
Applications to Mr. Andrew Robertson, Senior Portfolio Manager at 
andrewr @unops.org. 


VERY IMPORTANT For job details see Asia Office website 
http://www.unops.org.my/career/vacancies.htm 


Only candidates under positive consideration will be informed of the 
outcome. 


Closing date for receipt of applications: 31 July 2001. 


JoTLR THE STRATEGIC RAIL AUTHORITY 


TRANSPORT 
LOGAL GOVERNMENT 
REGIONS 


Ma 


Salary: up to £150-200,000 (3-4 days/week) 


The Secretary of State for Transport, Local Government and the Regions 
seeks an exceptional individual for this key role. 
The Strategic Rail Authority is responsible for strategic planning in the 
rail industry. Working with others, its aim is to achieve a higher quality, 
safer service for a growing number of passengers and to support more 
freight going by rail. To achieve this the Authority needs to: 
« lead the industry's efforts to restore and improve performance 

of the railway; 
+ produce, and carry forward, a plan to deliver the targets for 


growth in the rail industry contained in the Government's 
10 Year Plan for Transport; 


+ take forward the refranchising of passenger operations; 


+ devise and implement, in conjunction with others, major 
investments in infrastructure enhancement. 


Candidates will need leadership, communication, strategic PS titi wR 
planning and management skills, demonstrated by a track Fá ; 
: ARC 


CHAIRMAN 


London 


record at senior level in the private or public sectors. The. ability to 
handle complex agendas and to work constructively with government 
and the rail industry at the highest level is essential. Knowledge of the 
rail industry or of another complex service delivery business will be 
highly desirable, as will knowledge of Whitehall and experience of 
public/private financing. 

A time commitment of 3-4 days a week is envisaged. The post will be 
based in London. Appointment is likely to be for three years in the first 
instance. Annual salary will be up to £200,000, for four days a week, 
although more may be offered in an exceptional case. 


To request a pack with more detailed information, including how to 
apply, please telephone 01233 214 529 (8am-10pm 7 days/week) 
quoting reference DTVP/E not later than Wednesday 25th July 
2001. Applications will close on Wednesday 1st August 2001. 


oc Pa 


ADVERTISED RECRUITMENT AND CONSCLTANTY 
A PRACTICE WITHIN JAXTON HAMPFYLOE HEVER fay 





The Economist July 14th 2001 _ 


The paper Jack Welch 
should have been reading 


Kinnock breakthroug Belgium promises tough [5 
as unions back reforms action against EU riote 


HELSINGBORG 


mugen me 
IRE EA PASTIER ORNATE ME 
RAT UTG- KE IS 2888 x 


Monti heads probe into 
friend’s €16bn empire 


Mario Monti does 


Guaranteed delivery to all European Commissioners, 
MEPs and A-grade officials in Brussels 


Subscriptions: +44(0) 20 8402 8499 e Editorial: +32(0)2 540 9090 e Advertising: +32(0)2 540 90732 e www.european-voice.com 





Issued by HSBC Bank international Limited, We are a member of the HSBC Group, one of the world’s largest banking and financial services organisations with some 6,500 offices in 79 countries and territories. Your returns 
depend on underlying investments provided by a number of financial institutions and government bodies. In the unlikely event that one of these is unable to moet its obligations, you may not receive your money back in 
full, CSGF is an umbrella type open-ended investment company with variable capital incorporated with limited liability in Ireland. “We reserve the right to withdraw the offer or any part of the offer in this issue at any time 
prior to the offer closing date of 21 August 2001. This advert does not constitute an invitation or solicitation to make investments in any jurisdiction or to any person to whom it is unlawtul, CSGF does not pay any income, 
all returns are paid at the end of the investment term, If you redeem your shareholding before the end of the four year term, you may not get back as much as you initially invested. Prospectuses are available from the address 
below. As with any investment past performance is not necessarily a guide to future performance. Approved for issue in the UK by HSBC Bank plc, which is regulated by the Personal Investment Authority, In the UK, we only 
advise on our own life assurance, pensions and investment funds. This offer is not available to residents of the United States of America or the Republic of ireland. *Recent history shows us that the technology sector is likely _ 
to exporience strong movements in company share prices over time. The performance of the Index is therefore likely to be more volatile than other indices. HBJ/3026/0/21170 EN/21 


Interest rates 
getting you down? 






. . .we have the perfect tonic 


If falling interest rates are affecting your returns and stock Nasdaq 100 Indext. What’s more, it is designed to return your 
market investment makes you wary, we have the ideal capital in full PLUS 10%, if the Nasdaq 100 falls. Or try our 
solution. HSBC International Capital Secured Growth Funds Pan European or World Growth Funds, both are designed to 
(CSGF) combines growth potential and capital protection, return your capital in full and offer the prospect of 70% of 
giving you the opportunity to boost your returns without stock market growth with potentially unlimited returns. All 
losing any sleep. Our Nasdaq Plus Growth Fund offers options have a 4 year term - invest from £5,000 or US$5,000 
potential returns of up to 80% linked to the growth of the until 21 August 2001*. 


SBD 441534616111 A + 44 1534616222 I ooffshore.hsbe.com 


HSBC <)> 


YOUR WORLD OF FINANCIAL SERVICES 


Issued by HSBC Bank International Limited 
cæ- -- - ---- anna ween e nn naan enn meneame nanan nnn nna ne nnn a ee -- BE cut the coupon 


To: HSBC Bank International Limited, PO Box 26, 28/34 Hill Street, St. Helier, Jersey JE4 BNR, Channel Islands, Please send me details on the new issue of HSBC International Capital Secured Growth Funds ple. 


Name Nationality 








Address 








Tel Country of residence 3/EC0701 











Are generals good for you? 


ISLAMABAD, LAHORE AND PESHAWAR 


General Pervez Musharraf suspended democracy in order to sort out Pakistan. So 
far, success is limited, and democracy may be a long time returning 


H! IS a general who calls himself presi- 
dent, but he sees himself as a saviour. 
“Ihave ajob to do here and therefore I can- 
not and will not let the nation down,” de- 
clared Pervez Musharraf upon appointing 
himself president of Pakistan on June 
20th. There is no doubt that Pakistan needs 
saving. Itis deeply in debt and poverty has 
been rising. It is an Islamic federation re- 
garded as insufficiently Islamic by zealots 
and imperfectly federal by most of its eth- 
nic groups. Many of the malcontents are 
armed. Formally, Pakistan calls itself a de- 
mocracy, butit has no sitting parliament. 
If Pakistan were a run-of-the-mill third- 
world dictatorship, few apart from its 
134m citizens would care. But Pakistan is 
not ordinary. It is the world’s seventh de- 
clared nuclear power, at bitter odds with 
the sixth, India. It is the chief sponsor of 
the dread Taliban government in neigh- 
bouring Afghanistan and itself a nursery 
for groups of all sorts that seek to wed poli- 
tics to intolerant versions of Islam. The 
possibility that Pakistan might someday 
fall into the hands of religious radicals con- 


cerns not only India but China (now a 
friend), the United States and others. The 
number of people who ought to care how 
well General Musharraf does as saviour 
runs into the billions. 

His biggest opportunity since seizing 
power in October 1999 will come on July 
14th, when he is to meet India’s prime min- 
ister after more than two years of angry si- 
lence between the two countries. The sum- 
mit is important for India, too. Its 
half-century-long dispute with Pakistan 
over Kashmir, a Muslim-majority state 
now parcelled out among the two old foes 
and China, costs India men, treasure and 
reputation. Without coming to terms with 
Pakistan, India is unlikely to assume what 
it regards as its rightful place in the world, 
which includes a seat on the UN Security 
Council. But for Pakistan the stakes are still 
higher. The conflict with India sustains a 
gigantic military establishment that has 
been ruinous both for the exchequer and 
for democracy. To keep a proxy war going 
in India’s part of Kashmir, Pakistan spon- 
sors mujahideen who, fear liberal Paki- 


\ 


\ 


stanis, could turn their guns and their ide- 
ology on Pakistan itself. Peace could 
liberate Pakistan from these burdens. 
Hope flies in the face of intuition and 
history. It supposes that a military man 
can make peace with India, thereby dimin- 
ishing the institution that made him. It sug- 
gests that a president who has arrogated to 
himself near-absolute power can create 
the basis for a durable democracy. It im- 
plies that a country that for more than 20 
years has pursued its foreign aims by ex- 
ploiting religious zealotry can now tame it. 
It has not happened before, and most Paki- 
stanis do not expect it to happen now. 


Reform deferred 

Such legitimacy as General Musharraf's 
regime enjoys depends on the awfulness 
of what came before. Nawaz Sharif, the 
prime minister he toppled, was democrati- 
cally elected but behaved like an autocrat, 
shearing the presidency of its powers and 
undermining the judiciary. While talking 
to India of peace, he authorised an incur- 
sion into Indian-controlled Kashmir that 
ended in a humiliating pull-out. The econ- 
omy tottered on the verge of default. 

In taking power from him, General 
Musharraf promised relief. He would 
bring “true” democracy in place of Mr Sha- 
rif’s “sham” one. The corrupt would be 
hounded, but even-handedly. The econ- 
omy would be revived and “inter-provin- 
cial disharmony” quelled. Mr Sharif had »» 


> flirted with theocracy, but General Mush- 


arraf asked clerics to practise tolerance. 

So far, he has disappointed most Paki- 
stanis. The regime’s favourable rating has 
slumped from 57% at the start of its tenure 
to 23% now. Ijaz Gilani, director of Gallup, 
a polling firm, describes the government 
as “friendless but tolerated”. The main or- 
ganised opposition is the Alliance for Res- 
toration of Democracy, more than a dozen 
parties (including those of Mr Sharif and 
Benazir Bhutto, a former prime minister), 
which the general has so far kept in line by 
banning political rallies. The only people 
who seem happy with him are interna- 
tional agencies, such as the mF, which un- 
derwrite Pakistan’s economy. 

The time has come when General 
Musharraf will no longer be able to rule 
without leading. The summit will oblige 
him to begin to clarify where he stands on 
India and Kashmir. The next month or two 
will show how serious the government is 
about “deweaponisation”, its programme 
to disarm anyone, including religious ex- 
tremists, who holds illegal weapons. Au- 
gust will mark the debut of devolution, 
which promises a revolution in local gov- 
ernment but evades the highly charged 
question of where the provinces fit in. 

The Supreme Court has given General 
Musharraf a nearly free hand to amend the 
constitution but a deadline for doing so: he 
must hold elections by October 2002. If his 
constitutional changes are to gain demo- 
cratic assent, he must now start consulting 
political parties, which he regards as the 
root of most of Pakistan’s problems. His 
rule will be considered a success only if he 
accomplishes a paradox, using the un- 
trammelled power he has acquired to give 
power away. 


Some glimmers of light 

General Musharraf is trying to resolve by 
fiat contradictions that were embedded in 
Pakistan at its creation. Islam was the rea- 
son for carving Pakistan out of India in 
1947, but the chief carver, Muhammad Ali 
Jinnah, was for most of his life secular in 
outlook. Pakistan remains uncomfortably 
poised between the two world views. Its 
four provinces are also mismatched. Pun- 
jabis account for more than half the popu- 
lation, dominate the army and bureauc- 
racy and, say non-Punjabis, exploit the 
wealth of other provinces. 

Pakistan’s unsettled state encourages 
caricature. The back-and-forth between 
military and civilian governments is the 
stuff of opera buffa, the corruption tragi- 
comic. Armed mullahs are thought to 
roam about like turbaned gunslingers. Po- 
litical and sectarian disputes can be lethal, 
periodically turning cities like Karachi into 
virtual war zones. The population is 
mostly rural and pitifully poor. Many see 
Pakistani society as feudal: the serfs supply 
their lords with votes as well as labour. 
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There is truth in these images, but they 
obscure the extent to which Pakistan has 
modernised despite its frail economy and 
exploitative political class. The literacy rate 
in 1998, according to the census, was 45%, 
still far too low but 20 points higher than it 
was in 1980. Electrification of rural house- 
holds rose from 16% to 61% during the 
same period. Terrestrial television, which 
shows state-owned channels, reaches 75% 
of urbanites and half the rural population. 
The share of parents who want their 
daughters to have at least a college educa- 
tion has doubled to 60% in the past decade. 

Pakistan is also more urban than its 
reputation. Reza Ali, director of the Urban- 
isation Research Programme, points out 
that city outskirts and “ribbons of de- 
velopment” along roads, especially in 
Punjab, have population densities and 
economies that resemble those of cities. 
Although the census classifies a third of 
the population as urban, Mr Ali calculates 
that the share of Pakistanis living in urban 
conditions is close to half. 

General Musharraf must deal with 
these novelties as well as the clichés. So 
far, though, his most notable achievement 
has been the accumulation of power. In 
this he has not been far different from his 
civilian predecessor, Nawaz Sharif. The 
courts are no less beholden to him. The Su- 
preme Court has taken an oath under the 
“provisional constitutional order”, with 
which he installed himself in power. His 








stand-in as president when he is away is 
the chief justice. The drive for accountabil- 
ity, through a special office that investi- 
gates and prosecutes corruption, has 
largely bypassed the military and judi- 
ciary; it is seen as more effective but little 
more even-handed than Mr Sharif’s. 


The slap of firm government 

When the time comes, General Musharraf 
may find it awkward to restore democracy. 
Under the constitution, the president is 
elected by parliament and the four provin- 
cial assemblies. If elections to these 
houses are free, they are likely to be packed 
with politicians hostile to his rule. General 
Musharraf will be tempted to rig them, or 
find some other way to remain in power. 
“There will be no election,” predicts Haji 
Mohammad Adeel, a former deputy 
speaker of the dissolved assembly of 
North-West Frontier Province (NWFP). Al- 
though General Musharraf has refrained 
from imposing martial law, some analysts 
suspect he eventually will. 

He has inducted more uniformed men 
into civilian institutions than previous 
military rulers, says Hasan Askari Rizvi, an 
observer of the armed forces. Military 
monitoring teams have been dispatched to 
most nooks and crannies of the bureau- 
cracy with a mission to discourage graft. 
There is a justification for this pushiness: 
the claim by the top brass that they alone 
can provide technocratic rule. 

Comparing General Musharraf with 
previous governments, economists give 
him highish marks. For the first time in its 
history Pakistan is staying on a course of 
therapy, prescribed by the mmr, which en- 
tails cutting subsidies and tariffs and other 
politically unpleasant measures. It is no 
longer in immediate peril of default on its 
$37 billion external debt, and now has 
some prospect of climbing out of the fi- 
nancial hole into which earlier govern- 
ments had plunged it. 

Institutions that largely preyed on the 
public are being told to serve it. Indepen- 
dent commissions are being set up to hear 
citizens’ complaints against the police and 
if necessary recommend (though not carry 
out) dismissals. The generals, it is said, 
have banished corruption from the top 
ranks of government. 

Many foreigners involved in helping 
Pakistan give its military government good 
reviews. “Pervez Musharraf is the best 
thing that happened to this country in 
years,” says Simon Gillett, who until re- 
cently helped run a development project 
connected with the un’s drug-control pro- 
gramme. But the list of only-the-army-can- 
do-it reforms is lengthy, and there is some 
shying away from battle. The government 
has so far ducked the restructuring of the 
notorious Central Board of Revenue, 
whose corruption robs the state of income 
and discourages businessmen from invest- » 





> ing. Officers or ex-officers have taken over 
institutions that are ill suited to manage- 
ment by command, such as universities. 

Better administration has yet to thrill 
ordinary Pakistanis. Although Pakistan is 
financially more stable, the economy is 
weak. Drought held growth to just 2.6% in 
the fiscal year ending in June, barely faster 
than the rate of population increase. Paki- 
stanis complain of unemployment and 
rising prices, though official inflation rates 
are moderate. Despite General Mushar- 
raf’s promises of continuity in economic 
policy, investors—both foreign and domes- 
tic—are staying away. 

Pakistan's most explosive problems are 
unlikely to be solved in a democratic 
limbo. In the smaller provinces resent- 
ment against the centre is running high, 
though few Pakistanis are outright seces- 
sionists. “GHQ [General Headquarters] de- 
cides the fate of our province,” says Mr 
Adeel of Nwep. “Provinces are more un- 
happy now than before.” This is truest of 
Sindh, the second-largest province, which 
has been hit especially hard by the 
drought. The belief that Punjab is drinking 
Sindh’s water helped forge an alliance be- 
tween groups usually hostile to one an- 
other: mohajirs, descendants of immi- 
grants from India living mainly in Karachi, 
and Sindhi nationalists drawn from the ru- 
ral population. In a demonstration on June 
10th police killed two Sindhi activists and 
injured dozens of protesters. The main mo- 
hajir party, the MQM, boycotted the local 
election in Karachi on July 2nd. 

Sindh has also seen sectarian violence, 
most recently between doctrinally strict 
Deobandis and the more relaxed Barelvis. 
The murder of a Barelvi leader prompted 
his armed adherents to impose a statewide 
“curfew” on May 28th. General Musharraf 
declared that such extremists represent no 
more than 1% of the population. That 
shopkeepers were nonetheless too scared 
to open up is, as one columnist wrote, “a 
severe indictment of the state.” 


Devolve and disarm 

General Musharraf’s hopes of dispelling 
such doubts hang largely on three initia- 
tives. The first is devolution of power to lo- 
cal bodies. Historically minded Pakistanis 
sneer. An earlier dictator, Ayub Khan, used 
such a scheme to give the illusion of de- 
mocracy and cement his position in 
power. Soldiers, instinctive centralisers, 
like local democracy in part because it dis- 
tracts attention from provincial issues, 
which are the real challenge to Pakistan’s 
architecture. 

General Musharraf has not proved the 
cynics wrong, but the scheme has features 
that make it worth watching. One is its at- 
tempt to encourage participation in poli- 
tics by segments of society that have 
largely been excluded. All three tiers of lo- 
cal government have assemblies with a 





Yet to be convinced 


third of their seats reserved for women, a 
revolutionary notion. Seats are also re- 
served for peasants and workers, though a 
minimum educational requirement will 
bar many of them from advancing to the 
post of nazim (administrator). In theory, 
local services such as schools and health 
clinics will be held accountable by citizen 
community boards, which will report on 
them to committees of the local council. 

Also revolutionary is the subordina- 
tion of the bureaucracy to elected officials. 
Under a system inherited from Pakistan's 
former British rulers, district commission- 
ers are nearly omnipotent in their realms, 
with administrative, police and revenue 
responsibilities. Under the new system, a 
district co-ordination officer will manage 
the dozen functions assigned to the dis- 
tricts. He is expected to be shorn of judicial 
and revenue-raising powers and to answer 
to the district nazim. The bureaucracy is fu- 
riously resisting. Lastly, the plan brings ru- 
ral areas, for the first time, into a frame- 
work for obtaining municipal services. Mr 
Ali, partly a sceptic, describes this as a 
“giant step”. 

In the eyes of some critics, the local- 
government scheme is perhaps too deeply 
flawed ever to work. Arif Hasan, chairman 
of the Urban Resource Centre in Karachi, 
notes among several examples that the 
city’s municipal government will not ap- 
ply to army cantonment areas, which ac- 
count for nearly half of the area and a fifth 
of the population. “They are effectively not 
citizens of Karachi,” he says. 

General Musharraf's greatest chal- 
lenge, though, is to deal with religious ex- 
tremism. The government fears no force 
more than the religious right, or so it 
seems. It backed away from an earlier plan 
to make it harder to file blasphemy 
charges, which carry the death penalty, for 
fear of a collision with the right. The diffi- 


dence is unsurprising. Successive govern- 
ments have used zealots as warriors, first 
against the Soviet Union in Afghanistan 
and now against India in Kashmir. Pak- 
istan’s constitution invites the enforce- 
ment of religious norms at home. Under a 
court order, for example, Pakistan has a 
year to abolish interest from banking. Reli- 
gious groups have the power to mobilise 
the faithful on the streets, as the curfew in 
Karachi showed. 


The threat of zealotry 

So far, their power has not been political. 
Religious parties rarely win seats in parlia- 
ment, because they are split and because 
Pakistan’s first-past-the-post voting system 
rewards the biggest parties. But political 
power for them some day is not unthinka- 
ble. According to Mr Gilani of Gallup, the 
religious parties combined have the sup- 
port of about a quarter of the would-be 
electorate. That support normally melts 
away in elections, because people vote for 
parties that can win. But that could change 
if, as some expect, the government intro- 
duces proportional representation. 

Pakistan will never drive Islam out of 
politics. General Musharraf has promised 
to tame the most extreme groups by dis- 
arming them and anyone else who holds 
illegal weapons. General Moinuddin 
Haider, the interior minister, boasted last 
month that 86,000 weapons had been 
turned in before an amnesty expired. He 
promises to “take arms from all and sun- 
dry, no exceptions made.” But guesses 
about the number of illegal weapons, 
many of them kept by law-abiding folk, 
run into the millions. 

Divorce from the extremists will come 
only if Pakistan makes peace with India. 
The hurdles, some of them on the Indian 
side, are innumerable. One of the highest, 
the army’s presumed reluctance to give up 
its pre-eminence, may be surmountable. 
General Musharraf looks likely to en- 
trench the army’s role by giving formal sta- 
tus to the security council, which will over- 
see the work of the government. Mr Askari 
Rizvi argues that the army is now so 
bound into institutions and the economy 
that it need not depend so much on the In- 
dian bogey. “Even with peace with India 
the army continues to enjoy a privileged 
position,” he says. This year it accepted a 
freeze in its budget, which means a decline 
in real spending on defence. 

Whatever happens, the army will not 
fade away. The government has indicated 
that General Musharraf means to be presi- 
dent for five years at least. Less clear is 
whether he will let Pakistan develop a 
workable democracy, or continue to stifle 
politics in the name of good government. 
Perhaps as president he will grasp the dif- 
ference between soldiers and politicians: 
the former take orders from above, the lat- 
ter from below. m 
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Malaysia 


Mahathir’s anniversary blues 


KUALA LUMPUR 


After 20 years in power, can anything persuade the strongman to step down? 


AS autocrat would be slinking to- 
wards the exit by now. Mahathir Mo- 
hamad is beset by crumbling support 
among the Malay majority, growing disaf- 
fection within the Chinese ethnic minor- 
ity and sporadic, but nonetheless shock- 
ing, public criticism from a handful of 
judges and respected members of his own 
party, the United Malays National Orga- 
nisation (UMNO). Moreover, an economy 
that is slowing sharply, without having re- 
covered from a collapse three years ago, 
will add to Dr Mahathir’s worries in the 
coming months. 

Yet, as he prepares to celebrate 20 years 
as prime minister on July 16th, Asia’s lon- 
gest-serving elected ruler is voicing doubts 
about everyone but himself. In a rare un- 
derstatement last week, the 75-year-old Dr 
Mahathir neatly summed up his oppo- 
nents’-and some would say his coun- 
try’s—enduring burden: “I’m afraid they'll 
find it difficult to get rid of me.” 

This, it must be noted, is at odds with 
the official line. Dr Mahathir has suggested 
several times in the past few years that he 
will relinquish power before the next gen- 
eral election, due by 2004. These occa- 
sional musings helped him to shore up 
support among wavering Malays before 


the last general election, in 1999, and again 
in the approach to party elections last year. 
Dr Mahathir has also begun speaking of 
the deputy prime minister, Abdullah Ba- 
dawi, as his eventual successor, breaking a 
previous habit of dismissing his deputy as 
ill-prepared. The forces driving these con- 
cessions are likely to grow more compel- 
ling over the next couple of years. So does 
Dr Mahathir really believe that he can defy 
his detractors and win another term as 
prime minister? 

Malaysia’s political system is designed 
to help him do so. But for the first time 
since independence in 1957, UMNO may 
find it hard to fend off democratic pressure 
for change. Although its coalition won a 
two-thirds majority in parliament in 1999, 
it sustained an unprecedented loss of sup- 
porters at its base. Some turned to the Is- 
lamic party, PAS, which increased its hold 
on the north-eastern state of Kelantan and 
gained control of its neighbour Tereng- 
ganu. It seems unlikely that pAs’s aim of 
eventually governing Malaysia could be 
realised; the Malaysians are too fond of 
their material comforts to embrace Islamic 
austerity. All the same, PAs offers a power- 
ful message to the voters: it has been de- 
monstrably honest in the states it controls, 
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and so far has been moderate in imposing 
the ways of Islam. At the next general elec- 
tion, UMNO will face 650,000 new voters 
in an electorate of 10m. Many of them are 
young people who have been outraged by 
Dr Mahathir’s monopoly of power and by 
stories of corruption in his administration. 
Even the prime minister has given warn- 
ing that an opposition victory might be 
“no longer that difficult”. 

Although dissidents have been com- 
plaining loudly for the past few years, Dr 
Mahathir’s vulnerability may also start to 
embolden those with stronger links to the 
establishment, increasing calls within 
UMNO for him to step down. He has al- 
ready faced several legal setbacks in the 
past few months, surprising many observ- 
ers. A High Court judge recently ordered 
the release of two dissidents who had 
been jailed under the Internal Security 
Act, chastising police in the process and 
voicing doubts about whether Malaysia 
needed such a draconian law. 

None of this seems to have weakened 
Dr Mahathir’s fondness for his favourite 
tactics. Despite the release of some dissi- 
dents, five of the ten opposition activists 
who were arrested under the security act 
in April remain in jail. Last week two stu- 
dents were arrested under the act. In an- 
other action to show his strength, Dr Ma- 
hathir has recently taken over the finance 
ministry from his long-time ally, Daim Zai- 
nuddin. Although officially Mr Daim has 
resigned to take a well-earned rest, Dr Ma- 
hathir’s three previous deputy prime min- 
isters could be forgiven for detecting a pat- 
tern. Over the past two decades, whenever 
he has looked shaky, he has jettisoned a 
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> close ally and carried on. 

That is why, for all the apparent mo- 
mentum building against him, it is too 
soon to begin counting the days until Dr 
Mahathir yields power. Opponents and 
pundits have been forecasting his demise 
for the past few years, analysing one big 
event after another for signs that his end is 
near. More high drama will no doubt sur- 
round a state eléction in Sarawak, which 
must be called this year. Towards the end 
of the year, the first post-Daim budget can 
be expected to prompt questions about 
how long Dr Mahathir’s pump-priming 
can sustain him. 

Yet it is still impossible to predict which 
way his large ego will lead him. The recent 
bluster may indeed be a prelude to resigna- 
tion—a show of confidence to convince ev- 
eryone that he is leaving on his own terms. 
Perhaps one more anniversary in office, or 
independence-day celebration, or fiscal 
package, really will be all that Dr Mahathir 
needs to declare victory and become auto- 
crat emeritus. 

Despite all the recent dissent, the prime 
minister still retains huge powers with 
which to suppress any real criticism. And 
after watching so many other autocrats 
lose power—such as Suharto in next-door 
Indonesia—Dr Mahathir may yet conclude 
that it is best to hang on indefinitely. Oth- 
erwise, he may one day have to hear what 
other Malaysians really think of him. m 





China’s oil 


Taken hostage 


BEIJING 
China needs astrategic oil reserve 


Wie no stored-up supplies to speak 
of, and evidently fearing either a 


sudden price rise or a disruption of sup- 
plies coming in by sea, China has become 
spooked by its dependence on imported 
oil. Although its plans are for a piffling re- 
serve of only 6m tonnes (44m barrels), the 
equivalent of a month’s imports, achiev- 
ingit seems likely to tax the abilities and re- 
sources of China’s energy bureaucracy to 
the full. 

In the early 1990s, as China’s economic 
growth began to surge, hopes were high 
that new oil discoveries in China, particu- 
larly in the far-western region of Xinjiang, 
would prevent over-reliance on imports. 
But Xinjiang failed to deliver as expected, 
and the orc oil-production cuts of 1999, 
which led to a price surge, concentrated se- 
nior minds on the urgency of the problem. 
At the annual session of China’s parlia- 
ment in March, the government said it 
would work to establish a reserve within 


A pipe of peace? 
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India and Pakistan hope to agree ona pipeline 
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Indian security experts, 
who have opposed the idea for a decade. 
Yet agreement on building such a pipe- 
line—or at least, on conducting a joint 

j for one—might be one 


day by 2025. Enormous quantities of 

cheap gas are available in Iran and Qa- 
tar. But, at the moment, transporting it to 
India is prohibitively expensive. One op- 
tion is to liquefy the gas and ship it, but 
calculations that the price of the 
fuel, once it had been regasified in India, 
would increase eight-fold. An onshore 
pipeline across say optimists, 
could cut that in half. 

A third option, long favoured by In- 
dia’s security experts, would be a sea 
pipeline from the Gulf to India, bypass- 
ing Pakistan’s ial waters. But such 
a pipeline could cost as much as $5 bil- 
lion, against a little over $3 billion for the 
onshore version. Nor would an offshore 
pipeline be inviolable: it could be hit by 
submarines or charges. Besides, 
repairing leaks is far more difficult and 
expensive offshore than onshore. 

However, after a visit to Iran in April, 
Mr Vajpayee seems to think that the on- 


the next five years. At the end of June, it got 
as far as revealing how big it would be. 
The past few years have come as arude 
awakening for the world’s sixth-biggest oil 
producer. Long gone are the glory days of 
1963, when China became self-sufficient 
in oil. Last year China’s net crude imports 
were a record 60m tonnes—more than 
twice as much as in 1999. Officials predict 
that by 2010 it will need to import 120m 
tonnes a year (roughly the same as South 
Korea’s current imports), and nearly dou- 
ble that amount (exceeding Japan’s current 
imports) by 2020. By then, China will de- 
pend onimports for over 50% of its oil con- 
sumption. But many China-watchers say 
this is a very conservative forecast, and the 


the tap open. 

But some Indians fear that even this 
would not be a guarantee of Pakistani 
compliance. Instead, they would like an 
agreement whereby the gas pipeline 
would fuel a huge power plant in India 
that would also supply electricity to Pak- 
istan, maybe to a big city like Lahore. 
With that, any disruption of the gas sup- 
ply by Pakistan would mean a blackout 
for Lahore as well. 
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International Energy Agency (IEA) pre- 
dicts that China’s net oil imports will be as 
much as 400m tonnes a year by 2020. 
Even taking the conservative figures, 
the outlook is gloomy enough for those 
concerned about oil security. More than 
half of China’s imports come by ship from 
the Middle East. The fastest route is via the 
narrow Malacca Strait, which could easily 
be blocked by an enemy. The potential en- 
emy that China worries about most is the 
United States, and relations with that 
country have become as prone to sudden 
fluctuations as world oil prices. Shipping 
in the Malacca Strait also faces a threat 
from increasingly well-organised piracy. 
But setting up a strategic reserve will re- >> 
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quire a lot of money and a lot of help from 
China’s not-so-eager oil companies. By 
China’s (probably conservative) estimates, 
it would cost about $2.5 billion to set up a 
6m-tonne reserve, including storage and 
transport. This assumes that oil costs an 
average of $20 a barrel during the period 
when the stockpile is accumulated ($20 a 
barrel was the average for the past five 
years, compared with $27 today). And this 
is just the beginning. A senior government 
analyst, quoted last week by China Daily, 
an official newspaper, said that China 
ought to increase its strategic oil reserve to 
15m tonnes by 2010. This would still be 
well below the equivalent of 90 days’ im- 
ports that the 26 mostly western countries 
of the rea hold or have pledged to hold in 
their reserves. 

The government wants the oil compa- 
nies to help share the burden. But China’s 
oil industry has changed dramatically 
since the late 1990s, when the government 
decided to create two giant oil companies 
modelled on western lines in order to 
make the industry more competitive. 
These companies were listed abroad last 
year. They complain that they would find 
it difficult to explain to shareholders why 
they should spend money on stockpiles 
they do not need. To help them, the gov- 
ernment is offering tax incentives and 
cheap loans. But as China Daily put it, “a 
specific programme is still trapped in the 
bureaucratic machinery.” 

China is also looking at a number of 
other ways to enhance its oil security. 
These include investing more in oil ex- 
ploration and production in different 
places abroad, importing oil by pipeline, 
finding alternative fuels, developing fu- 
tures trading and using energy more effi- 
ciently. But military security is high on the 
leadership's mind. A strategic oil reserve 
would provide a visible deterrent to any 
potential enemy that might consider 
China’s economy incapable of sustaining 
conflict. “It’s like a nuclear bomb,” a senior 
government researcher, Chen Huai, ar- 
gued last month in the Beijing-based Econ- 
omic Observer. “Once you've made it, it 
acts as a kind of intimidation.” = 


Seiubne 
Politics as normal 


Bombing, feuding, spending—and then going to the polls 


ITH a general election expected in 

October, Sheikh Hasina Wajed is 
likely to become the first prime minister in 
the coup-steeped history of Bangladesh to 
serve out her full term of office. Neverthe- 
less, the period of her rule has been 
stained by violence which many fear will 
continue as the election campaigning in- 
tensifies. One attack was the bombing of 
an office of the governing Awami League, 
which killed 22 people in June. The attack- 
ers have not been found, although the gov- 
ernment has routinely blamed Muslim 
fundamentalists and the opposition Ban- 
gladesh Nationalist Party (BNP). 

Some Bangladeshis have even sug- 
gested, without any evidence, that the gov- 
ernmentitself could have been behind the 
violence to win the sympathy of voters 
and foreign donors. The donors are indeed 
concerned about how Bangladesh spends 
the more than $1 billion that it receives in 
foreign aid each year. The country was 
said to be the most corrupt of more than 90 
countries in a recent survey by a Berlin- 
based non-governmental organisation, 
Transparency International. 

One of the last laws passed under 
Sheikh Hasina’s government has given her 
and her sister special security arrange- 
ments for life. Fifteen people accused of in- 
volvement in a plot to assassinate her last 
year are on trial. Some of those convicted 
of murdering her father, Bangladesh’s in- 
dependence leader, Sheikh Mujibur Rah- 
man, in a coup in 1975 remain at large, and 
Sheikh Hasina’s supporters allege they 
could threaten her. Others said to be in- 
volved were sentenced to death after the 
Awami League’s 1996 election victory over 
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the BNP, ending 21 years in opposition. The 
BNP has demanded similar security for its 
leader, Khaleda Zia, herself the widow of 
an assassinated military leader. 

The issue has become intensely per- 
sonal, as have previous issues between the 
two women who dominate Bangladeshi 
politics. But, like many political questions 
hotly debated in the capital, Dhaka, and 
other cities, this one may hold little inter- 
est for the vast majority of Bangladesh’s 
130m people, most of whom live in vil- 
lages. Two-thirds of Bangladeshis can 
barely afford enough to eat, and they are 
likely to vote on local issues and personal- 
ities. Much of Bangladeshi society is still 
struggling to emerge from feudalism. 

There is little to choose ideologically 
between the two main political parties, ex- 
cept that the Awami League is more pro-In- 
dian, while the BNP favours Pakistan and 
counts small Islamic groups among its al- 
lies. Pessimism among those who take a 
broad view of Bangladesh’s problems ap- 
pears to be shared by the Asian Develop- 
ment Bank. It has warned the government 
that the budget deficit of 6% in the most re- 
cent fiscal year will deepen this year. The 
ADB renewed the donors’ long-standing 
appeal to the government to solve some of 
its economic problems by exporting natu- 
ral gas, an expedient that has so far been 
prevented by politics. To her credit, Sheikh 
Hasina has relieved the gloom a little by 
negotiating a fragile peace with tribal re- 
bels in the south-eastern Chittagong Hill 
Tracts and a water-sharing treaty with In- 
dia. Despite recent border clashes, the In- 
dian government hopes the Awami 
League will be returned to power. m 








Trials in Cambodia 


Better late than 
never 


PHNOM PENH 
A tribunal to investigate Khmer Rouge 
crimes takes shape 


HE estimated 1.7m victims of the Pol 

Pot regime that ruled Cambodia from 
1975 to 1979, as well as those who man- 
aged to survive the Khmer Rouge “killing 
fields”, may yet win a measure of justice. 
After months of haggling over details, the 
National Assembly at last passed legisla- 
tion this week that will enable a special tri- 
bunal to shed light on the darkest chapter 
in Cambodian history. 

Khmer Rouge defendants will not be 
dragged off, like Yugoslavia’s Slobodan 
Milosevic, to a fully-fledged United Na- 
tions tribunal at The Hague. Instead they 
will stand trial in the Cambodian capital, 
Phnom Penh, before a court supported by 
the UN but presided over by both Cambo- 
dian and uN-appointed judges. China, the 
main backer of the Pol Pot regime, had al- 
ways made clear that it would veto any Se- 
curity Council resolution to create a UN tri- 
bunal for Cambodia. 

It has taken two years for the UN’s legal 
experts and the government of Hun Sen to 
agree on a framework for the new court. 
Some UN lawyers and human-rights orga- 
nisations still claim that its complex provi- 
sions fall short of international standards. 
Cambodian judges, who have minimal le- 
gal training (only seven lawyers survived 
Pol Pot's slaughter) and are not known ei- 
ther for their independence or for their 
grasp of the finer points of international 
law, will enjoy a three-to-two majority at 
each trial, and a four-to-three majority in 
the tribunal’s special court of appeal. 
However, according to the tribunal's rules, 
at least one international judge must be 
party to any majority ruling. 

The legislation still has to pass the Sen- 
ate and be approved by King Norodom Si- 





Crying out for justice 


hanouk. After that it will be scrutinised by 


the UN too. There could yet be sticking- 
points. Mr Hun Sen has frequently ac- 
cused the uN of trying to dictate the terms 
of co-operation, thus souring relations 


with a UN legal team in New York that of- 


ten seems out of touch with Cambodian 
political and cultural sensitivities. 

Mr Hun Sen was formerly a dissident 
junior officer who led resistance to the Pol 
Pot regime in 1977. He has never forgiven 
the UN for its continued recognition of the 
Khmer Rouge regime during the 1980s, 
when he and many others were calling for 
a tribunal. 

Two senior Khmer Rouge figures are al- 
ready in military custody, and another six 
are lying low but could be picked up at any 
time, including Ieng Sary, Pol Pot’s former 


Indonesia 


foreign minister. Controversially, the king 
has already pardoned him for genocide, 
though other charges could still be 
brought. Yet, three years after defeating the 
last remnants of the Khmer Rouge insur- 
gency, and with Pol Pot himself now dead, 
Mr Hun Sen is more interested in peace 
and reconciliation. He is therefore unlikely 
to rush to arrest more suspects. 

The Cambodian model—assuming that 
it works and proves itis able to carry outits 
task both cheaply and efficiently—could 
influence the way the UN handles future 
tribunals. A similar framework is already 
being talked about for Sierra Leone. For 
Cambodians, after more than 20 years of 
delay, the new tribunal is almost certainly 
their last and best chance to obtain a mea- 
sure of justice. W 


He isn’t going quietly 


President Abdurrahman Wahid raises the stakes 


ITH less than three weeks to go be- 

fore he is due to be unceremoni- 
ously dumped by Indonesia’s sovereign 
assembly, President Abdurrahman Wa- 
hid’s behaviour is growing steadily more 
erratic. This week he was at his worst. 
Though he has several times in the past 
talked of declaring a state of emergency 
if his enemies persist in their—perfectly 
constitutional—attempt to remove him 
from office on August ist, the president 
has now raised the stakes by setting a 
deadline of July 20th for the impeach- 
ment motion to be withdrawn. If it is 
not, he says, he will not only declare an 
emergency but dissolve parliament and 
call fresh elections. 

Mr Wahid’s problem is that no one 
appears to be listening. The has 
repeatedly said that it will not enforce a 
state of emergency, and neither will the 
police. Mr Wahid’s response has been to 
replace his security minister and to at- 
sae to replace his top policeman. 

ugh the army man obliged, General 
Eating pe of Indonesia’s police, 
has refused to accept his sacking which, 
according to the rules, must be approved 
by parliament. On July 12th Mr Wahid 
ordered General Bimantoro’s arrest: 
rather a futile gesture, since the general is 
reported to have decamped to Singapore 
for a convenient medical check-up. The 
attempt, however, is a further example 
of Mr Wahid’s tendency to ignore the 
proper procedures. 

So far, all this looks farcical rather 
than really dangerous. Controlling as he 
does only 10% of parliament's seats, and 
having lost the loyalty of the security 
services, it is hard to see how Mr Wahid 





The bluster continues 


imagines he can survive. All the main 
parties bar his own have united against 
him to condemn his record in office and 
to call for the August 1st special session 
of the People’s Consultative Assembly, 
which appointed Mr Wahid in October 
1999 and has the power to dismiss him. 

But it is equally clear that Mr Wahid 
is not, at least not yet, contemplating a 
dignified exit. The real fear is that he will 
decide, as he has often threatened, to 
take his struggle to the streets, calling on 
his supporters in the 4om-strong Nah- 
dlatul Ulama, Indonesia’s largest Mus- 
lim group, to protect him. The Nu has 
been relatively restrained as the presi- 
dent’s impeachment has progressed. But 
will he be responsible enough to keep it 
that way? 


| 


In the rough 


WASHINGTON, DC 





Can George Bush govern successfully if he isn’t setting the agenda? 


URING his short political life, George 

Bush has thrived on a sure command 
of a relatively narrow political agenda. 
When he ran for governor of Texas, he up- 
set a popular incumbent by focusing re- 
lentlessly on just four issues (education, 
tax cuts, tort reform and welfare reform). In 
office, he stuck to those four themes, pass- 
ing laws on each of them and minimising 
the opportunities for legislators to con- 
sider other subjects. 

Washington, Dc, was always going to 
be harder than Austin (where the Texas 
legislature meets only once every two 
years). Mr Bush got fewer votes nation- 
wide than Al Gore in 2000, so his mandate 
for any agenda is unclear. Yet, for the first 
few months in office, Mr Bush managed to 
focus relentlessly—sometimes even comi- 
cally—on his campaign promises. Thus his 
tax cut was trumpeted as an answer first to 
an overheating economy, then to a sagging 
one and finally to higher energy prices. It 
sounded silly, but he got his tax cut. 

But things have changed in Congress. 
Now that Jim Jeffords has defected from 
the Republicans, the legislative agenda is 
set—to the extent it is set by anyone—by 
Tom Daschle, the Democratic leader of the 
Senate. He has used his clout to push 
through a “patients’ bill of rights” (a lim- 


ited right to sue health-maintenance orga- 
nisations). That and a campaign-finance 
reform bill, also passed by the Senate, will 
dominate the next few weeks of Congress. 
There is also a proposed increase in the 
minimum wage and a bill extending the 
Medicare system for retired people to 
cover prescription drugs. 

None of these ideas comes from the 
White House. Except, partly, for the pa- 
tients’ bill of rights, Mr Bush opposes the 
main provisions of each proposal. Worse, 
they are all “Democratic issues”, ones on 
which Americans have long trusted Dem- 
ocrats more than Republicans. 

In contrast, Mr Bush’s own “signature” 
issues are going nowhere in Congress. His 
“number one priority”, education reform, 
has stalled. Although both chambers have 
passed different versions of the bill, nei- 
ther has made any appointments to the 
conference of the two chambers that must 
reconcile the different versions. This pa- 
ralysis has setin even though Mr Bush gave 
up the most controversial part of the pro- 
posal, support for school vouchers. 

Worse, his “faith-based initiative” (de- 
signed to make it easier for religious orga- 
nisations to get federal money for social 
work) has not even found a sponsor in the 
Senate. And hopes of a bill to reform the 
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Social Security system soon after the presi- 
dent’s commission reports this autumn 
have taken a knock from some unwelcome 
news. In 2000, for the first year ever, 
“401(K)” private pension plans, which aim 
to buttress any partial privatisation of the 
pension system, lost money overall. 

So bereft of ideas does the White House 
seem that officials are trying to identify “a 
new phase” of issues to help them regain 
the political initiative. At first sight, that 
looks like a remarkable admission of intel- 
lectual vacuousness after just six months 
in office; but it is not quite that bad. Mr 
Bush already has his big tax cut in the bag, 
and he should also get something out of 
two other bills stuck in Congress—one to 
loosen energy regulation, the other to re- 
form defence. 

Above all, control of the legislative 
agenda does not guarantee presidential 
success. Bill Clinton was more effective 
after he lost control of Congress in 1994, 
largely because he realised that a president 
has to change tactics when he is on the de- 
fensive. At this point, Mr Bush needs to do 
three things—and the worry for the White 
House is that he may be unable to do any 
of them very successfully. 

First, you can appeal directly to voters 
over the heads of politicians. Ronald Rea- 
gan was a past master at this. Mr Bush is 
not in his league. The average of recent 
opinion polls shows Mr Bush’s approval 
ratings falling by five points since mid- 
April, to around 54%. That figure is pass- 
able. But the only presidents whose ratings 
have fallen more in their first six months 
were Mr Clinton and Jimmy Carter, and 
they didn’t have a tax cut to brag about. 

One plausible explanation for this slide »» 





> in the polls which may give Mr Bush some 
hope is that he over-compensated for 
what he perceived as a weakness of the 
Clinton administration: its continual in- 
volvement in the minutiae of public de- 
bate. In an attempt to “restore honour and 
dignity to the White House” (as Mr Bush 
put it during the campaign), the new presi- 
dent at first withdrew to some extent from 
the 24-hour news cycle. This has made him 
seem more remote from public life; and it 
has also let some bad first impressions (for 
instance, that he is in hock to corporate in- 
terests) remain uncorrected. 

This suggests that Mr Bush simply 
needs to use the bully pulpit more. But can 
he? Mr Bush has always been best in small 
groups. In public, he often lacks the neces- 
sary eloquence. Asked, on Independence 
Day, what being president meant to him, 
he could think of nothing better than, 
“Well, it’s an unimaginable honour to be 
the president during the Fourth of July of 
this country.” Making things worse, he 
and his father had themselves photo- 
graphed on a golf course in Kennebunk- 
port, Maine, next to the family compound, 
complacently donning baseball caps say- 
ing “41” and “43” (meaning the 41st and 
43rd presidents). All that was missing was 
a sign saying “Exclusive country club. Or- 
dinary Americans keep out.” 

And even if he can mount the pulpit, 
who will listen? The polls show that the 
decline in Mr Bush’s popularity has oc- 
curred mainly among independents or 
Democrats. So the small amount of head- 
way he made after election day has been 
lost. America remains as evenly split as 
ever—which makes appealing to the coun- 
try at large over the heads of his political 
opponents hard. 

So on to the second tactic: using the 
presidential veto to stop laws you don’t 
like. Straight blocking helped Mr Clinton 
during his confrontations with Congress. It 
also produced a legislative gridlock which, 
by and large, benefited America, since itre- 
strained public spending and helped pile 
up budget surpluses. Unfortunately for Mr 
Bush, the circumstances are now different. 

When Mr Clinton wielded the veto, he 
was doing it against a Republican Con- 
gress. It was clear which side he was on. 
Now, with Republicans in charge of one 
chamber and Democrats the other, the un- 
fortunate Mr Bush will not have the luxury 
of this partisan clarity. 

More important, public opinion tended 
to support Mr Clinton on the things where 
he wielded the veto, so he rarely suffered 
any public backlash; and it also made his 
threats of potential vetoes more credible. 
Mr Bush is on the wrong side of public 
opinion on many of his potential vetoes. 
When he threatened to veto the patients’ 
bill of rights (just as Mr Clinton vetoed an 
early Republican one), it failed to turn a 
single vote in the Senate. In the House, Re- 


publican congressmen, nervous about 
next year’s election, have already voted for 
some energy-conservation measures Mr 
Bush did not deem necessary, and against 
a measure giving Mexican lorry-drivers 
American safety permits (as required un- 
der NAFTA) which he supported. 

Thisis not disastrous. A combination of 
Republican control of the House and a 
blocking minority in the Senate may well 
be enough to kill some unwelcome bills 
before Mr Bush has to veto them. But he 
may not be able to use the veto weapon as 
often as his predecessor. 


In the trenches 

That leaves the third option: to give in and 
declare victory. This is an entirely respect- 
able presidential strategy. Mr Bush 
seemed to have pulled this off with the 
education bill—at least at first. If he were 
able to sign into law, say, a watered-down 
education bill, plus a compromise pa- 
tients’ bill of rights, a campaign-finance re- 
form package and a prescription-drug bill, 
he could claim to have delivered on his 
campaign promise to break the partisan 
logjam in Washington and get things done. 

But of course there are dangers here 
too. The most obvious risk—losing conser- 
vative support on the right if he surrenders 
too often to Democrats—may not be all 
that great. His tax cut has earned him a lot 
of credit on the right. 

Yet there is another danger. Agreeing to 
Democratic demands means, in almost ev- 
ery case, spending more money. And the 
economic slowdown, by reducing tax rev- 
enues and increasing spending obliga- 
tions, is already cutting the budget surplus. 
Tax revenues are likely to be at least $50 bil- 
lion below forecasts this year, and more 
than that next year, reducing the budget 
surplus from an estimated $275 billion for 
2001 to $200 billion or less. That is still a 
healthy sum, but most of it lies in the So- 
cial Security and Medicare funds which 
are supposed not to be touched. The so- 
called “on-budget surplus” (excluding 
those funds) would be around $16 billion. 

With congressmen currently demand- 
ing even vaster amounts of pork-barrel 
spending than usual (they have requested 
19,000 “home-district projects” this year, 
worth $280 billion, most of which will not 
be approved), the surplus could even dis- 
appear. If it does, the Democrats will vigor- 
ously blame Mr Bush for his tax cut, even 
though its effect this year is modest. 

In short, Mr Bush faces unwelcome 
choices wherever he looks. The likelihood 
is that some combination of the three op- 
tions—a veto here, a dignified surrender 
there, and greater use of the bully pulpit 
everywhere—will prevent a disastrous de- 
cline in his power. But the Bush presidency 
is stuck in the trenches. It faces along strug- 
gle, both with Congress and in its hopes of 
winning over public opinion. @ 


Punishment’s purpose 
Is he cured? 


NEW ORLEANS 
Louisiana faces up to the old question 


ILBERT RIDEAU has had a pretty 

good career, for aman who has been 
locked up virtually all his adult life. As the 
editor of an award-winning magazine in a 
Louisiana prison, Mr Rideau has exposed 
both brutality by guards and violence 
among inmates. He helped to direct “The 
Farm”, a documentary that won an Oscar 
nomination. Life magazine has called him 
the “most rehabilitated prisoner in Amer- 
ica”. If you believe that prisons are de- 
signed to reform criminals, perhaps Mr Ri- 
deau should be released. 

If you believe, on the other hand, that 
serious crimes should carry serious penal- 
ties, then Mr Rideau may be where he be- 
longs. Back in 1961, he was a 19-year-old 
high-school drop-out who robbed a bank 
in Calcasieu Parish, in south-west Louisi- 
ana. He took three of its employees hos- 
tage, drove them to a quiet spot and shot 
them. One played dead. Another escaped 
into the swamp. The third, a bank teller 
named Julia Ferguson, was begging for her 
life when Mr Rideau slit her throat. “He 
committed the most gruesome crime in 
this parish,” says Rick Bryant, the current 
district attorney in Calcasieu Parish. “If he 
can get out, anyone can.” 

Now Mr Rideau may be going to trial 
yet again; and, if he does, Americans will 
get another chance to ask themselves 
whether criminal sanctions are designed 
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for rehabilitation or retribution. 

Although there was never much argu- 
ment about his guilt, the legal proceedings 
thatled to hisimprisonment have caused a 
long debate. Mr Rideau is black, and his 
victims were white. His supporters say 
that racial discrimination has made it diffi- 
cult for him to get a fair hearing. His two 
trials, which brought death sentences, 
were annulled. His third conviction, and 
his resulting imprisonment, endured for 
years, but in 1994 Mr Rideau appealed on 
the ground that blacks had been excluded 
from the grand jury that brought the in- 
dictment against him. A federal district 
judge, Frank Polozola, rejected his suit, say- 
ing that Mr Rideau had waited far too long 
to bring it. But last year the federal appeals 
court in New Orleans overturned that de- 
cision, and on June 18th the Supreme 
Court refused to reopen the matter. 

The date for a new trial is now expected 
any day from Judge Polozola. It will then 
be up to Mr Bryant, as district attorney, to 
launch the case against Mr Rideau. He says 
he has no choice but to prosecute it: itis not 
his job to dispense pardons. Mr Rideau’s 
supporters say the district attorney could 
drop the matter if he so wanted. 

Whether to retry an ageing and cele- 
brated prisoner may seem a tough deci- 
sion. But Mr Bryant reveals no discomfort. 
“I can try him next week,” he says, and (un- 
like most Louisiana district attorneys) 
promises to conduct the trial himself. Mr 
Rideau’s lawyers have hinted at a deal in 
which their client will plead guilty and be 
sentenced to the amount of time he has al- 
ready served. But guilty of what? Mr Bry- 
ant says any conviction on a murder 
charge would carry a sentence of life 
imprisonment or death, and that he will 
not agree to charge Mr Rideau with the 
lesser crime of manslaughter. 

Mr Rideau’s supporters say he has al- 
ready been in jail far longer than most mur- 
derers; and releasing him would be good 
for peace in prisons. “When you build pri- 
sons and provide no hope,” says George 
Kendall, one of Mr Rideau’s lawyers, those 
inside “are very hard to manage.” 

Yet letting any convicted criminal back 
on to the streets has long been close to po- 
litical suicide in Louisiana. Because of its 
high crime rates, this state has more than 
its fair share of people whose lives have 
been harmed by crime; and many are con- 
vinced that sending people to prison was 
the main reason why crime everywhere 
dropped so sharply in the 1990s. 

The get-tough-at-all-costs line is not as 
popular as it was. Louisiana's legislators 
recently approved a bill to cut prison sen- 
tences for some drug offences and other 
non-violent crimes. But, if Mr Rideau 
wants to be freed, he will still have to rely 
on judges and juries ready to temper hor- 
ror with mercy—and with the hope that 
the horror will not happen again. = 


Transport in Washington state 
Going nowhere 


SEATTLE 


And certainly not fast 


‘ACH day, Sally del Fierro and a neigh- 

bour share a car into Seattle, 26 miles 
from where they live. Even in the lanes re- 
served for cars with two or more occu- 
pants, the drive generally takes more than 
an hour. In bad weather, or if an accident 
blocks part of Interstate 5, it takes two 
hours. In the three years that Ms del Fierro 
has been making the journey, the traffic 
has become noticeably worse. Moreover, 
600 new houses are planned for her town, 
each of which will dump another car or 
two on narrow local roads. 

A report in May from the Texas Trans- 
portation Institute, which keeps an eye on 
such things, confirmed that Seattle has the 
second-worst traffic in the country, equal 
with Atlanta and just behind Los Angeles. 
Commuters in the area lose 53 hours a year 
stuck in traffic over and above their nor- 
mal commuting times, burning 81 gallons 
(307 litres) of petrol while their cars idle 
away. Businesses find it increasingly diffi- 
cult to move supplies and people from one 
place to another. 

What to do? A light-rail system for Seat- 
tle, which at present relies largely on over- 
worked buses for public transport, has 
been in the works since 1993. But, without 
a single spadeful of earth turned, the pro- 
ject is $1 billion over budget and years be- 
hind schedule. A citizens’ initiative passed 
in 1999 lopped $2 billion from the state 
transport budget by limiting fees levied on 
vehicle licence-plates. A sharp earthquake 
in February complicated matters by weak- 
ening a freeway viaduct along the Seattle 
waterfront; it almost certainly needs re- 
placing, at a probable cost of $600m. And 
there are scores of rickety roads and 
bridges all across the state. 

When the state legislature convenes on 
July 16th for its fourth session this year, its 
chief task will be to vote on a $17 billion 
package proposed by Gary Locke, the 
Democratic governor, that is designed to 
improve the state’s roads as well as its rail 
service and its extensive ferry system. But 
winning approval will not be easy. The 
lower house is evenly divided, 49-49, with 
neither side willing to approve anything 
for which opponents might take credit. 
The state Senate is on the whole readier to 
spend big money on transport. But politi- 
cians from eastern Washington—where a 
storm on June 26th caused huge damage to 
cherry and apple crops—are reluctant to 
raise constituents’ taxes to help fuming 
motorists in Seattle. 





Uneasy riders 


Mr Locke, an able but low-key techno- 
crat, has been pushing his package hard, 
working on lobbyists and touring the state 
to muster support. But even he is reluctant 
to admit what everyone knows-that im- 
proving transport will require an increase 
in the state petrol tax. (European readers 
may insert bitter laughter here—a gallon of 
gasoline in Washington costs a trifling 
$1.60.) Anyway, both Mr Locke and the leg- 
islators seem inclined to let the voters 
choose for themselves what they want to 
build or not build, rather than take a risk by 
deciding on their behalf. 

The irony, notes David Olson of the 
University of Washington, is that the state 
was once a leader in almost every form of 
transport. Roads, railways and ports figure 
prominently in the region's early history, 
as the first settlers fought against their geo- 
graphical isolation. Shipping to Alaska 
made Seattle rich in the 1890s. William 
Boeing left a career in timber to go into avi- 
ation, and never looked back. Seattle's port 
was among the first in the country to be 
publicly owned. 

In recent years, however, transport has 
been seen as a necessary evil. Voters abhor 
gas taxes and tollways, and local towns bit- 
terly resist proposals to enlarge nearby 
freeways. A proposal to add a third runway 
at Seattle-Tacoma International Airport 
has resulted in 12 years of lawsuits and dis- 
putes. The reason for this change of heartis 
the region’s economic success. The re- 
gion’s new techno-elite is less interested in 
building roads than in preserving nice, 
green views from its windows. 

Only a big recession, Mr Olson thinks, 
is likely to make these people change their 
minds. So far the area’s technology firms 
have been rather less clobbered by their in- 
dustry’s slump than their peers in Silicon 
Valley—a fact to which the roads around 
Redmond, full of commuting Microsoft 
programmers, bear ample witness. W 





Water and the energy crisis 


You say potato, I 
say electricity 


MOUNTAIN HOME, IDAHO 
Should western water flow to spud 
farmers or to hydroelectric dams? 


DAHO potatoes blend 21st-century tech- 

nology with 19th-century political mus- 
cle. The technology makes Idaho’s potato- 
growers among the most productive farm- 
ers in the world; in August, from a mere 
400,000 acres, they will pull 20 billion 
pounds (9 billion kilos) of potatoes. Thatis 
up from 12 billion pounds 20 years ago. Itis 
30% of the total American output, and 
enough to give 3lb of spuds to every hu- 
man being on the planet. 

Unfortunately, people do not want that 
many potatoes. So Idaho farmers have a 
problem. Across southern Idaho and the 
eastern portions of Oregon and Washing- 
ton state, 4.8 billion pounds of potatoes sit 
in warehouses, virtually worthless. Farm- 
ers can expect to get little more than $2 fora 
100lb bag that costs perhaps $4 to produce. 

Potatoes, no matter how unprofitable, 
need water for irrigation and for process- 
ing into the French fries that sit next to Big 
Macs worldwide. Water has been conten- 
tious in Idaho ever since fist-fights broke 
out along the first irrigation ditches more 
than 100 years ago. Nowadays, the potato 
farmers’ water is protected by an intricate 
dam of law and tradition that shields long- 
standing water users and has its own 
strange rules about how water is used, of- 
ten in direct contravention of both econ- 
omic and environmental good sense. 

A farmer, for instance, can give up using 
his water for a year or two. But, if that be- 
comes five years, he has to surrender the 
rights to the water. And much of the water 
is provided at rates well below market 
value. Rather than conserving water, there 
is thus a powerful incentive to keep using it 
regardless of whether the crop that uses it 
has any value. “This is an ingrained, legally 
protected pathology,” says Ray Huffaker, 
an expert on water law at Washington 
State University in the farming-country 
town of Pullman. The argument about 
whether the West’s economy would be 
better served by transferring water from 
farmers who create little value to cities that 
create a lot (and are prepared to pay for the 
water) is an old one. And by the absurd 
standards of western agriculture—eg, the 
miracle that allows Californian farmers to 
grow alfalfa and rice in a near-desert— 
Idaho’s potato farmers are not particular 
transgressors. But this year they are in the 
firing line. 

One reason is that this summer may be 
the West's driest in 50 years. The other is to 
do with electricity and geography. The po- 


Thirsty work 


tato farmers draw their water from rivers 
like the Columbia and the Snake, whose 
dams (lower down-river) supply much of 
the West’s hydroelectric power. This year, 
with consumers in many western states 
facing power cuts, that water, and the elec- 
tricity it produces, are desperately needed. 
Other troubled industries have already 
turned the power crisis to their advantage. 
Aluminium producers, for instance, have 
cut production in order to sell electrical 
power that is too valuable to use for smelt- 
ing aluminium. But the idea of selling their 
water to the power companies meets 
stony resistance from the potato farmers. 
Itis not just that they are being difficult. 
Water is fiendishly difficult to manage. It is 
a “fugitive” resource, meaning it has a ten- 
dency to wander away—unlike, say, a 
stand of trees. And water use has a domino 
effect: draw water from a stream, and land- 
owners 100 miles downstream feel the im- 
pact. Then there is the huge capital invest- 
ment in the canal systems, farm equip- 
ment and processing plants that have 
grown up around the potato industry. 
There is a human side, too. Take Mike 
Wing, a 39-year-old farmer who lives with 
his family near Mountain Home, Idaho. 
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He has been a farmer for 11 years, growing 
potatoes, alfalfa and sugar beet on his 
5,600-acre spread. A passer-by might think 
Mr Wing is doing fine. There is new equip- 
ment on the well-tended property. Mr 
Wing pumps around $3m a year into run- 
ning the farm. But his return is maybe 
$100,000 in a good year. “Not many inves- 
tors would stand for that,” he admits. He 
holds on so that he can be his own boss, 
and work the land. 

This year, though, Mr Wing is not farm- 
ing. Idaho Power is paying him to do noth- 
ing. The water not used to water Mr Wing’s 
crops is generating power, and the farmer 
is earning enough from the deal to take a 
year off, studying at nearby Boise State 
University. Next year he plans to be farm- 
ing at full speed again, partly in order to 
preserve his water rights. 


The trading mirage 

This is a long way from the sort of water 
trading that most economists recommend. 
Mr Huffaker suggests a “contingent mar- 
ket”, in which farmers sign contracts with 
power generators or other water users to 
sell a fixed amount of their water rights 
during low-flow years. In doing so, they 
would not abandon their water rights; but 
it would make trading easier. 

At the moment, such ideas draw frosty 
looks. Yet the fact that they can be heard at 
all shows that the water-rights system is 
creaking. In southern Oregon farmers 
have been cut off from 80% of the water 
they normally receive in order to protect 
migrating salmon, which get federal pro- 
tection. Farmers are appalled that voters 
should favour a fish’s sex life over their fu- 
ture. Still, if Americans decide they prefer 
fishing or inexpensive power to cheap 
French fries, there should surely be a mar- 
ket to let them make the choice. m 


Lexington Secrets, lies and hubris 


If nothing else, the Condit case reveals the arrogance of power 





HREE years ago, the only thing Washington could talk about 

was the relationship between a politician and a Californian 
intern. Now America has a new president who came into office 
determined to raise the tone of politics in the nation’s capital. 
And still the only thing Washington can talk about is the rela- 
tionship between a politician and a Californian intern. 

Which would all be very amusing, in a “Groundhog Day” 
sort of way, if it were not for the fact that the intern at the heart 
of the current gabfest is probably dead—and probably murdered. 
Missing people do not usually turn up 11 weeks after they disap- 
pear; and suicides do not dispose of their bodies so that nobody 
can find them. As Karl Marx could have said, history repeats it- 
self, the first time as farce, the second as tragedy. 

The two leading actors in the tragedy are Chandra Levy, a 24- 
year-old intern in the Federal Bureau of Prisons, and Gary Con- 
dit, a 53-year-old congressman who represents Ms Levy’s home 
district. Ms Levy arrived in Washington from Modesto last Sep- 
tember, one of the small army of bushy-tailed young people 
who come to the city in order to learn how the government 
works. Mr Condit, a seven-term Democrat, is best known for his 
blow-dried good looks (he appeared as Mr June in the “Hunks of 
the House” calendar) and his habit of riding a Harley-Davidson. 
His wife, who is said to be ill, seldom comes to Washington. 

Ms Levy has not been seen since April 30th. Her behaviour 
before her disappearance hardly suggested that she was on the 
verge of killing herself. She made a number of routine prepara- 
tions for her imminent return to California, cancelling her mem- 
bership of the local gym and e-mailing her parents about her 
travel plans. The police found partly-packed suitcases and her 
wallet and credit cards in her apartment. Mr Condit was one of 
several people who was questioned about Ms Levy’s where- 
abouts. For more than two months he maintained that he and 
the intern were just “good friends”. On July 6th he at last admit- 
ted that they had been having an affair. 

The result is the perfect Washington summer story, not only 
involving an infatuated young woman and a lascivious con- 
gressman who is “not a suspect” but also echoing the Lewinsky 
affair. Ms Levy, too, is the daughter of a Californian cancer doc- 
tor. She also confessed details of her affair to a confidante. The 
Levy family’s lawyer once represented Monica’s mother. One in- 


vestigator described Mr Condit’s answers as “Clintonesque”. 

But it is a perfect Washington story in a more profound way: 
because of what it reveals about the way the city works. It dem- 
onstrates the casual hubris of the powerful, and also shows 
what extraordinary methods ordinary people have to adopt if 
they are to combat the dissimulation of an insider. 

For what else besides hubris can explain the congressman's 
behaviour? He conducted an affair with an impressionable 
young woman entirely on his own terms. When they went out 
for dinner together, for example, Ms Levy had to commandeer a 
cab, and Mr Condit ducked in a few minutes later, his face hid- 
den under a baseball cap. And when she disappeared, he put his 
own reputation above everything else. He not only failed to 
come clean with the police about the nature of their relation- 
ship; he even bamboozled his own staff into lying on his behalf. 

Such hubris hardly makes Mr Condit unique in Washington. 
Who knows how many congressmen have enjoyed flings with 
their interns and then lied about it to “protect their families”? 
Bill Clinton not only lied about his relationship with Ms Lewin- 
sky; he used the White House spin machine to discredit people 
who tried to tell the truth. Republicans such as Newt Gingrich 
and Bob Livingston have also behaved caddishly. Yet, even by 
these low standards, Mr Condit comes across as distressingly 
selfish. After all, in this case the police were engaged in a miss- 
ing-person investigation in which every day and every scrap of 
information might make the difference between life and death. 

The Condit affair is not just depressing for what it tells us 
about the sort of people who rise to the top. It is also depressing 
because it shows how hard they are to confront. Politicians are 
powerful people, and the local police are not very competent. 
(The Washington Post recently observed: “Thugs bent on murder 
will find no more hospitable place in which to take a human 
life—and to kill again—than the nation’s capital.”) 


Balance of power 

Just as Mr Clinton’s rubbishing of “that woman” might well 
have succeeded but for one (inexplicably uncleaned) dress, Mr 
Condit would have got away with his behaviour had the Levy 
family not decided to play hardball. Exasperated by the police 
dithering and Mr Condit’s stonewalling, they hired Billy Martin, 
a savvy Washington lawyer, and Porter Novelli, a high-powered 
public-relations firm. And they mounted a carefully planned 
campaign to persuade the public that Mr Condit had secrets to 
hide (which he may have done: he also had an affair with an air 
hostess and allegedly one with an 18-year-old from Modesto). 

The Levys have prodded the police into belatedly searching 
Mr Condit’s apartment. But still nobody knows what happened 
to Ms Levy. And there is a downside to hardball justice. Mr Con- 
dit has inevitably hired a team of lawyers and spin doctors of 
his own; and America’s television screens are filled, night after 
night, with representatives of the rival teams, hurling accusa- 
tions and splitting hairs. It would be hard to think of a better rec- 
ipe for reinforcing public cynicism about Washington. 

During the Lewinsky affair Mr Condit told the president that 
“you can't get to closing this issue without getting all the in- 
formation out there,” adding that “the fact is the information is 
going to get out eventually, anyway.” If Mr Condit had heeded 
his own advice, he would have saved two families from a great 
deal of unnecessary pain. And he might have saved American 
politics from another unnecessary drubbing. m 
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What’s good for the poor is good for 


America 


Where Uncle Sam should be more generous, and why 


LTHOUGH its prosperity depends on a 
worldwide network of trade, finance 
and technology, the United States cur- 
rently treats the rest of the world, and espe- 
cially the developing world, as if it barely 
exists. Much of the poorer world is in tur- 
moil, caught in a vicious circle of disease, 
poverty and political instability. Large- 
scale financial and scientific help from the 
rich nations is an investment worth mak- 
ing, not only for humanitarian reasons, 
but also because even remote countries in 
turmoil become outposts of disorder for 
the rest of the world. The biggest priority 
of next week’s Genoa Summit should be 
for the rich countries, above all the United 
States, to get serious about contributing to 
global economic development. 

During the cold war, the United States 
and its allies provided the global public 
good of containment, investing trillions of 
dollars to stop the spread of communism. 
The task now is vastly more complicated. 
The principal goal of foreign policy isnow 
almost containment’s opposite: helping to 
ensure that all parts of the world, includ- 
ing the poorest, are integrated into global 
economic and ecological networks in mu- 
tually beneficial ways. 

Unfortunately, American presidents in 
recent times have not acknowledged that 
this goal requires massive foreign-policy 
investments. America’s foreign aid is 0.1% 
of GDP, a derisory shadow of whatit used 
to be, and roughly one-third of the Euro- 
pean level (see charts overleaf). Following 
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America’s lead, most of the large econo- 
mies have allowed their own foreign-as- 
sistance programmes to shrink since the 
end of the cold war. Even when the United 
States reaped a peace dividend of more 
than 2% of Gpp in reduced defence spend- 
ing after 1990, it cut, rather than increased, 
foreign-assistance spending as a share of 
national income. 


The lessons of state failure 
Traditional diplomacy deals with risks of 
conflict between nation-states. These risks 
are of course still present, but a more per- 
vasive danger is that states will simply col- 
lapse. Of the dozen or so conflicts in Africa 
in recent years, few, if any, have involved 
cross-border aggression. Instead, bankrupt 
and impoverished states have imploded, 
the vacuum filled not by regimes with 
newly consolidated power but by brutal 
violence engulfing civilians. The disaster 
then fans out to neighbouring countries, 
and eventually much farther afield. 

A special “task-force on state failure” set 
up by America’s c1A has found that three 
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variables are most predictive of state sta- 
bility or instability: the openness of the 
economy (closed economies carried an in- 
creased risk of state collapse); democracy 
(authoritarian regimes were less stable); 
and infant mortality (a high incidence of 
disease raised the risk of collapse). In sub- 
Saharan Africa, where much of the popu- 
lation lives on the edge of subsistence, 
poverty and slow economic growth, or 
outright decline, increased the likelihood 
of future state collapse, thereby trapping 
the countries in a vicious circle of poverty 
and political instability. Rich countries, on 
the other hand, tend to maintain political 
stability which, in turn, promotes further 
economic development. 

When countries were classified in 1990 
by their status in the United Nations Hu- 
man Development Index (an index of in- 
come, literacy and health), high-develop- 
ment countries achieved robust and stable 
economic growth during 1990-98, with av- 
erage growth rates of around 2.3% a year 
and with 35 out of 36 countries enjoying 
rising living standards. Middle-develop- 
ment countries achieved a slightly lower 
growth rate, 1.9% a year, but seven out of 34 
countries experienced outright declines in 
living standards. The poorest countries av- 
eraged no economic growth at all, with 15 
out of 39 experiencing falling living stan- 
dards. The flip-side to the poverty trap, 
however, is that the gains of development 
tend to be sustained, once countries break 
through to sufficient levels of income, 
health and literacy. 

Conservatives in America often ask 
why it matters if an impoverished country 
collapses. The answer is that, aside from 
humanitarian concerns, crises in such far 
away places often suck the United States 
into crisis as well. Since 1960, America has 
been dragged into military conflicts in 
Cuba, Thailand, Laos, Congo, Vietnam, the 
Dominican Republic, Cambodia, Cyprus, 
Lebanon, Zaire, El Salvador, Libya, Leba- 
non, Honduras, Nicaragua, Chad, Liberia, 
Bosnia, Somalia and, more recently, Ko- 
sovo and Colombia. 

State failures, or even milder state insta- 
bility, have also undermined American 
and global interests through globally 
transmitted financial crises, drug-traffick- 
ing, money-laundering, terrorism, the 
spread of diseases such as Arps and mass 
refugee flows. On the positive side, sus- 
tained economic development would 
create new and potentially large gains 
from trade, as well as much-needed co-op- 
eration in science and culture. 

Even when a problem is correctly iden- 
tified, there is a stunning disconnect be- 
tween risk and action in America’s foreign 
economic policy. The global Arps epi- 
demic, for example, has recently and 
wisely been identified as a risk to the secu- 
rity of the United States. What action has » 


> been taken? President George Bush has 
called upon Americans to give just $200m, 
or 70 cents each, to the new global fund to 
fight the disease. 

The failure to make even basic invest- 
ments in foreign policy has been perva- 
sive, and the examples are legion. Eleven 
years ago, the last prime minister of uni- 
fied Yugoslavia, Ante Markovic, launched 
a last-ditch plan for economic stabilisa- 
tion. He appealed to Europe and the Un- 
ited States for a reduction in debt-servicing 
and other modest financial support, but 
was turned down by the creditor govern- 
ments. Economic stabilisation was under- 
mined, and this helped Slobodan Milo- 
sovic to get the upper hand. The rest, as 
they say, is history. 

In the past two years America and 
European countries have made the same 
mistake in Nigeria, an impoverished and 
unstable country emerging from years of 
corrupt despotism. Although Nigeria’s oil 
earnings, net of production costs and in- 
come to foreign oil companies, amount to 
around only $90 per Nigerian a year, the 
United States and Europe continue to pre- 
varicate over urgently needed debt-reduc- 
tion because the oil earnings are easy to 
squeeze for debt-service payments. The 
new democratic regime of President Ole- 
segun Obasanjo is put at risk, and Libya’s 
leader, Muammar Qaddafi, does not miss 
a chance to inflame matters in Nigeria’s Is- 
lamic northern states. 

Area after area of neglect can be cata- 
logued, from the strife-torn Andes to re- 
gions around the world undermined by 
climate change. Through all of it, the Un- 
ited States barely lifts a finger. It somehow 
thinks that sending the impoverished and 
unstable governments down Pennsylva- 
nia Avenue to get loans from the mr and 
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the World Bank will do the job, but even 
some staff of those organisations now 
publicly acknowledge that they have 
failed: making loans when grants are 
needed, imposing excessive austerity by 
collecting rather than cancelling debts, 
and failing to find partner-institutions 
with the scientific expertise to tackle un- 
derlying problems of disease, low food 
production, climatic stress and environ- 
mental degradation. 


Re-inventing foreign aid 

The Bush administration and Congress 
must find their way to a renewal of Ameri- 
can foreign policy and the sensible inter- 
national investments that will be needed 
to back it up. The president’s core team 
knows the world and its risks. Last year’s 
Meltzer Commission, on which I served, 
demonstrated that there could be a biparti- 
san consensus on the need for much more 
American help for the poorest countries. 
The new chairman of the Senate Foreign 
Relations Committee, Joseph Biden, is ide- 
ally suited by knowledge and tempera- 
ment to help lead a bipartisan foreign-pol- 
icy effort with the Bush administration. 
Here are some guidelines for investing in 
foreign policy in today’s global economy. 

First, we must identify the areas where 
money can really make a difference. Keen- 
est attention should be paid to the world’s 
poorest regions, the ones most likely to fall 
prey to the vicious circle of poverty, dis- 
ease and state collapse. Remarkably, only 
around one-sixth of American aid is cur- 
rently directed to the 48 least-developed 
countries, most of which are in Africa. 
Help for these countries should come in 
two ways: as direct support for national 
programmes to fight disease, malnutrition 
and illiteracy, when those programmes 
make sense and are honestly adminis- 
tered; and through programmes to de- 
velop new technologies to overcome bar- 
riers to long-term economic development. 

Second, the United States should end 
its decade-long war against the United Na- 
tions agencies. Specialised organisations 
such as the World Health Organisation, the 
Food and Agriculture Organisation, the 
Consultative Group on International Agri- 
cultural Research, UNAIDS and the United 
Nations Development Programme need to 
be bolstered with more money and ad- 
ministrative reforms, not squeezed finan- 
cially to the point of collapse. These agen- 
cies would be greatly strengthened by 
closer and properly financed links with 
America’s own top-rank institutions, such 
as the National Institutes of Health and the 
Centres for Disease Control. 

Third, and surely most important, the 
Bush administration must explain to 
Americans that a big increase in budgetary 
outlays on behalf of economic develop- 
ment in the world’s poorest and most un- 
stable regions is an investment in core 
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American interests and values. All serious 
professional estimates show that the fight 
against Arps in the developing countries 
will require at least $2 billion-3 billion a 
year from the United States government 
for the global fund—rather more than the 
$200m so far promised. External assis- 
tance for Africa will require not the current 
miserly $1 billion from America, but a sev- 
eral-fold increase, if profound problems 
have a chance of being overcome. Sub-Sa- 
haran Africa, neglected by the United 
States, has routinely received a sum equiv- 
alent to around one-sixth of the American 
aid given to the Middle East. 

As a minimum, realistic target, the Bush 
administration should pledge to raise for- 
eign assistance to at least 0.3% of GDP. This 
would not only bring the world’s richest 
country back into line with the average of 
other donor nations, but would make 
available an extra $20 billion a year to in- 
vest in economic development. Such a 
turnaround in America’s role could har- 
ness much larger contributions from the 
European Union, Japan, and other poten- 
tial donors both public and private. 


A Powell Plan? 

Fifty years ago a soldier-statesman, Gen- 
eral George Marshall, then secretary of 
state, explained to Americans that urgent 
financial support for Europe would stabil- 
ise societies destroyed by the second 
world war and the post-war economic cri- 
ses. Such aid would unleash Europe's po- 
tential for recovery to everyone’s mutual 
benefit. His vision was exactly on the 
mark. Winston Churchill called the result- 
ing Marshall Plan “the most unsordid act 
in history”. 

The United States once again has a sol- 
dier-statesman, Colin Powell, as secretary 
of state. A new Powell Plan to mobilise 
American technology and finances, both 
public and private, on behalf of the econ- 
omic development of the world’s poor 
countries would be a fitting follow-up to 
the Marshall Plan. The world, and Amer- 
ica, would be enormously safer and more 
prosperous as a result. m 


A gathering twilight 
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Argentina’s intensifying problems are causing difficulties for its neighbours, 


spreading pessimism across the region 


66 OW much spending can you cut 
without sacking anyone? Answers 
on my desk in 48 hours.” This was the chal- 
lenge that Argentina’s President Fernando 
de la Rua set his ministers on July 10th. 
Had it come four months ago, his show of 
determination to get the government's fi- 
nances under control might have reas- 
sured investors. Now it looks too late: later 
that day, they demanded interest rates of 
14% in an auction of three-month treasury 
bills, up from 9% last month, and showed 
no appetite for longer-dated bonds. 
Domingo Cavallo, the economy minis- 
ter, admitted that Argentina could not go 
on paying such high interest rates, or its 
situation would “worsen geometrically”. 
Only last month he thought he had won a 
breathing-space by swapping short-term 
bonds worth $29.5 billion for longer-term 
ones. Now the renewed fear that Argen- 
tina will default on its debts is sending a 
shudder of fear through financial markets 
across South America—and beyond. Inves- 
tors have dumped emerging-market 
shares, bonds and currencies in a flight to 
safer assets. Brazil’s real and Chile’s peso 
plunged to new lows against the dollar; 
even Mexico's strong peso weakened. 
Argentina’s troubles are not the only 
reason for pessimism. Brazil, the region’s 
largest economy, has its own problems. 


And the slowdown in the United States’ 
economy has staunched the flow of direct 
investment by its firms in Latin America— 
recently an important source of finance 
and growth in the region. Foreign invest- 
ment in Brazil, the region’s largest econ- 
omy, is likely to be only $20 billion this 
year, down from $33 billion last year. 

Notlong ago Brazil was worrying about 
growing too fast and hitting capacity con- 
straints. Now it faces a slowdown. Indus- 
trial production has been falling since 
April, partly because of electricity short- 
ages. The Central Bank has raised interest 
rates four times since March, and inter- 
vened in the currency market, but all to no 
avail: the real has lost almost a quarter of 
its value so far this year. 

Since much of Brazil’s public debt is 
pegged either to interest rates or to the dol- 
lar, the rise in both means its debt burden 
has increased (see chart). President Fer- 
nando Henrique Cardoso hinted this week 
that he might extend the life of the coun- 
try’s agreement with the mg, which ex- 
pires in December. Even so, Brazil faces dif- 
ficult choices if the currency continues to 
weaken. The Central Bank has spent about 
$1 billion on buying reais in the past three 
weeks. Reserves are only $11 billion above 
the minimum agreed on with the IMF. Sell- 
ing more dollar-linked bonds might in- 
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crease Brazil’s debt burden. Further rises in 
interest rates, recommended by some 
economists, would also add to the debt. 

A better option might be even tighter 
fiscal policy. The government is commit- 
ted to a primary (ie, before interest pay- 
ments) fiscal surplus of 3% of Gpp for the 
next three years. But to stop the ratio of 
debt to GDP from rising, Brazil needs a 
primary surplus of atleast 4% of GDP, reck- 
ons Marcelo Mesquita of uBs Warburg, an 
investment bank. 

Why not simply let the currency fall? 
The Central Bank insists it no longer has an 
exchange-rate target. But it does have anin- 
flation target, of 2-6% this year. The weak 
real means that inflation is already threat- 
ening to burst through the ceiling. But, as 
Marcelo Carvalho of J.P.Morgan Chase, 
points out, changes in the interest rate take 
up to nine months to affect inflation, and 
by next year Brazil’s economy and its infla- 
tion rate will have slowed markedly. 

In Chile, the star economic performer 
in Latin America in the 1990s, the authori- » 
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> ties face a slightly different dilemma. The 


central bank there has already cut interest 
rates five times this year, to try to stimulate 
a flagging economy. But domestic demand 
has remained weak, while Chile’s exports 
are starting to suffer from the slowdown in 
the United States. With inflation under 
control, the economy would benefit from 
further interest-rate cuts—were it not for 
the peso’s weakness. 

Such problems would seem minor if 
Argentina were to default. Mr Cardoso’s 
officials were said this week to be prepar- 
ing for that, even as the president himself 
was publicly expressing his “absolute cer- 
tainty” that Argentina would pull through, 
and guaranteeing Brazil’s full support. 

For all Mr Cavallo’s frenetic efforts, 
there are still no signs that Argentina is 
pulling out of recession. Doubts remain, 
too, as to whether President Fernando de 
la Rua’s governing coalition has any appe- 
tite for Mr Cavallo’s last-ditch call for fiscal 
frugality. “We have to go immediately to a 
zero deficit,” he told bankers on July 11th. 
In particular, Mr Cavallo wants to reform 
the social-security and health agencies. 

With congressional and provincial 
elections due in October, such reforms are 
unpalatable. Raul Alfonsin, a former presi- 
dent and the leader of Mr de la Rua’s Radi- 
cal Party, recently called for higher social 
spending. But although public spending 
cuts would intensify Argentina’s reces- 
sion, they would still be less painful than 
the increasingly threatening alternative of 
default and devaluation and a flight of cap- 
ital from the entire region. @ 


Canadian politics 


Lost leaders 


OTTAWA 
The right-wing opposition is a mess 


F CANADA's ruling Liberals are once 

again living up to their nickname of “per- 
petual governing party”, that has less to do 
with the qualities of Jean Chrétien’s gov- 
ernment than with the shambolic state of 
the right-wing opposition. Last year the 
opposition seemed to be on the up, when 
Reform, a party strong in western Canada, 
linked up with some members of the Pro- 
gressive Conservative Party to form anew 
party, the Canadian Alliance, under anew 
leader, Stockwell Day. But that was when 
the problems began. 

For the past three months, the Alli- 
ance’s 66 MPs have fought a public war 
over whether to dump Mr Day. On July 
7th, a year to the day after he was chosen as 
leader, the Alliance’s executive called for 
him to resign. Mr Day’s response seemed 
only to make matters worse. He offered to 


Gold and goals 


BOGOTA 


Money revives the Copa America 


AST-MINUTE improvisation is a Latin 

American fault, and virtue. But this is 
ridiculous. A fortnight ago, after much 
agonising, the South American football 
confederation (csF) called off the Copa 
America, a tournament involving the re- 
gion’s national teams, on security 
grounds. A week later, just six days be- 
fore it was due to start, the csr decided 
the Copa should go ahead after all. It 
duly kicked off with a game between 
Chile and Ecuador on July 11th. Only Ar- 
gentina, currently the region’s best team, 
and Canada dropped out, though Brazil 
brought its own police guard. 

The trepidation was triggered by a 
wave of bombings in Colombia's cities 
in May. Then, last month, a tournament 
official was kidnapped for 48 hours, 
seemingly by the FARC guerrillas. That 
broke the csr’s nerve. So its volte-face is 
a triumph for Latin America’s football 
passion? No. It is a sign that capitalism 
rules, even in South American football. 
Traffic, a Brazilian company that had 
sold television rights and sponsorship 
(to Coca-Cola, MasterCard and Telefon- 
ica) said it would sue the csr for $50m 
over the postponement. 

Colombians are euphoric, having es- 


take a “leave of absence” from the leader- 
ship until a party convention scheduled 
for April 2002, but only if he could name 
his temporary replacement. Not surpris- 
ingly, Mr Day’s main critics, a group of 13 
MPs who have left the Alliance’s official 
caucus in Parliament, rejected this condi- 
tion. So Mr Day withdrew his offer. He re- 
mains the leader, but a wounded one. 

What has gone wrong? In his brief per- 
iod asa federal politician, Mr Day has been 
extraordinarily accident-prone. He was 
chosen as leader because he spoke French 
and seemed to be charismatic: he enjoyed 
being photographed showing off his skills 
as a kickboxer and roller-blader. But, com- 
ing from Alberta’s provincial government, 
where he had faced a tiny opposition, he 
lacked political experience. 

The hope was that Mr Day would break 
the Liberals’ hold on Ontario’s 103 par- 
liamentary seats. He failed. When Mr 
Chrétien called a snap election last No- 
vember, the Alliance boosted Reform’s 
previous tally by 764,000 votes and six 
seats. But it won only two seats in Ontario. 

It has been downhill ever since for Mr 
Day. A fiscal conservative, he passed on 
the bill for a lost libel suit to Alberta’s tax- 
payers. He dropped his party’s proposals 





Now they can cheer 


caped the embarrassment of not holding 
the Copa. At least 20,000 extra police are 
on duty, along with marksmen and 
bomb experts. It is now for the country’s 
various armed factions to decide 
whether Colombia will still be celebrat- 
ing after the final in a fortnight’s time, re- 
gardless of whether its team makes it. 


for a flat tax and publicly repudiated his 
party’s policy on refugees, both without 
consulting colleagues. More even than 
most politicians, he blames staff members 
or the media for his own mistakes. He de- 
nied (but then had to admit) that he had 
met a part-time spy to discuss gathering 
dirt on the Liberals. And so on. 

In the latest opinion poll, support for 
the Alliance has sunk to 10%, from a peak 
of 28% last October. More defections 
among MPs seem likely; already two 
among the nine members of the national 
executive have resigned over Mr Day's fail- 
ure to quit. By contrast, the rump of the 
Progressive Conservatives has twitched 
into life. Led by Joe Clark, a former prime 
minister, the Conservatives won only 12 
MPS last year, but now stand at 21% in the 
opinion polls. Mr Clark has made over- 
tures to dissident Alliance mes. But he has 
rejected any serious merger talks while the 
Alliance is in turmoil. 

Mr Clark has problems of his own. Two 
successive Conservative Party presidents 
have resigned since September, complain- 
ing of Mr Clark’s authoritarianism. And he 
is disliked by most Alliance members. 
Sooner or later, the two parties will merge. 
But first they must find a new leader. m 





Augusto Pinochet 


He’s demented 


SANTIAGO 
Pinochet escapes trial—but is not quite 
found innocent 


LMOST three years after General Au- 
gusto Pinochet was arrested in Lon- 
don at the request of a Spanish judge, the 
attempt to bring Chile’s former dictator to 
book for the crimes of his dictatorship has 
finally run into the sand. On July 9th a 
panel of three Appeals Court judges ruled 
by two to one that the general was “de- 
mented” and thus unable to defend him- 
self in a trial. That angered the families of 
those murdered by the dictatorship, but 
also denied General Pinochet the dignified 
exit from public life that he craved. 

The ruling applies to only one case, that 
involving the “death caravan”, a group of 
military officers who murdered political 
prisoners after the 1973 military coup, and 
whom the prosecution alleges were acting 
on General Pinochet’s orders. But it will be 
applied more widely. It means that the for- 
mer dictator is unlikely to face trial on 
more than 300 other cases that have been 
brought against him in Chile, or be extra- 
dited to Argentina, where he is wanted for 
questioning by a judge investigating the 
assassination in 1974 of his predecessor as 
army commander. 

Prosecution lawyers may appeal. 
Oddly, the Appeals Court based its judg- 
ment partly on a procedural change to 
Chile’s penal code that has yet to take effect 
in Santiago. But the substance of its ruling 
is unlikely to be changed. In theory, too, 
proceedings against General Pinochet 
could be revived if his health were to im- 
prove. But that is equally unlikely. He suf- 
fers from a long list of ailments, including 
diabetes, high blood pressure and a heart 
complaint. He recently spent six days in 
Santiago’s military hospital. 

The ruling saves the general from the 
humiliation of having his fingerprints and 
police mugshot taken. That should have 
been done when charges were brought in 
January. His lawyers achieved repeated 
postponements on health grounds. But the 
judgment also denies the ex-dictator the 
chance to clear his name and means that, 
even if his health allows, he cannot return 
to Chile’s Senate, in which he had awarded 
himself a seat for life. 

Despite its anti-climactic denouement, 
the Pinochet case has changed Chile, 
nudging forward a still-incomplete transi- 
tion to democracy and breathing a new 
zeal for human rights into the judiciary. 
Other cases will continue through the 
courts, including that in which five former 
army officers have been charged in con- 


nection with the “death caravan”. 

Most Chileans had tired of the Pinochet 
legal saga. They are more worried about 
unemployment and the economy. Neither 
the centre-left government nor the conser- 
vative opposition wanted it to continue. 
Both saw it as a distraction ahead of a con- 
gressional election in December. 

Prosecution lawyers blamed political 
pressure for the suspension of the case. 
The outcome does amount to special treat- 
ment, since Chilean justice normally 
makes little allowance for age or ill health. 
Ironically, in explaining its ruling the court 
cited international human-rights conven- 
tions. The verdict may lead to a flood of ap- 
peals from other elderly or infirm defen- 
dants. It will be strange if General Pinochet 
turns out to have unwittingly promoted a 
more liberal criminal-justice regime. m 


Jamaica's riots 


Burning 


Behind the violence lie drugs and 
political competition 


OTTING bodies, bloated by the tropical 

sun, lay in the streets of Kingston this 
week, as soldiers patrolled the deathly- 
quiet streets of Jamaica’s capital after an 
outbreak of violence on the island had left 
25 people dead. At the self-contained tou- 
rist resorts on the north coast, scuba-diving 
classes carried on as normal. But Jamai- 
cans are worried about what the world 
will think. Some fear that worse may be to 
come in the approach to an election which 
must be held by December 2002. 

The trouble started on July 7th, when a 
gun battle that lasted 24 hours broke out 
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The army clears the streets 


between police and the residents of Tivoli 
Gardens, a central district of Kingston and 
the political stronghold of Eddie Seaga, a 
former prime minister and the leader of 
the opposition Jamaica Labour Party (LP). 
Businesses closed, buses stopped and 
roadblocks were thrown up across city 
streets and in some rural areas. P.J. Patter- 
son, the prime minister, responded by call- 
ing out the army and imposing a curfew. 

Violence is nothing new in Jamaica. Be- 
tween January and June, in an island of 
2.6m people, there were almost 500 mur- 
ders, 60 more than in the first half of 2000. 
Riots are also common. They are an exten- 
sion of politics. Since the 1970s, both the 
JLP and Mr Patterson’s People’s National 
Party (PNP) have had close links to inner- 
city criminal gangs. Each party has its “gar- 
rison constituencies”, where gang leaders 
(known as Dons) flash gold teeth and get 
rich through cocaine deals and protection 
rackets. Their links with politicians are 
sometimes open. When Willie Moore, a 
gang leader, was killed in April, the finance 
minister turned up for the funeral, along 
with two cabinet colleagues. 

The prime ministers spokesman 
claimed that the violence was “orches- 
trated” by the xP to force an early election. 
But the opposition accuses the govern- 
ment of using the police to attack its 
strongholds to discredit it. The JLP is 16 
points ahead in the opinion polls, and 
won a by-election in March. The govern- 
ment, in power since 1989, looks tired. The 
economy is barely scrabbling back to 
growth after a slump from 1996 to 1999. 

In fact, the violence this time may have 
had more mundane causes. The shooting 
was set off by a police raid for weapons. Its 
intensity probably owed as much to turf 
wars between rival drug gangs as to politi- 
cal rivalry. “The political culture in Ja- 
maica has now reached the stage where in- 
cidents of gang warfare are turned to 
political advantage,” says Anthony Bryan, 
a Caribbean specialist at the University of 
Miami. 

The likelihood is that Kingston will be 
back to normal by next week. And al- 
though there are some tough areas in 
towns such as Montego Bay and Ocho 
Rios, they have never seen serious vio- 
lence. Both Britain and the United States 
this week told their citizens not to cancel 
holiday plans, but to avoid trouble spots. 

Tony Blair, Britain’s prime minister, 
will be taking his own government's ad- 
vice. He plans to meet Mr Patterson on July 
29th on a one-day visit to Jamaica, part of a 
trip with main stops in Mexico and Brazil. 
One of his engagements is to attend the fi- 
nal of a football tournament for young- 
sters from Kingston’s warring neighbour- 
hoods, set up by Prince Charles on a visit to 
the island last year. Jamaicans will hope 
that rivalries will be confined to the foot- 
ball field in future. m 


International 


Iran and its oil 





The fight over letting foreigners into 


Iran’s oilfields 


TEHRAN 


The minister selling Iranian oil deals is not honoured in his own country 


j has to increase oil production, but 
prevented by sanctions from doing 
business with American firms, Bijan Zan- 
ganeh, Iran’s oil minister, has spent the 
past four years trying to do business with 
European and Far Eastern companies. Re- 
cently, he has had some success: he has 
now won deals that could add an extra 
700,000 barrels of oil every day to the 
3.7m barrels a day currently produced in 
Iran. Twice in the past two weeks, by sign- 
ing agreements with Italian and Japanese 
companies, he has exposed the futility of 
American efforts to dissuade non-Ameri- 
can companies from investing in Iran’s en- 
ergy. Yet Mr Zanganeh remains unloved at 
home. Protection-minded compatriots 
claim he is handing a vital resource to un- 
trustworthy foreigners, and a senior cleric 
promises to expose corrupt energy deals. 

Mr Zanganeh has fallen victim to his 
country’s sensitivity to foreign involve- 
ment in its energy. A quarter of a century 
after America and Britain teamed up to 
topple an Iranian prime minister who had 
dared nationalise the Anglo-Iranian Oil 
Company, the 1979 Islamic revolution 
sought to redeem things. By outlawing the 
granting of mineral concessions to outsid- 
ers, the new regime boosted national pride 
at the cost of foreign expertise, technology 
and finance. Output plummeted. 

By 1997, when Mr Zanganeh became 
minister in Muhammad Khatami's gov- 


ernment, the need was for a way around 
the restrictions. The minister developed an 
unorthodox kind of oil deal: the buy-back. 
The name is a misnomer: nothing is 
bought or sold, but foreign oil companies 
are paid a fee for exploring and developing 
fields. The constitution prevents them 
from having a stake in production. 

It was an uphill struggle, with both Ira- 
nians and the oil companies suspicious of 
what they were being offered. Two years 
earlier, Bill Clinton had banned virtually 
all American business with Iran. Non- 
American oil companies were wary of a 
deal that offered fixed returns, but kept 
production the reserve of the National Ira- 
nian Oil Company (N10C), headed by Mr 
Zanganeh. Moreover, at least to begin 
with, the companies were afraid that Mr 
Clinton would use a controversial right, 
conferred by Congress, to punish non- 
American companies investing in Iranian 
energy. Then, when it became clear that he 
would not use this right and some deals 
were signed, many Iranians considered 
them too generous to the oil companies. 

The value of foreign deals signed to 
date now approaches a respectable $15 bil- 
lion. On June 30th the minister and Italy's 
ENI company signed a $920m deal to de- 
velop the Darkhovin oilfield. Eight days 
later, the minister signed a preliminary 
agreement with a Japanese consortium to 
explore the much larger Azadegan field. 
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The EN1 deal was a considerable 
achievement for Mr Zanganeh, with nego- 
tiations conducted in the teeth of fierce op- 
position within the N1oc itself. For the 
deal illustrates how the buy-back concept 
can evolve. By allowing Italian engineers a 
“monitoring” role once the oil begins to 
flow, the ENI contract gives foreigners an 
unprecedented say in production. It also 
links remuneration to performance. Ac- 
cording to one foreign oil executive, it rep- 
resents the first step in a journey that may 
eventually lead to conventional produc- 
tion-sharing agreements. 

So it was probably not by coincidence 
that a conservative ayatollah, Ahmad 
Jannati, chose July 1st, the day after the ENI 
deal was struck, to announce that he knew 
the names of “those inside the oil empires 
who plunder millions and millions and 
send them to their own foreign bank ac- 
counts.” A close associate of Ayatollah Ali 
Khamenei, Iran’s supreme leader, Mr 
Jannati opposes Mr Khatami’s policy of 
cautious liberalisation. Only last month 
the Council of Guardians, the upper house 
that he heads, vetoed legislation designed 
to attract foreign investment. 

The buy-back negotiations have indeed 
been pretty murky. The EN deal is the first 
whose terms have not been kept hidden. It 
is not exactly true, as the minister has im- 
plied, that dozens of qualified and virtu- 
ous people check the minutiae of every 
deal: three deputies are entitled to learn 
their gist, once the bargaining is over. 

Mr Jannati’s comments, though reflect- 
ing a general antipathy towards foreign oil 
companies, were also directed at a domes- 
tic audience. In the past few weeks several 
conservative newspapers have been ask- 
ing why Petro Pars, a private Iranian oil 
company that Mr Zanganeh helped to set 
up, had been awarded contracts worth at 
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> least $5.5 billion, especially since Petro Pars 
lacked expertise, and had subcontracted 
many of its projects to foreign companies. 
For the answer, conservatives point to 
Petro Pars’s chairman, Behzad Nabavi. Mr 
Nabaviis an old friend of Mr Zanganeh. He 
is also a reformist deputy, said to be inter- 
ested in the job of vice-president. Mr Zan- 
ganeh’s allies argue that co-operation be- 
tween Petro Pars and foreign companies 
will give rise to an essential transfer of 
technology. Others look askance. “If there 
is corruption,” says Ali Hashemi, a former 
deputy oil minister, “it lies in the subcon- 
tracting.” Should conservatives prove that 
the reform movementis being financed by 
kickbacks, the damage will reach far. 
Thatis some way off. Mr Jannati has yet 
to carry out his threat to hand over his 
“names” to the judiciary. On July 9th Mr 
Khatami called the accusations propa- 
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ganda. In the meantime, the buy-backs 
continue and within a few weeks Mr Zan- 
ganeh will probably sign another deal, 
similar to the ENI one, with Spain’s Sepsa. 

All in all, the apparent intention of 
America’s Congress to renew the Iran- 
Libya Sanctions Act when it lapses next 
month looks pretty silly—unless, of course, 
President George Bush, unlike his prede- 
cessor, is willing to risk a trade war by en- 
forcing secondary sanctions. Moreover, 
though Mr Bush gave his approval in 
March to the renewal of America’s own 
sanctions against Iran, he is said to be toy- 
ing with the idea of lifting his country’s ob- 
jections to Iran’s application for member- 
ship of the World Trade Organisation. This 
looks a bit contradictory. The closer Iran 
gets to wTO norms, the more foreign oil 
firms will do business with it. Apart from 
American ones, of course. W 





Post-mortem on Black October 


GALILEE 


Uncomfortable findings from the inquiry into the internal intifada 


INE months after Israel’s 1m or so Pal- 
estinian citizens briefly joined the inti- 
fada, their towns and villages are quiet. 
Their mood is not. “All of Israel now recog- 
nises us as a problem for the Jewish state,” 
says Ameer Makhoul, a Palestinian leader. 
Liberal Israelis believe that the remedy 
is investment, plus job and other prefer- 
ment to redress the chronic discrimination 
that Israel’s Palestinians suffer in every 
public sphere. Less liberal ones, including 
many people now in the government, see 
the source of the problem as a latent na- 
tionalism that the intifada rekindled—and 
are determined to snuff it out. 

In recent months, Palestinian politi- 
cians have been detained without charge, 
writers have been questioned by intelli- 
gence officers about their “extremist 
nationalist” writings, and the police have 
recommended that Azmi Bishara, a radical 
member of the Knesset from the Arab- 
nationalist Balad movement, should be 
tried for sedition. In June he made a speech 
in Syria calling on Arabs to “resist” Ariel 
Sharon’s government. He also applauded 
the “heroic example” of Hizbullah. 

These may not have been the brightest 
comments to make. But Mr Bishara said 
nothing in Syria that he has not also said 
onthe floor of the Knesset. There is also the 
matter of parliamentary immunity. Andat 
a time when Jewish Knesset members are 
calling Yasser Arafat “a murderer” and 
questioning whether Israel’s Arab citizens 
should have the vote, the police’s recom- 


mendation suggests double standards. 

Those double standards are being ex- 
amined by an official commission of in- 
quiry into the violent events last October, 
the “internal” Palestinian intifada. The 
commission was reluctantly set up by 
Ehud Barak's government, and is now into 
its seventh week of public hearings.“Black 
October” was perhaps the bloodiest con- 
frontation between the state and its Pal- 
estinian minority in Israel’s 53-year his- 
tory:in the demonstrations, 13 Palestinians 
were killed and 1,000 sent to hospital. 

The commission’s recommendations 


A non-Jewish problem for the Jewish state 


“may or may not be accepted,” says Uzi 
Landau, Israel’s public-security minister. 
The minister’s discomfort arises from the 
evidence the commission is hearing about 
the behaviour of his police. The line of the 
last Israeli government, from Mr Barak 
down, was that the police had used only 
rubber bullets in the October clashes. The 
commission has swiftly put paid to that fic- 
tion. It has unearthed the government's 
own autopsies to prove that at least two of 
the 13 victims were killed by conventional 
ammunition (and that, suspiciously, only 
four autopsies were carried out). 

It has also found that police snipers 
were authorised to fire conventional bul- 
lets from rooftops at protesting boys and 
young men armed with slingshots. For Is- 
rael’s Palestinian public, this sounds peril- 
ously close to a shoot-to-kill policy. It 
quashes the previous government's de- 
fence that the police shot only in “life- 
endangering” situations. 

Above all, the commission has exposed 
the disparity in government policy to- 
wards its Jewish and its Arab citizens. 
Against Palestinian protesters, the police 
were given “a green light to do whatever is 
needed” (as Mr Barak putitin aninterview 
on Israeli radio on October 2nd). Yet when 
faced with a 3,000-strong Jewish mob 
torching mosques and attacking Arab 
shops in Tiberias, the police’s orders were 
to “leave their guns in their cars”. 

In the long run, says Hassan Jabareen, 
whose legal centre unofficially represents 
the victims’ families, the hearings will edu- 
cate Israeli Jews as to what the Israeli Pal- 
estinians’ struggle is now about. It is not, 
he insists, for separate sovereignty, as 
many Jews fear. But neither any longeris it 
just for the civil equality that was long 
promised by successive governments but 
never honoured. After Black October, he 
says, “the Palestinian struggle inside Israel 
is for a new definition of citizenship that 
recognises us as a national minority.” m 





Small arms 


Big damage 


AUN conference is trying to control a 
most dangerous trade 


FEY people would disagree with the 
aim of reducing the illicit trade in small 
arms and light weapons. Even though 
small arms are responsible for up to 90% of 
the casualties in armed conflicts, no inter- 
national framework exists through which 
to end the illegal trade in them. This is 
what a United Nations conference, which 
opened in New York this week, is trying to 
promote. 

Tryingis the word. At this stage, the best 
it can probably hope for is a political docu- 
ment vague enough to secure broad sup- 
port from the delegations taking part. Al- 
though most countries agree in principle 
on the need to curb illicit trade in small 
arms, there is no shortage of contentious 
issues. Outlining the scope of the exercise 
is a political landmine in itself. America 
has already made it clear that firearms 
such as pistols and hunting rifles, and any- 
thing that interferes with the legal right of 
Americans to carry guns, are off-limits. 

Protecting the legal trade in small arms 
is also high on the agenda of the main pro- 
ducing countries. According to the Small 
Arms Survey, a research group based in 
Geneva, illegal transactions, worth about 
$1 billion a year, account for 10-20% of the 
global trade in small arms. The vast major- 
ity of small arms in circulation are held le- 
gally by soldiers, the police or private own- 
ers. Many illegally traded arms first come 
to market as a result of legitimate deals. Itis 
the later transactions that are so difficult to 
track and control. 

Where national armaments laws exist, 
they tend to deal with the production and 
export of arms but often fail to regulate 
private broking. Since the illicit trade in 
such weapons recognises no borders, con- 
trolling it requires co-operation between 
goverments. Data collecting and sharing 
would be a good start. Of the 60 countries 
involved in legal export, fewer than 30 pro- 
vide any public information on their 
small-arms sales. Regional initiatives, 
which have cropped up in Latin America, 
Europe and Africa, as well as the legally 
binding Firearms Protocol adopted by the 
UN General Assembly last May (which 
deals exclusively with the trafficking of 
firearms involved in organised crime), 
could provide the elements of a compre- 
hensive international framework. 

The value of these initiatives, however, 
is only as good as their monitoring and en- 
forcement. Heart-warming as it is to know 
that West African countries have commit- 


ted themselves to a moratorium on the im- 
port, export and manufacture of light 
weapons, reports of repeated breaches of 
the embargo in Sierra Leone and Liberia 
discredit the exercise. Yet exposing culprits 
sometimes works. Since the publication of 
a detailed UN report on embargo viola- 
tions in Angola’s civil war, Bulgaria, which 
used to be a big source of illegal weapons, 
has cleaned up its act. 

What can the small-arms industry it- 
self do about illicit trading? Can it, for in- 
stance, follow the diamond industry’s ex- 
ample in fighting the illegal trading of 
“conflict” diamonds-those from war 
zones? It would be difficult. For one thing, 
the prospect of a consumer boycott, instru- 
mental in enlisting the diamond industry's 
co-operation, is not something small-arms 
suppliers have to worry about. Moreover, 
unlike the diamond market, the small- 
arms industry is highly competitive and 
fragmented. Though the size of the indus- 
try has declined both in volume and value, 
the number of legal manufacturers has tri- 
pled from fewer than 200 firms in 1980 to 





Aname on every bullet 


more than 600 today, spread among 95 
countries. Distribution is even more frag- 
mented, as private arms-brokers have 
flocked to organise covert arms deals since 
the end of the cold war. Without a De 
Beers leaning on the suppliers, the chances 
of enforcing stricter discipline in the small- 
arms industry are slim. = 





Zimbabwe 


Normal times in an abnormal country 


HARARE 


The government's violent ways of preparing for next year’s election 


Tes country has returned to normal 
after the two-day strike that more or 
less shut it down at the beginning of the 
month. But what passes for normal in Zim- 
babwe these days is pretty weird. Cars, 
queuing for petrol, snake slowly through 
the cities, Robert Mugabe’s supporters 
threaten factories with violence and army 
units beat up people in Harare’s town- 
ships. Farm occupations continue (more 
than 5,000 farms, representing over 90% 
of all white-owned farms, have now been 
designated for seizure), and farm owners 
and their workers continue to be attacked. 
Opposition activists are beaten, murdered 
or sometimes just disappear. 

The strike was ostensibly a protest at 
the government's decision to raise the 
price of fuel by 73%. It was also a huge de- 
monstration of the public’s feelings to- 
wards Mr Mugabe and his regime. The 
question being asked everywhere is “How 
can we get rid of Mugabe?” 

With difficulty, is the answer. The 
strike, though successful in bringing every- 
thing to a stop, highlighted the limits of 
this sort of action: the regime was not di- 
rectly threatened by workers staying home 
for two days. Now the Zimbabwe Con- 
gress of Trade Unions says it will give the 
government one last chance to negotiate 


the fuel-price rise. If it does not respond fa- 
vourably, say the unions, they will go on 
indefinite strike for a “final onslaught”. Yet 
it seems highly improbable that the labour 
movement will be able to muster the 
strength to bring the government down. 

The main opposition party, the Move- 
ment for Democratic Change (mpc), is 
criticised for not having a strategy to top- 
ple the regime. Comparing Zimbabwe to 
Serbia, dissidents speculate whether the 
Mugabe era could not be brought to an end 
by massing people in the streets of Harare 
as people were massed in the streets of Bel- 
grade last year. But first there have to be 
elections. The MDC is determined that 
change should come about through con- 
stitutional means. The opposition has 
fixed its sights on the presidential election, 
due in April 2002, as the chance to defeat 
Mr Mugabe and restore democracy. 

Mr Mugabe, too, has begun campaign- 
ing for the election. His “war veterans” 
roam cities and farms, meting out violence 
to anyone viewed as opposition. His po- 
lice chief says he will dismiss any officer 
who backs the opposition. The intimida- 
tion of the mpc has increased, with raids, 
based on spurious charges, on homes and 
offices of opposition members of parlia- 


ment. An MDC official, Paul Themba »» 





> Nyathi, was forced off the road this week 
in what looked like an assassination at- 
tempt disguised as a car accident. 

Yet the mpc believes that, even with 
government fraud at the polls, it can still 
defeat Mr Mugabe next year. Morgan 
Tsvangirai, the party’s president, has called 
on the outside world to take steps now to 
support his country’s democracy. Pointing 
out that the campaign period is as crucial 
as the actual vote, he has called for the ex- 
tensive deployment of foreign observers, 
both for the presidential poll and for par- 
liamentary by-elections. 

The opposition also recognises the 
need for voter-education programmes to 
assure people, especially in the country- 
side, that the vote is secret. But the govern- 
ment finds this idea so threatening that it 
has given warning that it will ban any 
church groups or non-governmental orga- 
nisations from carrying out civic-educa- 
tion campaigns. 

Another pre-election issue is food re- 
lief. Atlast admitting thatit will have to im- 
port food, the government has sent mes- 
sages to potential donors that it will need 
relief—blaming droughts and floods, not, 
of course, its own disastrous agricultural 
policies. But the MDCis calling for all relief 
to be distributed by non-governmental 
organisations to prevent the ruling 
ZANU-PF party from using food as a cam- 
paign tool. 

Other Zimbabweans are looking fur- 
ther ahead. Human-rights workers are 
grimly compiling dossiers on beatings, tor- 
ture, murder and disappearances in the 
hope that, once Mr Mugabe and his hench- 
men are voted out of power, they may find 
themselves standing trial. = 





South Africa 


Space invaders 


KEMPTON PARK, JOHANNESBURG 
A land-grab in South Africa raises the 
spectre of invasions, as in Zimbabwe 


OMEN stamped and danced; men 

held up hammers and saws, shout- 
ing, “This is the land for the people.” On 
scrubland near Johannesburg’s interna- 
tional airport, demonstrators, led by the 
opposition Pan Africanist Congress (PAC), 
defied the police by claiming “anew phase 
of our revolutionary actions”. 

By last weekend over 5,000 squatters 
had hammered together shacks for a new 
would-be township. South Africans, living 
in overcrowded city slums, are desperate 
for space to call their own. Some people 
had been camping on the scrubland for 
months, but most had arrived just a few 
days earlier, to stand in long queues to buy 


But will he ever get to live in his house in Kem 


useless “receipts”, sold for 25 rand ($3) by 
the pac. “With this small piece of paper I 
can hopefully find some land here,” ex- 
plained one deluded buyer. 

The rand plunged as investors worried 
that Zimbabwean land-grabs, and attacks 
on farmers, had crossed the border. The 
government is determined to show that 
things are different in South Africa, as in- 
deed they are. “We cannot allow people to 
wake up in the morning and just come and 
take land. This is not the new Zimbabwe, 
notatall,” said Steve Tshwete, the minister 
of security, on July 3rd. Both President 
Thabo Mbeki and his land-affairs minister, 
Thoko Didiza, spoke publicly about the 
need for the rule of law and for orderly 
land reform. On July 10th the government 
obtained a court order to evict the squat- 
ters within 48 hours, and said it would do 
so by force, if necessary. 

But there is fear that the Johannesburg 
example could be copied in other parts of 
the country. “If we donot handle this quite 
firmly, it will spread like a veld-fire,” said 
Nic Opperman of the farmers’ Agricultural 
Union. For their part, the PAC’s leaders de- 
clared last week, to great cheers from the 
squatters, that they would support similar 
actions elsewhere. 

Across South Africa white farmers, al- 
ready vulnerable to criminal attack, patrol 
their farms and shoot trespassers. Dozens 
of farmers have been killed in the past 
year, as have many black people who en- 
ter farms unannounced. The police ar- 
rested 19 squatters who occupied land ona 
farm earlier this year in Eastern Cape prov- 
ince. In KwaZulu-Natal, a dispute over land 
owned by the mixed-race descendants of a 
Scottish settler has led to annual arson at- 
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tacks on their fields of sugar cane. 

Almost everyone agrees that the time 
has come for urgent land reform. One of 
the most powerful means of white control 
during the apartheid years was to dispos- 
sess black people of their land. Today, 
even many of the people who benefited 
from this, such as the Afrikanerbond (a 
successor to the Broederbond, a Boer se- 
cret brotherhood), want to see it reversed. 

But the government's three-pronged ef- 
forts—restitution, redistribution and ten- 
ure-reform—have been only partly suc- 
cessful. The most sensitive part of the 
programme is the return of land to those 
who can show that they previously 
owned it. According to the National Land 
Commission, which recently gave warn- 
ing of Zimbabwe-style land occupation if 
reform were not speeded up, restitution is 
only now beginning to show results. In 
June 1999, only 41 restitution claims had 
been settled, through the return of land, 
financial compensation, or both. By the 
end of last month, the figure had risen to 
more than 12,000. 

A broader sharing out of land, and re- 
forms to the land-tenure law, are even 
slower to get going. Although big land- 
owners are beginning to realise that they 
must cede some productive land, whether 
others can show a legal claim to it or not, 
almost none has been passed on as yet. 

Bureaucracy, lack of political interest 
and limited funds have meant that the gov- 
ernment's policy of acquiring farms on a 
willing-buyer, willing-seller basis has pro- 
duced no noticeable change. Perhaps the 
latest events—in Zimbabwe, and in Johan- 
nesburg last week—may stir everyone to 
move a bit quicker. m 
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Gather round the trough 


PARIS 


President Jacques Chirac (above) is in trouble over his use of money of dubious 
origin. Why isn’t Lionel Jospin (on the left) whipping it up? 


IGHTER aircraft streak in formation 

across the Paris sky; martial bands 
bring a tear to the patriotic eye; troops pa- 
rade down the Champs Elysées in choreo- 
graphed appeal to national pride. How 
fine, then, to be Jacques Chirac, president 
of France, and to take the salute on July 
14th, the anniversary of that day in 1789 
when angry Parisians stormed the Bastille 
prison and sparked off the revolution. 
What an opportunity to remind the nation 
of the republican ideals—liberty, equality 
and human rights—that France has ever 
since preached as universal. In short, with 
the next presidential election less than a 
year away, Bastille Day provides the per- 
fect opportunity to look presidential, and 
therefore worthy to be re-elected. 

So why have the clouds gathered this 
year over Mr Chirac’s parade? Why are 
some politicians on the right, ostensibly 
his allies, muttering that he will lose to Lio- 
nel Jospin, the Socialist prime minister? 
Why do a few even muse that Mr Chirac 
may not put himself on the ballot paper? 

The answer is that he faces an ever-ris- 
ing tide of scandal. Over the past year Mr 
Chirac’s name has been linked to illegal 
kickbacks on public-works contracts, the 
illicit financing of political parties, phoney 
jobs for party members and, in a burst of 
headlines last month, the use of taxpayers’ 
cash-literally, since airline tickets and ho- 
tel bills were paid for with bank-notes—to 


buy foreign trips for himself and his fam- 
ily. This week France’s now-relentless in- 
vestigating judges began questioning for- 
mer aides to the president, including his 
influential daughter, Claude, about the 
jaunts abroad. Next week they will, it is 
said, grill his wife. All that prevents the 
president himself being interrogated, even 
if only as a witness, is a lawyers’ stalemate. 
The president's men invoke the constitu- 
tion to say a president in office is above 
such things. The Paris prosecutor last week 
begged to disagree, but was this week con- 
tradicted by his superior on the Paris ap- 
peals court. 

Lawyers being lawyers, this wrangling 
will probably go as far as the supreme 
court, and may last beyond next spring's 
presidential and parliamentary elections. 
Yet in any other western democracy, says 
Alain Madelin, leader of the free-market 
Liberal Democrats (and a declared candi- 
date for the presidency), the president 
would long ago have been toppled. 

So how does Mr Chirac survive? In part 
because the French public has long consid- 
ered politicians corrupt by definition, so 
what's new? And the public has a point, 
witness the now notorious scandals of 
Francois Mitterrand’s presidency. As for 
Mr Chirac’s alleged misbehaviour, it dates 
from his 18-year tenure as mayor of Paris, 
from 1977 to 1995, when the public-works 
kickbacks were apparently divided be- 
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tween all the main political parties, includ- 
ing even the Communists. Last December, 
in a denial of any personal involvement, 
the president, describing himself as the 
“permanent victim” of scurrilous specula- 
tion, argued that it was the system of party 
financing that was at fault, and that he had 
been the first to introduce rules to clean it 
up. Let the French be reassured: there was 
and is no “moral or political crisis”. 

Maybe not. But does the argument ap- 
ply to the FFr2.4m ($450,000 at the time) 
paid in cash for foreign trips by the Chirac 
entourage between 1992 and 1995? The 
conservative Le Figaro this week put the to- 
tal only half that high, but that answers no 
questions. Why in cash? Where did it come 
from? The bland presidential explanation 
is that payments in cash were a way of pre- 
serving security and that the money was 
partly from Mr Chirac’s own pocket, partly 
from “secret funds” legally acquired dur- 
ing his time as prime minister—four years 
or more earlier. His opponents hint at a dif- 
ferent explanation: perhaps the money 
came not from the special funds but from 
the public-works kickbacks—and, either 
way, it was clearly being spent for his own 
purposes, not even for his party, the Rally 
for the Republic. 

Yet at least one opponent, the prime 
minister, thinks the best tactic is to tread 
carefully. Rather than support some left- 
wing efforts to remove the president’s im- 
munity forthwith, Mr Jospin says any con- 
stitutional amendment to that effect 
should come into force only with the next 
presidency. As to the secret funds, set up 
over 50 years ago and totalling FFr394m 
for this year, they have their place, he 
thinks: just over half goes to run the secret 
services, the rest being shared between the 
presidency and the prime minister’s office 
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> the supposedly overworked and under- 
paid, from senior ministerial advisers 
down to secretaries and cooks. 

Indeed, when three conservative par- 
liamentarians, noting that governments of 
both left and right have benefited from the 
money, this week demanded an immedi- 
ate freeze on the funds, Mr Jospin accused 
them of blatantly and irresponsibly trying 
to divert public attention: “Why not”, he 
asked, “freeze the state?” The better way, 
says Mr Jospin, is to review the system 
with a careful parliamentary inquiry. He 
does not mean one of the deep-digging 
American variety. 

The electoral question is whether Mr 
Jospin’s softly-softly approach will bring 
him victory. In theory itsets him above the 
tawdry goings-on of daily politics (indeed, 
it makes him look presidential), while 
leaving Mr Chirac’s reputation to be 
stained by every new leak from the judi- 
ciary. Yet he cannot be sure. The left too— 
from the Socialists through to the Commu- 
nists—has plenty of skeletons to keep hid- 
den from the judges. And Mr Jospin was 
for years first secretary of the Socialist 
Party, and later a minister, under the du- 
bious President Mitterrand. 

Meanwhile, Mr Chirac remains remark- 
ably popular. Even as pollsters declare that 
80% of French adults are “shocked” by the 
way the secret funds have been used, they 
also find that in the second round of a 
presidential election, when all the no-hop- 
ers have been knocked out, Mr Chirac and 
MrJospin look to be neck-and-neck. m 


The EU’s next six months 
We have ways of 
making you talk 


BRUSSELS 
The Belgians, thatis, now in the 
European Union’s chair 


| Fees is a children’s game called “King 
for the day”, in which a lucky infant is 
allowed to boss everybody else around for 
that space of time. The European Union’s 
version of this is called “president for six 
months”. Every six months a fresh one of 
the 15 EU countries is allowed to set the 
EU’s agenda and to chair all its meetings. 
This rotating presidency does little to 
create continuity of policy or wider public 
appreciation of what the Ev is all about. 
But it is politically necessary, and rather 
jolly for the country concerned. 

Belgium, which is chairing the Eu from 
now until the end of the year, is lucky 
enough to have taken over at an exciting 
time. On January ist next year the euro, the 
EU’s new single currency, will at last ap- 
pear as notes and coins. The next six 
months will also be a decisive period for 


An EU tax? 


The citizens will love it 


BRUSSELS 


A few enthusiasts want a special EU tax, to make the 


OR a while, the idea seemed to be 

gathering support. At present, about 
14% of the European Union’s budget of 
€93 billion ($86 billion) comes from cus- 
toms duties; the rest, on formulae be- 
yond most human understanding, from 
national treasuries. But recently, with va- 
rying degrees of enthusiasm, a number 
of European grandees have come out 
for, or at least for looking at, a switch to a 
specifically eu tax. Among those in fa- 
vour have been Romano Prodi, the head 
of the European Commission; Hans Ei- 
chel, Germany's finance minister; Lau- 
rent Fabius, his French counterpart; and 
the prime ministers of Belgium and Lux- 
embourg. The European Parliament's 
budget committee too is in favour, and 
reckons the parliament should set the 
tax rate. 

The Belgians are among the most vo- 
ciferous supporters. They argue that an 
overtly Eu tax would make the Eu’s 
workings easier to examine, and there- 
fore—a large leap of reasoning, this— 
more popular. Of course, they add hast- 
ily, any such new tax would have to be 
offset by matching tax cuts elsewhere. 

What sort of tax should this be? The 
Belgians have floated a number of op- 
tions: a defined share of national value- 
added-tax receipts; an EU-wide tax on 
savings; one on e-commerce; an energy 
tax. Strangely, a direct EU income tax is 
not on the list. 

Alas, the more Eu leaders have 
thought about the idea, the less they like 


the negotiations aimed at bringing into the 
EU most of the countries of East and Cen- 
tral Europe, negotiations which the Eu has 
promised it will try to conclude by the end 
of next year. And Belgium's presidency 
will culminate with a summit in the Bel- 
gian town of Laeken on December 14th 
and 15th, at which the £u will embark on 
another round of political and constitu- 
tional reforms. 

It is the Laeken summit that seems to 
excite the Belgians most. They have always 
been keen integrationists. Laeken is their 
opportunity to give a fresh push to the no- 
tion of the “ever-closer union” that the 
EU’s founding fathers dreamed of. 

At Laeken, the Eu’s national leaders 
will set up a political convention to con- 
sider its future. The members of the con- 
vention will be largely drawn from the 
European Commission, national govern- 
ments, national parliaments and the Euro- 
pean Parliament. The summit will ask 


more popular 
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it. In a rare public session of Ecofin, the 
grouping of European finance ministers, 
most of them ridiculed the idea and, by 
implication, Didier Reynders, Belgium's 
finance minister. Gerrit Zalm, the Dutch 
one, said that the last foreigner who had 
tried to impose a tax on his people, the 
Duke of Alba, a 16th-century Spanish 
governor-general, had provoked an 80- 
year war. Britain’s moneyman, Gordon 
Brown, recalled the tax on tea that led to 
the American revolution. Chastened, Mr 
Reynders said he would press ahead 
with his idea, but would try to ensure it 
did not cause “a war in the Netherlands 
or a revolution in the United Kingdom”. 
Need he bother? Any decision would 
have to be unanimous and ratified by all 
national parliaments. 
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them to consider a broad range of ques- 
tions. For example, should the Eu write it- 
self a constitution? What should be the di- 
vision of powers between the Union, its 
constituent countries and European re- 
gions? Should it seek its own tax-raising 
powers (see box)? The Belgians want to ap- 
point some elder Eu-statesman to chair 
the convention. Much of the haggling at 
Laeken may centre on who exactly this piv- 
otal figure will be. 

The fact that so much can already be 
safely predicted about Laeken is an indica- 
tion of why the six-month presidency can 
be important. For the Belgians want to 
push through a much broader agenda than 
the more cautious countries—Britain, Ire- 
land, the Nordics—would have liked. The 
British at first wanted the next round of EU 
political haggling to be very limited in 
scope, and they opposed the whole idea of 
a convention. Now they have accepted 
both ideas. In return, Tony Blair has ex- »| 






> tracted a promise from Guy Verhofstadt, 
his Belgian counterpart, that when the 
convention reports in 2003 or 2004 it will 
not come up with a take-it-or-leave-it blue- 
print, but will instead offer a series of op- 
tions for national leaders to consider. 

The Belgians have agreed to this idea, 
partly because they think it may ulti- 
mately play into the integrationists’ hands. 
If the convention had to agree on a single 
text, they reason, it would probably come 
down to the lowest common denominator 
of the rival ideas. A broader range of op- 
tions may allow the more integrationist 
ideas to gather support. 

On the enlargement of the Eu, the Bel- 
gians insist that they are just as keen as the 
Swedes, who made it a central theme of 
their presidency in the first half of this 
year. But Belgium has asked the European 
Commission to issue a report not just on 
how much eEu-related legislation the 
would-be members are enacting, but on 
the quality of their implementation of law 
and their administration. Fair questions— 
but ones that the applicants are bound to 
see as an attempt to slow things down. 

As for the euro, most of the technical 
preparations are in the hands of the Euro- 
pean Central Bank. But even here the Bel- 
gian presidency has a role. Indeed, differ- 
ences over how to handle the preparations 
have already strained relations between 
Wim Duisenberg, head of the Ecs, and Di- 
dier Reynders, Belgium’s finance minister. 
Between them, they had better get it right. 
The euro matters to the average EU citizen. 
For Laeken or enlargement talks, he 
doesn’t give atuppenny damn. = 


German labour law 
No great harm, no 
good either 


BERLIN 
That’s Chancellor Gerhard Schréder’s 
record in this field 


HE central plank of Gerhard Schréder’s 

election campaign in 1998 was his pro- 
mise to bring down unemployment from 
the 4.1m that it stood at then to under 3.5m 
by the next general election, due in the au- 
tumn of 2002. Now, with just over a year 
to go and the economy unlikely to grow by 
more than 1% this year, according to the lat- 
est forecast from the Berlin-based German 
Institute for Economic Research (prw), 
that pledge looks hard to redeem, if notim- 
possible. The number of jobless, which 
had been coming down steadily for three 
years, has been rising again for the past six 
months. It now stands at 3.85m. And by 
now it is the voters’ chief concern. No 
wonder the chancellor is beginning to 
quake in his shoes. 


repeated warnings from international 
organisations and Germany’s own econ- 
omic research institutes, the government 
has done little to relax the notorious rigidi- 
ties of Germany’s labour market. Indeed, 
many of the measures it has introduced 
appear to go in precisely the opposite di- 
rection: strengthening works councils, ex- 
tending the right to part-time jobs, limiting 
the maximum duration of fixed-term con- 
tracts, increasing sickness benefit (and so 
making “sickness” more attractive), impos- 
ing tax and welfare charges on low-paid 
jobs, and giving back job protection to 
workers in firms of five-to-ten workers. 

Yet, despite the employers’ predictable 
squeals, there is actually little evidence 
that this has done any significant harm. 
“Some measures may have made things 
marginally worse, others marginally bet- 
ter,” says Klaus Zimmermann, head of the 
DIW. “But our studies show that the over- 
all effect has probably been neutral. So far, 
Mr Schröder has relied on macroeconomic 
conditions to bring unemployment down. 
And these are no longer enough. But he 
has neither worsened labour-market flex- 
ibility, nor improved it.” 

To be fair, the government has brought 
in some bold reforms. It has cut the (all-in- 
clusive) tax rate on corporate profits from 
52% to 38%. It has abolished capital-gains 
tax when one company sells its holding in 
another, so encouraging greater efficiency. 
It has chopped the top rate of income tax 
from 53% to 48%, and plans to bring it 
down to 42% by 2005. It has introduced an 
element of state-subsidised private financ- 
ing for the first time into Germany's totter- 
ing pension system, and has promised to 
keep state-pension contributions below 
20% of gross wages for the next couple of 
decades. And it is now planning conten- 
tious legislation to admit tens of thou- 
sands of foreign workers, to help relieve 
bottlenecks in the economy caused by 
growing shortages of certain skills. 

This year alone tax cuts have lopped 
over 1% of GDP off company and house- 
hold tax bills. But the hoped-for boost to 
domestic demand was negated by an un- 
expectedly sharp rise in inflation. This hita 
12-month 3.5% in May, andis still above 3%. 
The unions are already sharpening their 
swords. 

In what was considered one of the few 
real successes of the government-brokered 
“Alliance for Jobs” forum linking employ- 
ers and unions, most wage settlements 
agreed on last year covered a two-year per- 
iod, with moderate rises averaging 2.5% a 
year. At that time, inflation stood at a mere 
1.5% and was expected to be no higher this 
year. With inflation now double that, the 
unions feel they have been duped. The 
huge 28% rise just won by Lufthansa’s pi- 
lots has added to their annoyance. 

The next big round of wage negotia- 





As he should, many would say. Despite 
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The labour office isn’t short of work 


tions, due to begin early next year, is 
bound to be much fiercer than the last one. 
Some government ministers are beginning 
to wonder whether the Alliance for Jobs 
should not be quietly scrapped before it is 
blown asunder. 

The sheer cost of labour—in industry, it 
is the world’s highest—is arguably the big- 
gest single obstacle to job-creation. Em- 
ployers, as they do everywhere, blame 
welfare charges, shared equally by em- 
ployer and employee. These equalled 
42.3% of gross wages when Mr Schréder 
first came to power. He promised to bring 
the figure down to under 40%, and by 
transferring some pension costs to the gen- 
eral budget he has lowered it to 40.8%. But 
now rising health-insurance premiums 
look set to push this back over 41% again. 
Since it is total labour costs that count, em- 
ployers would do better blaming them- 
selves—as they do nowhere—for the (much 
larger) share of these costs, simple wages, 
that their representatives negotiate. But 
that is not how they see it. 

Nor how Mr Schréder sees it. Earlier 
this year, ever the populist, he blamed the 
jobless themselves for high unemploy- 
ment. “German workers have no right to 
laziness!” he thundered, threatening that 
anyone who rejected a reasonable job 
might find his benefits cut. Now, with his 
goal of lowering unemployment to 3.5m 
by election time looking ever more im- 
plausible, he has turned his wrath on the 
employers, accusing them of failing to 
create enough jobs. “If we don’t achieve 
that,” he said this week, “we'll have to ask 
ourselves what went wrong.” He might 
usefully begin by examining his own re- 
cord. He is not the only one who should do 
so, nor has he done as much harm as is of- 
ten said. But he has not done the good that 
he could have done. m 
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Ethnic conflict in Macedonia 


Waiting 


TETOVO 
For peace, perhaps. For more fighting, 
probably 


OLED up with a large-calibre Ameri- 

can sniper’s rifle in a ruined house on 
the slopes of the ethnic-Albanian quarter 
of Tetovo, the rebel sharpshooter could 
open fire on any target within 1,000 metres 
across Macedonia’s second-largest city. 
And, like others, he is ready to. 

Supposedly, a ceasefire has put Mac- 
edonia’s insurgency, now in its seventh 
month of violence, on hold. But this week 
the rebel National Liberation Army set up 
roadblocks in and around Tetovo, in effect 
taking control of many suburbs and sur- 
rounding villages. Some of these heavily 
manned roadblocks are only a few hun- 
dred metres from the sandbags of police 
positions. The police mostly hold their fire; 
they are under orders not to break the 
ceasefire, on whose continuance all hope 
of successful political negotiations de- 
pends. Instead, the rebels claim, the gov- 
ernment is sending armed civilians to do 
the shooting. Certainly, it is using Serbian, 
Ukrainian and Bulgarian mercenaries. If it 
is using civilians, that is new. 

The NLA can afford to wait. It reckons it 
has the military upper hand. Its forces may 
be the weaker, but they have shown that 
they can resist months of everything, artil- 
lery bombardment and helicopter strafing 
included, that the inexperienced govern- 
ment troops can aim at them. There are 
bigger forces nearby, of course: NATO has 
warned the rebels that any attack on 





what happens? 

NATO has said that it is ready, if the 
ceasefire holds, and if there is a political 
peace deal, to sendin a force of up to 3,000 
men to disarm the rebels. But it worries 
whether it could even do that, and get out 
again within the six weeks it talks of, 
rather than find itself drawn in as a long- 
term peacekeeping force. Still less does it 
want to come in shooting from the start. 

Neither of its two conditions looks 
likely to be met. Macedonia’s Slav and eth- 
nic-Albanian political parties have before 
them a draft framework of constitutional 
reforms, intended to meet Albanian griev- 
ances, drawn up by local and western ex- 
perts. But the Slav side is split. The hawks 
are led by the prime minister, Ljubco Geor- 
gievski, backed by the interior minister, 
who controls the heavily militarised police 
force. The doves, under President Boris 
Trajkovski, believe these hardliners insti- 
gated the recent violent protests outside 
the parliament building in which western- 
ers were attacked and the president's office 
shot at. The hawks are also believed to be 
backing paramilitary organisations ready 
to attack civilian Albanians if the rebels 
kill too many policemen or soldiers, or oc- 
cupy too much more territory. 

But just suppose the ceasefire holds, 
and the four Slav and Albanian parties 
represented in the two-month-old co- 
alition government can agree on and im- 
plement a constitutional reform. NATO 
troops will arrive, set themselves up 
around the towns of Tetovo, Gostivar and 
Kumanovo, and start collecting rebel 
weapons. The ethnic Albanians will see 
their language officially recognised, and 
their community given equal political 
rights with the Slav majority. In their vil- 


That’s Albania’s flag the Macedonian police have seized. And another one 


lages, the Slavs manning the local police 
posts may be replaced by Albanians. Con- 
tented, the rebels will hand in their arms to 
NATO and largely fade away. The Euro- 
pean Union, which put Macedonia on the 
road to full zu membership with a stabili- 
sation and association agreement signed 
in April, will start deploying the €50m 
($42m) of aid that it has promised. And the 
government no doubt will replace its heli- 
copters with flying pigs. 

Yet the alternatives are grim. Suppose, 
say, that the NLA entices NATO in with a 
promise to disarm and then attacks the 
government forces across a line of NATO 
troops. Imagine a serious outbreak of para- 
military violence, typically the first step to 
disintegration in a Balkan country. A visit- 
ing EU-American delegation said last 
week, hours before the ceasefire took nom- 
inal effect, that Macedonia was as close as 
it had ever been to erupting into total war. 
A week later, little has happened to make 
that prospect seem much farther away. m 





Russia’s armed forces 
Come on, look like 
soldiers 


MOSCOW 


The forces are being slimmed and 
reformed. And don’tthey need it 


EFORM at the top, decay at the bottom. 

That is the state of Russia’s huge but 
miserable armed forces. The past week’s 
news gives a vivid snapshot of the mess. 

In Rostov, in southern Russia, two de- 
serters shot six other soldiers and hijacked 
a series of cars before being caught at a 
roadblock. They told journalists that they 
wanted to set up a criminal gang. In Rus- 
sia’s westernmost province, the enclave of 
Kaliningrad, a conscript, said by friends to 
be easily excited, stole a rifle and ammuni- 
tion, and then a car, which he crashed. He 
was captured after wounding a police- 
man. Some deserters in the same region re- 
cently killed five people in a farmhouse. 
Another conscript, when he deserted this 
week outside Moscow, carried off a sub- 
machinegun and 600 rounds with him. 

The commonest reason for such inci- 
dents is bullying, which is endemic in the 
Russian armed forces. Another is the qual- 
ity of the conscripts, some of whom have 
mental problems, criminal records, or 
both. For the first time in modern Russian 
history, some are wholly illiterate. 

This same week the Baltic fleet, suppos- 
edly one of the best bits of the Russian 
armed forces, announced that 19 sailors 
had died in accidents in the first half of the 
year. Nothing unusual there: the figure 
was 38 last year, and 30 in 1999. Western 
admirals would be sacked if they lost even »» 


SETI SEER APIA RON TIE RTE 4 


> ahandful of lives that way. 

In charge of this shambles is one of Mr 
Putin’s closest pals, the new defence minis- 
ter, Sergei Ivanov. An urbane, polyglot ex- 
spy, he is trying to speed up reform andim- 
prove the forces’ abysmal public image. 
Last month he sacked the deputy chief of 
the general staff in charge of public rela- 
tions, General Valery Manilov, whose 
bluster about the war in Chechnya had 
provoked ridicule among outsiders. 

Another overdue step has been to re- 
cognise that the Russian army’s record in 
Chechnya deserves scrutiny, to put it 
mildly. In the past, allegations of brutality, 
torture and abduction have brought only 
denials, even when a mass grave was un- 
earthed earlier this year near the Russian 
military headquarters of Khankala. After 
brutal raids this month on three Chechen 
villages, Assinovskaya, Sernovodsk and 
Kurchaloy, the military prosecutor's office 
has this week launched an investigation, 
and senior Russians have even apologised. 
Officials say 82 criminal cases have been 
opened against Russian soldiers in Chech- 
nya. But a colonel on trial for raping and 
killing a Chechen teenager looks likely to 
escape on “mental health” grounds. 

Whether this changes anything on the 
ground is another story. The war seems as 
unwinnable as ever. There is no sign that 
the Kremlin's puppet regime, or the sol- 
diers who keep it there, are winning over 
Chechen hearts or minds. Russian intelli- 
gence sources insist, as ever, that the rebels 
are demoralised and all but beaten, surviv- 
ing only thanks to drug-smuggling and 
support from Islamic extremists abroad. 
One notorious Chechen gang leader, Arbi 
Baraev, was indeed hunted down recently. 
But all the main rebel commanders remain 
at large, and Russian casualties, mostly 
from mines and snipers, mount by the day. 
The official casualty figures so far are 3,433 
dead since 1999 and 10,160 wounded; 
many believe the real numbers are higher. 

All this explains why Mr Ivanov is try- 
ing to get things moving. One of his depu- 
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tiesis attempting to make the military bud- 
get less leaky. This week his officials 
ordered the closure of trading firms linked 
to the defence ministry, which are widely 
seen as a swamp of corruption. This week 
too Mr Ivanov said that troop numbers 
would be cut faster. So far this year 20,000 
officers have been laid off. A further 
70,000 are due to go by the end of the year, 
and 365,000 in 2002. Crude cuts, though, 
are only part of the answer. Russia has to 
create modern forces matching its current 
military needs. That means raising stan- 
dards, conditions and morale. 

It is not a new problem. Mr Ivanov re- 
cently quoted an anguished letter about 
officers’ living conditions. “It is simply im- 
possible for an officer to feed and clothe a 
family on his salary. As a result, good offi- 
cers are leaving, and it is impossible to re- 
cruit new ones.” His punchline was that 
the letter was written to a tsarist defence 
minister, some 90 years ago. An interesting 
point-butnota comforting one, given that 
defeat and revolution soon followed. m 


Albania’s election 


On the road to 
normality 


TIRANA 
So its re-elected prime minister hopes 


OAD-building is a useful vote-winner, 
especially in countries struggling to 

shake off poverty. Nowhere more so than 
in Albania, where pot-holed lanes are the 
rule, a legacy of Stalinist days when priv- 
ate cars were banned. Just days before the 
voters went to the polls on June 24th, in the 
first of a two-round general election, the 
governing Socialists opened a new four- 
lane highway from Tirana to Durres, the 
main port and, almost as important, the 
nearest stretch of beach to the capital. 

Ilir Meta, the youthful prime minister, 
pulled off another coup just in time for the 
election. His determined effort to keep Al- 
bania out of the ethnic conflict in Macedo- 
nia was rewarded at the EU’s summit in 
Gothenburg. Talks are to start later this 
year on a Stabilisation and association 
pact with the EU, a sort of beginners’ agree- 
ment for Balkan countries (Macedonia and 
Croatia have already signed up) that aspire 
to be admitted in the nextintake but one of 
EU enlargement. 

The result, unsurprisingly, was a solid 
victory for Mr Meta and his Socialists; and 
by the standards of Balkan elections, a 
fairly clean one. After the second round, on 
July 8th, the Socialists had won 70 out of 
140 seats in parliament. They were also 
ahead in another four constituencies 
where irregularities had been judged seri- 





Meta dreams of the EU 


ous enough to warrant a re-run. The right- 
of-centre Democratic Party captured 42 
seats, the remainder going to four small 
parties. The Socialists finished with 42% of 
the vote, to 36% for the Democrats. 

Observers from the Organisation for 
Security and Co-operation in Europe and 
the Council of Europe reported some in- 
stances of voter intimidation and ballot- 
box stuffing, but the violence that made 
past Albanian elections dangerous for par- 
ticipants and observers alike was notice- 
ably absent. Predictably, Sali Berisha, the 
mercurial former president who heads the 
Democrats, refused to accept defeat, alleg- 
ing fraud had been widespread. But this 
time, instead of urging his supporters to 
demonstrate in the streets of Tirana, Mr 
Berisha said would take his case to the 
European Court. Indeed, on election night, 
the capital was oddly subdued. 

Mr Meta says he wants to team up again 
with smaller pro-Eu parties like the Demo- 
cratic Alliance and the Social Democrats 
that were part of the Socialist-led coalition 
last time. This would give the Socialists the 
84 parliamentary votes needed to elect a 
new president next year. Their party 
leader, Fatos Nano, a tough ex-communist, 
is keen to make a come-back after losing 
the prime minister's job in a party bust-up. 
The post carries few powers, but he is still 
hungry for a chance to lord it over Mr Ber- 
isha, an old rival who sent him to jail in the 
mid-1990s for political offences. 

Some observers fear that a revival of 
that feud might undermine Albania’s still 
fragile stability; memories of the anarchy 
that followed the collapse of a dozen pyra- 
mid finance schemes in 1997 and brought 
down Mr Berisha are only just starting to 
fade. Yet the Socialists’ second straight 
election win, a rare event in the Balkans, 
has strengthened Mr Meta and his young, 
pro-EU supporters in the party. They may 
yet make Albania what West Europeans 
will think of as anormal country. m 





E RUNS, he leaps, at times he skids. He thumps, exceedingly 


puller. He can be deadly to his opponents, and all charm to 
them half an hour later. He knows God is on his side—which 
plainly is more than God knows, because, above all, he’s erratic 
and generally he loses. This week was the astounding exception: 
to the roars of his Croatian compatriots, Goran Ivanisevic, a 
wild-card entrant out of sight in the world ratings, won the most 
treasured prize in tennis, the men’s singles title at Wimbledon. 
And, though he is absolutely not a fanatic, a proud Croat he is, 
and a very appropriate symbol of Croat nationalism. 
The spitting image of it, you might say. Nasty Goran one mo- 
ment, nice Goran the next, he readily admits to a split personal- 

ity, as well he may, being born in the city of that name 29 years 
ago. Just so did Croatian voters in early 2000 replace the near- 
dictatorship installed by Franjo Tudjman, their newly dead first 
post-communist leader, with a government of almost unnatural 
democratic virtue and zeal to join the EU. And when Mr Ivani- 
sevic is on court there is usually some hefty racket going, just as 
there was among the Croats of Bosnia, whose favourite bank 
had to be stamped on by the United Nations this year for its fi- 
nancing of separatism, smuggling and other dubious activities. 

This week too Croatian nationalism faced one of its hardest 
tests, though one in which, paradoxically, its best chance of dur- 
able victory is surrender. The coalition government of Ivica Ra- 
can has been under pressure from the UN war-crimes tribunal at 
The Hague to hand over two generals for crimes committed 
against Serbs during the fighting of the mid-1990s. With Serbia’s 
Slobodan Milosevic behind bars, the UN thought it was time to 
show its justice was even-handed, and its chief prosecutor, 
Carla Del Ponte, was in Zagreb on July 6th demanding action. By 
a majority, the cabinet agreed to give way—and promptly lost 
three ministers, because their party, the Social Liberals, Mr Ra- 
can’s main coalition partners, disagreed. The Social Liberal dep- 
uty prime minister stayed on, because he disagreed with his 
party. But even so Mr Racan had to cast about for new allies and 
call a confidence vote in parliament for this weekend. 

To many Croats, to give up the generals would be a betrayal. 
Sure, there were crimes; in truth—not the Balkans’ best-known 
product—many and foul ones, as Serbs who had lived for gen- 
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hard. He makes a lot of noise. He is emotional, and a crowd- 


Croatia’s Wimbledon-winning tennis player is a true symbol of Croat nationalism 





erations in Croat lands were brutally expelled, or killed before 
they fled. But were the generals not fighting for the nation, 
against the hereditary enemy? Hereditary enemy? Their Serb 
brothers? That’s the point at which, repeatedly during the past 
decade, West European eyebrows have been raised in surprise. 
Granted, Serbs and Croats differ in their versions of Christianity. 
But, though they use different scripts for it, do they not speak vir- 
tually the same language? Were they not, for some 70 years, all 
Yugoslavs, united by the long history of alien rule that preceded 
that country’s invention soon after the first world war? 

So they were—except that it was exactly alien rule that dis- 
united them. The Croats for centuries were under Hungarian, 
then Austro-Hungarian rule. That is why they are Roman Catho- 
lic, and historically have looked northward, coexisting with their 
foreign overlords, often at odds with them but not at war. The 
Serbs for even longer were part of the Turkish empire, but for 
them coexistence was dotted with repeated episodes of armed 
resistance. Early in the 19th century, as Turkish power grew 
weaker, they broke into open revolt. The Russians, Orthodox 
Christians like the Serbs, came to their aid. 

The struggle against the Turks went to and fro, until, again 
with Russian help in 1877-78, the Serbs achieved independence 
(and the freedom to resume the clan vendettas, Karadjordjevic 
against Obrenovic, that had dominated their history since the 
first Black George raised the standard against the Turks in 1804, 
and later had his head cut off by the first of the Obrenovic dy- 
nasty). And what were the Croats doing all this while? Arguing 
with Austro-Hungary, on and off, but still ready to be run by it, 
rather prosperously. Indeed in 1914-18 they were fighting, if not 
all of them willingly, in its armies against their Serb cousins. 

Little wonder that when the new Yugoslavia was born (and 
even that unifying “South Slav” name was not adopted at once), 
the Serbs saw themselves as the real winners and represen- 
tatives of national freedom, while many Croats quite soon saw 
them as oppressors. Hence the rise of Croatian nationalism and 
its extremist arm, the Ustasa terrorist movement. Hence, after 
the German invasion of 1941, the creation of a puppet Croat 
kingdom, under German tutelage and nominally ruled by an 
Italian duke, but run, a good deal less nominally, by the Ustasa 
leader, Ante Pavelic. His short-lived regime was marked by mas- 
sacres of Serbs and the destruction of Orthodox churches. If this 
was brotherhood, it was that of Cain and Abel. 


The proper place for champions 

And, for all the decades of communist rule under Tito, neither 
Serbs nor Croats have forgotten the divisions of the past. It is 
these, more than anything, that define their rival identities. 
Hence the red and white flags—the colours of Croatia, but also in 
earlier days of the Ustasa—that swamped Croatia as they had 
swamped Wimbledon when Mr Ivanisevic won his famous vic- 
tory. Hence, maybe, the double edge of his remark that a Dutch 
prison is where a man like ex-President Milosevic deserves to 
end his days. And watch him as he crosses himself, thanking 
heaven for the point he has just won. The gesture is that of a 
Christian, but not just any Christian: the hand movements are, 
specifically, Catholic ones, not those of Orthodoxy. Mr Ivani- 
sevic is no more a politician than Mr Milosevic is atennis player. 
But here is a Croat, not an ex-Yugoslav. Do not be surprised that 
some Croats carry such feelings to the point of reckoning that 
the place for Croatia’s champions is on court, not init. @ 








Public services 


Socialism in one country 


BRUSSELS 


The idea of giving the private sector a big role in public services is contentious in 
Britain. In the rest of Europe, it’s commonplace 


T IS now widely accepted in both Britain 

and Brussels that the centre of political 
gravity in the United Kingdom is some 
way to the right of that in continental Eu- 
rope. When it comes to issues such as tax- 
ation and trade unionism, that may be 
true: Tony Blair has accepted most of the 
Thatcherite inheritance, and is calling for 
economic liberalisation across the EU. But 
the same cannot be said of the issues on 
which Mr Blair fought the last election, 
health and education. Compared with the 
way those services are run in mainland Eu- 
rope, health and education in Britain are 
run by centralised, egalitarian, socialist- 
style systems. 

Britain’s National Health Service is a 
centrally-planned, government-funded in- 
stitution, which responds to excess de- 
mand in the classic style of a nationalised 
industry—by rationing. In much of conti- 
nental Europe, by contrast, governments 
take a more flexible and pragmatic ap- 
proach to both the funding and the provi- 
sion of health care. 

Britain’s state education system is com- 
prehensive and non-selective. The govern- 
ment has tried, nervously, to introduce 
change; but it’s hard, because the Labour 
Party is wedded to a system that it intro- 


duced in the name of egalitarianism. 
Other European countries have no such 
hang-ups. Germany and the Netherlands, 
which are both instinctively egalitarian 
countries, nonetheless have secondary- 
school systems that filter children into aca- 
demic and vocational streams. In Britain, 
such an idea would still be dismissed with 
horror as condemning the non-academic 
to sink schools and educational failure. Yet 
the selective German and Dutch systems 
produce far fewer illiterate and innumer- 
ate school-leavers. 

Both in Britain and on Europe’s main- 
land, it is widely assumed that the pro- 
blems with Britain’s public services are the 
consequence of Britain’s relatively low 
taxes. The British habitually talk about the 
under-funding of the health service, and 
Mr Blair has promised to raise British 
health spending to the European average; 
French newspapers love to dwell on the 
“Dickensian” state of Britain’s public ser- 
vices, and to use this as a justification for 
their own country’s relatively high levels 
of taxation. 

Many European countries certainly 
spend more taxpayers’ money on health. 
Butitis the difference in private, not public, 
health spending that accounts for most of 
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the gap (see chart). In 1998, according to the 
OECD, the Netherlands spent 8.7% of GDP 
on health, Italy spent 8.2%, Austria spent 
8% and Britain spent just 6.8%. But expen- 
diture by the state was rather similar; Italy 
spent 5.5%, Britain 5.7%, Austria 5.8% and 
the Netherlands 6%. 

Even in the higher spending countries, 
such as France and Germany, most of the 
gap was accounted for by private-sector 
spending. By accepting a mixed system, 
based on social insurance, rather than a 
taxation-based system in which the gov- 
ernment is overwhelmingly the single 
buyer of health care, continental Europe 
has succeeded in bringing more money 
into health care. 

The idea of paying a fee to see your fam- 
ily doctor would be regarded as dangerous 
in Britain—the first step on the road to the 
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> privatisation of the NHs that Mr Blair has 
sworn never to allow. But go to see an 
equivalent to your Gp in Germany, France, 
Austria and Belgium and you will be ex- 
pected to get your wallet out at the end of 
the appointment. Most—but not all—of 
your expenses will usually be reimbursed 
by your insurance scheme. 

In France, typically only 85% of out-of- 
pocket expenses are subsequently reim- 
bursed by insurers, and 80% of the public 
have taken out private, voluntary, top-up 
insurance, in addition to the social insur- 
ance provided by their employers or the 
state. In Germany, meanwhile, over 50% 
of hospitals are run on a private or inde- 
pendent, non-profit basis; these hospitals 
then provide services to the state or insur- 
ers on a contract basis. Yet the idea that 
anyone other than the state should own 
hospitals that do work for the Nus is al- 
ready provoking apoplexy on the Labour 
back-benches. Perhaps those apoplectic 
MPs might reconsider if they realised that 
Germany’s mixed health-care system pro- 
vides seven acute hospital-care beds per 
1,000 people, while Britain’s manages just 
two. 


My money, my choice 

More private funding does not just bring 
more money into European health ser- 
vices. It also gives consumers more choice. 
In Germany, for instance, where employ- 
ees must join a health-insurance scheme, 
they have 500 to choose from. Funds com- 
pete both on price and on the range of 
benefits offered. Some half a million peo- 
ple switch funds every year. That’s a com- 
mon pattern around Europe. And, across 
Europe, people spend more money buying 
health care direct than through insurance 
schemes. That means they are choosing 
their doctor and their hospital as they 
would choose their hairdresser. And the 
more people have the ability to choose the 
health care they want, the more responsive 
the country’s system will be to their de- 
mands. 

The idea that the main problem with 
British public services is under-funding 
stemming from low taxation does not 
stand much scrutiny when it comes to edu- 
cation, either. The Netherlands spent 4.6% 
of Gpp on education in 1998, while Britain 
spent 4.9%. Yet it is undeniable that the 
Dutch get better results. In 1999 only 10% 
of Dutch adults had difficulty reading and 
writing, compared with 23% in Britain. In 
the Netherlands, 65% of school pupils are 
educated in schools run by private founda- 
tions, which control their own admissions 
systems. 

Germany—which does spend about 
20% more per secondary-school pupil 
than Britain—provides another example of 
the successful use of local autonomy and 
streaming. Regional governments run 
their own education systems, which are 


The mayor’s £5 flutter 


Road charges will have to be much higher than proposed to cut congestion 


Kx LIVINGSTONE, the mayor of Lon- 
don, is not one to duck a challenge. 
This week, he staked his political career 
on a plan to charge motorists a £5 fee to 
enter the central area of the capital (see 
map). The howls of outrage from motor- 
ing organisations and political oppo- 
nents that greeted the announcement 
are an indication of just how big a politi- 
cal gamble he is taking, 

Mr Livingstone has set himself a tight 
timetable—18 months-for introducing 
the scheme. He may be able to do it. The 
scheme will use familiar techn 
roadside cameras linked to a central 
computer database. Drivers can pay the 
fee either in advance or retroactively up 
to midnight on the day they enter the 
charged zone. Similar charging schemes 
in Oslo and other Norwegian cities have 
been working well with little contro- 
versy for nearly a decade. In Singapore, a 
more ambitious variable electronic toll- 
ing scheme has reduced rush-hour traffic 
by up to 20%. 


Proposed 
boundary 





even more rigidly streamed than those in 
the Netherlands. Germany offers four lev- 
els of state school with differing curricula 
tailored to the academic abilities of the pu- 
pils. Nick Clegg, a Liberal Democrat mem- 
ber of the European Parliament who is 
conducting a comparative study of public 
services in Britain and continental Europe, 
comments that: “There is a degree of selec- 
tion and autonomy in most mainland 
European educational systems which the 
centralising Thatcher, Major and Blair gov- 
ernments could never tolerate.” 
Unfortunately, even “pro-European” 
political parties in Britain appear not to 
have noticed all this. For the moment, Mr 
Clegg’s own Liberal Democrats seem to be 
sticking to the notion that it is spending 
levels, rather than structures, that set the 
British education and health systems apart 
from the rest of Europe. The Labour gov- 


Still, London is bigger, more complex 
and politically volatile. Nearly 750,000 
vehicles pass in and out of the charged 
area every day. There are bound to be 
teething problems with the technology. 
The scheme is likely to cause congestion 
just outside the zone. The use of “rat- 
runs” is also expected to increase as mo- 
torists try to weave their way around the 


charged area. 

The political timetable is tight, too. 
The next mayoral election is 2004, the 
year after the scheme is due to be intro- 


persua 
that the benefits of the scheme outweigh 
its costs. 

That is why the charge has been set 
so low. For drivers paying £6 an hour to 
park in inner London, £5 is small change. 
For that reason, it is unlikely to have 
much impact on congestion. The forecast 
is that it may, at first, reduce traffic by 
around 15% (less in inner London). But, 
as has happened in other cities, after 
that initial fall the traffic is likely to build 
up again. The main impact of the charge 
in the short term will be to raise £200m a 
year for Mr Livingstone to spend on pub- 
lic transport. 

If Mr Livingstone really wants to re- 
duce congestion, as he says, he will have 
to impose much higher charges: £20 a 
day would have a real impact. Politics 
dictate that he should put off such a radi- 
cal move for the moment, but it may be 
something for Londoners to look for- 
ward to after the next mayoral election. 


ernment is tip-toeing around the notions 
of selective education and greater private- 
sector involvement in health care—but it 
seems to have got stuck on the notion of 
private-sector management, when the big- 
ger issues concern funding and the provi- 
sion of services, as well, most critically, as 
the extent of consumer choice. 

Stephen Pollard of the Centre for the 
New Europe, who wrote a book on public 
policy with Andrew Adonis, the new head 
of Tony Blair’s policy unit, says that Britain 
is not yet ready for a fundamental debate 
on health provision, but that the govern- 
ment’s current spending splurge means 
that “for the first time ever, people who al- 
ways said the problem with the Nus is that 
we don’t spend enough money on it are 
going to find out if it’s true.” And when it 
turns out not to be, then maybe Britain can 
really talk about reform. m 





Alone, together 


Riots in segregated northern towns say less about the prevalence of racism than 
about the dangers and limits of multiculturalism 


fi spasmodic rioting that has skipped 
between towns in the north of England 
this summer returned last weekend to 
Bradford, where, in April, it first reared its 
head. As in Oldham, Burnley and else- 
where, white and Asian youths fought 
each other and the police. In Bradford, cars 
were torched, businesses were fire- 
bombed and, on July 7th alone, 164 police 
officers were injured. The after-shock con- 
frontations continued for several days. 

As with the riots that erupted across 
Britain in 1981, there has been much dis- 
pute about whether, and how accurately, 
these disturbances reflect the state of race 
relations in their host towns. Rioting, after 
all, tends to be contagious—especially 
when, as was the case in Bradford, extrem- 
ists on both the left and right help to spread 
the disease. Hot weather has been a com- 
mon catalyst. In the longer term, the roles 
of poverty and race are difficult to disen- 
tangle. Much of the Asian population in 
these towns came to Britain to work in the 
textile industry. Mill closures in the late 
1970s and early 1980s induced unemploy- 
ment and poverty in both the white and 
Asian communities, creating an atmo- 
sphere of misinformed envy about who 
was getting what from the public purse. 

The lunacy of a small number of hot- 
heads certainly does not prove, as some 
observers might deduce, that race-rela- 
tions are yet another area in which Britain 
is a bumbling failure. For one thing, the ex- 
periences of the country’s various ethnic 
minorities are not susceptible to such a 
generalisation. For another, public opin- 
ion polls and election results tend to prove 
that Britain is not especially racist by Euro- 
pean standards. In one of the few dramas 
of general election night, Nick Griffin, 
leader of the British National Party (BNP), 
secured 16% of the vote in Oldham West 
(his party also did well in Burnley). But 
compared with far-right parties in France, 
Germany, Italy and parts of Scandinavia, 
the BNP are marginal agitators. 


The enemy within 

The troubles in these towns say less about 
racism than about the fuzzy doctrine of 
multiculturalism. It is now a truism among 
all mainstream politicians that Britain is a 
multicultural society; that minority tradi- 
tions should be respected; and that differ- 
ence should be celebrated rather than dep- 
recated. Anyone who argues for 
compulsory assimilation by immigrants is 


dismissed as a xenophobe or worse. 

Social policy reflects this multicultural- 
ist attitude. To be sure, its implementation 
in Bradford and elsewhere has sometimes 
been warped by racism, but in general it 
has tried to enable Britain’s ethnic minor- 
ities to live and be educated as they like. 
Muslim schools, for instance, can get state 
funding, just as Christian ones can; no- 
body disputes (as they do in France) the 
right of Muslim girls to wear headscarves 
in schools. 

Multiculturalism, though, is a proble- 
matic creed. Itis generally assumed that, as 
Tariq Modood, of the University of Bristol, 
insists, “multiculturalism is the opposite of 
assimilation”. But for a society to be truly 
multicultural, some degree of assimilatory 
mixing is necessary—otherwise communi- 
ties end up living not together but sepa- 
rately, divided rather than harmonious. 

Whatever the precise chemistry of this 
summer’s flare-ups, that is what has hap- 
pened in several British cities. A report on 
race-relations in Bradford, written before 
the disturbances by Lord Ouseley, a for- 
mer chairman of the Commission on Ra- 
cial Equality, says that the city’s whites 
and Asians (mainly Pakistanis) are grow- 
ing apart rather than together. In terms of 
physical segregation by housing, this is 


Bradford's Asians celebrate their difference 
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true of many south Asian communities 
across the country. 

Analysis by Ceri Peach, of the Univer- 
sity of Oxford, shows that whereas Carib- 
bean blacks have tended to desegregate 
over time, south Asians have tended to 
cluster together even more. The level of 
segregation of the Pakistani community in 
Bradford is high but not exceptional for Pa- 
kistanis nationally. Bangladeshis tend to 
be even more segregated. 

British blacks, especially those born in 
Britain, also marry whites vastly more 
than do the south Asian minorities. Many 
of these prefer arranged marriages, an 
awkward subject for liberal multicultural- 
ists. (Indeed, British blacks marry whites 
far more than do their counterparts in 
America, where blacks are often 
ghettoised in a way unrivalled by any mi- 
nority in Britain.) As well as being the most 
segregated communities, Bangladeshis 
and Pakistanis suffer some of Britain’s 
worst poverty and unemployment, and 
do among the worst in school (Indian pu- 
pils, by contrast, do the best). 

Multiculturalism isn’t supposed to be 
like this; but it's difficult to know what to 
do about it. Compared with some other 
countries, British policymakers have 
tended to think more about the rights of 
minorities, in relation to various wayward 
organs of the state, than about their 
responsibilities. Lord Ouseley’s report 
scolds Bradford’s schools for failing to en- 
courage integration. Probably, though, the 
government should not and could not 
compel the races to mix, for such compul- 
sion would be a greater evil. Perhaps the 
lesson for multiculturalism is simply that 
giving people choice means taking risks. 4 
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ISASTER plays well at the box office. That is why so much 
recent political commentary has focused on the exciting at- 
tempts of Britain’s battered Conservatives to choose anew 
. leader. But here is a sobering thought for Conservatives as they 
make their exciting choice. They did so badly in the general elec- 
tion last month that, assuming no change in Britain's idiosyn- 
cratic electoral system, it would require a wholly unprecedented 
~ swing of more than 10% to give them a one-seat majority in the 
-next general election. In other words, they can be fairly confi- 
dent of being out of power for most of the rest of this decade. 
` This makes their antics fascinating enough as anthropology, but 
of limited immediate relevance to most Britons. 

Here, though, is a countervailing sobering thought for the 
government. No matter how hard you look behind the so-called 
“landslide” that gave Labour two out of three seats in the House 
of Commons, you will find nothing that anybody could de- 
scribe as an overwhelming mandate. Tony Blair’s party was re- 

elected with less than 41% of the popular vote, after four out of 
_ oten voters stayed home. The country put Labour back, probably 
for two more terms, but with a singular lack of enthusiasm. To 
_ ‘make matters worse, the little enthusiasm that did exist has fal- 
tered during the first month. At parties and lunches, in the lobby 
-and in the press, the suddenly conventional wisdom is that Mr 
Blair’s second term has got off to a “slow start”. 
Has it? To Bagehot’s mind, speed in politics—especially when 

this actually means weight, measured by the tonnage of legisla- 
tion~tends to be valued too highly. There are sound reasons for 
-a re-elected government to bide its time for a while. Newly re- 
shuffled ministers need time to master their briefs, especially 
after the shape of many departments has also been chopped 
and changed. The early days of a re-elected government are a 
good time to perform some discreet but necessary U-turns. It is, 
- for example, sensible of the government to retreat from the new 
As-level exam in schools, and in hospitals to target the length of 
waiting times instead of, as previously, the size of waiting lists. 
Besides, if the quantity of legislation was the issue, Mr Blair 
could answer the critics of his slow start by pointing to an im- 
posing stack of pending bills. 

Last month’s queen’s speech promised new measures on 

education, health, crime and welfare. An education bill is going 








Why Labour has seemed to make a slow start, and what not to do aboutit 





to promote diversity in secondary schools and give more power 
to successful heads and governors. A health bill will decentralise 
power in the National Health Service. Other new laws will crack 
down on money-laundering, help the police to co-operate across 
force boundaries and reform the working of the criminal courts. 
There will be laws to help more people into work, to “encourage 
enterprise”, to safeguard consumers, to make it easier to buy and 
sell property and to adopt children. And in case this does not 
keep MPs busy enough, Mr Blair has promised (again) to find 
time (again) for a free vote on the future of hunting with dogs. 

In short, laws galore. The problem is that a government can 
enact laws galore and still give the impression that it is getting 
nowhere. This becomes a special danger when it appears to be 
losing control of events outside Parliament. Mr Blair is not yet in 
that position. But it is striking that whereas for much of the first 
term he was able to make his own political weather (including 
some of the storms), this one is getting under way with some 
events beyond his control bearing rapidly down on him. 

The prime minister spent a large part of the first year of his 
first term making peace in Northern Ireland. He is having to 
spend the start of his second in a desperate effort to save it. Gor- 
don Brown, the chancellor of the exchequer, started the first 
term by freeing the Bank of England to set interest rates. By com- 
parison with this, his second-term surprise, consisting of some 
useful measures to sharpen competition and so push up pro- 
ductivity, was a whimper. With inflation and unemployment 
low, the good times continue, but in an atmosphere of growing 
fragility. A government that boasted endlessly before the elec- 
tion about killing boom-and-bust forever was reminded by last 
week’s profit warning and job losses at Marconi that Britain is 
not immune from the global bust in rr businesses. 


Think first, legislate later 

The trick of a successful government is that it does not allow 
events beyond its control to deflect it from its intended path. 
That is easier if people understand what the intended path is. 
Everybody knows that, beyond the riddle of the euro, Mr Blair's 
priority is to improve the public services. But his determination 
to achieve this goal has run ahead of his thinking about how itis 
to be done. And in so far as he does have a new thought—mak- 
ing more use of the private sector—the idea has run ahead of the 
political consensus within the Labour movement. In these cir- 
cumstances, it is not hard to see how a stack of legislation could 
turn quickly into a nightmare. Each bill causes a quarrel be- 
tween right and left; none proves capable of delivering its in- 
tended result. 

Some people in Downing Street have an additional explana- 
tion for what they call the “myth” of the slow start. This faction 
blames the spread of the myth on a deliberate change of style. 
Mr Blair has concluded that by promising too much during the 
first term, the government raised expectations too high. He 
wants the second term to be a businesslike affair, with maxi- 
mum “delivery” and minimum spin. For this reason, Alastair 
Campbell, his towering spin doctor, is no longer setting out the 
line and laying down the law in briefings to the media. Two un- 
der-stated civil servants have taken his place. Before long, the 
temptation will be to summon him back, to manufacture an im- 
pression of movement and success. That would be a mistake. Let 
there be no return, please, to the spin of the first term. But a 
clearer sense of direction would be nice. @ 
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or just another number in the emerging markets? 
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and your company as our business partner with financial needs as unique as your thumbprint. And for over 140 years, our on-the- 
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<r 
Capitalizing on opportunities in mobile eBusiness depends om successful 
integration of wireless technology with existing infrastructures. That's why CA 
is proud to be partnering with wireless market leaders and global professional 
service providers to create enterprises without boundaries. CA's security, 
infrastructure, and information management solutions are not only industry 
leaders, they're also hardware and software neutral. So future wireless 


initiatives will be limited by nothing but the imagination. Computer Associates 
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Cable operators 


Loop dreams 


If successful, Comcast's bid for AT&T’s cable arm would create anew media giant 


and encourage further mergers 


Fo the venerable American Telephone 
and Telegraph (AT&T), the symbolism 
was as humiliating as the timing was au- 
dacious. On July 8th, the day before the 
battered telecoms group was to spin off its 
wireless arm as part of a four-way 
break-up, Comcast, America’s third-big- 
gest cable-rv operator, grabbed the head- 
lines with a hostile bid worth $44.5 billion 
for the cable bit of those pieces, AT&T 
Broadband. If Comcast succeeds, it would 
create America’s biggest cable company, 
reaching 22m customers, or over a third of 
the cable market, and dwarfing its nearest 
rival. It would also mark a turning point in 
the consolidation of the entire industry. 

The deal is far from secured. In con- 
sternation, AT&T promptly declared that it 
had “no current plans” to sell AT&T Broad- 
band, and that its restructuring plans 
would go ahead as planned (though it will 
give the bid “serious consideration”). On 
July 9th it duly split off AT&T Wireless. In- 
dustry watchers suggest that rival bids for 
its cable assets may yet appear. 

Only three years ago, the top three ca- 
ble-rv companies in America controlled 
49% of the country’s subscribers. If Com- 
cast’s bid succeeds, that figure will rise to 
65%. With Comcast’s lean operation, 
strong balance sheet and high-quality ca- 
ble lines, Ralph and Brian Roberts, the 
company’s father-and-son management 


team, are hoping to persuade AT&T share- 
holders that they can run its cables as well 
as they have their own. 

The painful irony for Michael Arm- 
strong, AT&T's chairman, is that it was his 
own ambition to spread into cable and 
turn his telephone company into a diversi- 
fied communications giant that first 
prompted a rash of mergers in the indus- 
try. In 1999 alone, no fewer than 93 deals 
were announced or completed, covering 
29% of all cable subscribers, according to 
Paul Kagan Associates, a research firm. Mr 
Armstrong himself has spent a staggering 
$110 billion buying cable systems; in 1998 
he snapped up Telecommunications Inc 
(TCI), and two years ago he trumped Com- 
cast’s bid for MediaOne., 

The logic behind all this consolidation 
seems solid. For one thing, a bigger cable 
operator has more bargaining power over 
the price to carry, say, CNN, Nickelodeon 
or HBO. Since programming represents 
40% of any cable operator's costs, driving 
down those prices can improve margins 
hugely. Size also helps cable firms to se- 
cure, say, the exclusive rights to broadcast 
a big sports team’s games. Combined, 
Comcast and AT®T Broadband would 
have nearly twice as many cable-rv sub- 
scribers as AOL Time Warner. As John Fre- 
linghuysen, a media consultant at Booz Al- 
len in New York, puts it: “If you're the 
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biggest cable operator by far, you become 
a ‘must have’ for any supplier.” 

Furthermore, there are advantages in 
having geographical clusters of cable cus- 
tomers. Chiefly because of tight regula- 
tion, America’s cable systems are frag- 
mented. Simply putting together two 
contiguous networks can bring down 
fixed costs. Marketing also becomes 
cheaper. It is far more efficient to advertise, 
say, your new high-speed Internet service 
in a city such as Philadelphia, Comcast's 
home town, where most local cable-rv 
subscribers are hooked up to your system, 
than it is in Los Angeles, where the sub- 
scribers are spread among half a dozen 
competing systems. 

A combined Comcast and AT&T Broad- 
band would be strong in eight of Amer- 
ica’s top ten cities, creating for the first time 
a cable system that began to look like a na- 
tional network. This would enable the 
group to offer advertisers, who now need 
to negotiate lots of deals with local cable 
operators, a near-national audience. In to- 
tal, Comcast reckons it can wring out 
“combination benefits” worth at least 
$1.25 billion a year. 

A third reason for consolidation is the 
desire to be well-positioned in the race to 
beam sounds, moving pictures and digital 
information into people’s homes in the 
broadband era. Only the bigger groups 
will have the means both to invest in the 
technology and to compete with satellite 
and telephone operators. The cable indus- 
try has been piling vast sums into improv- 
ing its wires. This year alone, capital 
spending by the top six American cable 
firms will exceed $13 billion, according to 
ABN Amro, a bank. Some 85% of Com- 
cast’s cable has been upgraded to what the 
industry considers high quality, compared »» 
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> with only 65% of AT&T Broadband’s. With 
the spread of broadband technology, 
which enables pipes to pump far more 
stuff into living rooms, the competition to 
upgrade can only intensify. 

Is there any limit to this consolidation? 
Despite its size, the Comcast deal should 
be able to surmount regulatory problems. 
Until now, ownership by any one com- 
pany has been limited to systems that 
reach 30% of homes that have either cable 
or satellite. But earlier this year a federal 
appeals court overturned this rule, leaving 
the regulator to reassess the case for sucha 
tight cap. With a looser approach expected 
under the Bush administration, more 
mergers are likely. 

The bid raises a further, intriguing 
question: could this be just the start of 
Comcast's quest to turn itself into a diver- 
sified media empire to rival the likes of 
AOL Time Warner? Already, Comcast has 
a fledgling content business: it has a major- 
ity stake in Qvo, a shopping channel, 
owns the Golf Channel and controls the 
Philadelphia 76ers and the Philadelphia 
Flyers, two sports teams. Certainly, the 
Roberts duo this week suggested that they 
saw themselves as far more than mere ca- 
ble operators. 

Welded to AT&T Broadband, Comcast 
would be of a scale to stand shoulder-to- 
shoulder with the media giants. AOL, for 
instance, has 27m Internet subscribers. Yet 
running a cable utility based in Philadel- 
phia is a far cry from the world of show 
business that clusters around New York's 
Sixth Avenue. 


Across the pond 

The consolidation does not stop at Amer- 
ica’s shores. Although much of the Euro- 
pean market remains fragmented, Britain 
has seen a massive shake-out: only two big 
cable-rv companies remain, Telewest and 
NTL. Unlike American cable companies, 
the British firms make most of their money 
out of telephone calls. Yet the race to sur- 
vive in the broadband era—by sending a 
combination of voice telephony, digital 
and interactive television and high-speed 
Internet services down the wires—is simi- 
lar. This week Telewest and NTL said they 
will jointly market a broadband Internet 
service. 

Elsewhere in Europe, where cable net- 
works are older than in Britain, there is a 
veritable jigsaw-puzzle of providers, many 
of which have run up big debts upgrading 
their lines. United Pan-Europe Communi- 
cations (Upc), owned by Denver-based 
UnitedGlobalCom, has grown chiefly by 
gathering up cable systems that regulators 
have forced telecoms incumbents to sell. It 
is Europe’s market leader, with a presence 
in 17 countries, yet still has only 10% of all 
Europe’s cable-rv subscribers. 

Even in continental Europe, however, 
change is afoot. Last month Deutsche Tele- 


kom, Germany’s telecoms giant, said it 
would sell its interests in six out of nine ca- 
ble regions to Liberty Media, an American 
giant. This would lift Liberty to the top of 
the European league, securing it some 20m 
subscribers. If more proof were needed 
that further concentration is likely, con- 
sider the fact that Liberty’s boss is John Ma- 
lone, who quit AT&T’s board earlier than 
he had planned this week, after being cut 


out of discussions about the Comcast of- 
fer. A counterbid by Mr Malone for AT&T 
Broadband is now a possibility. Liberty is 
also the biggest shareholder in UnitedGlo- 
balCom, recently injected €1 billion 
($860m) into UPC, and owns 25% of Telew- 
est. Whatever the outcome of the Comcast 
bid, hungry investment bankers facing 
lean times can count on the cable industry 
to deliver them a few deals. m 





Corporate downsizing in America 


The jobs challenge 


NEW YORK 


How to reduce labour costs without doing more harm than good remains top of the 


agenda in America’s boardrooms 


OB cuts continue to make headlines in 

the United States. This week, Compaq 

said it is to shed 4,000 jobs. Together 
with a 4,500-job cut made earlier this year, 
that will reduce the computer maker's 
workforce by 12%. In the first half of 2001, 
American firms announced around 
770,000 layoffs, as many asin any full year 
during the 1990s, according to Challenger, 
Gray & Christmas, an outplacement firm. 

Behind these awful numbers, Amer- 
ica’s labour market may be behaving in 
more complex ways than in previous 
economic downturns. Companies claim 
to have learned lessons from past down- 
sizing disasters, and to be trying much 
harder to keep their “most valuable assets” 
(see statement of corporate values, if still 
applicable), or at least to fire them kindly. 
Is this credible? 

In the 1990-91 downturn, many compa- 
nies cut jobs aggressively and lived (if they 
were lucky) to regret it. The axe was often 
wielded with little thought for long-term 
strategy. Or at least it seemed that way to 
those who were laid off—and more cru- 
cially, to those left behind, whose morale 
plunged. Generous early-retirement pack- 
ages tempted many of the experienced 
employees that firms would, on reflection, 
have preferred to keep; and, conversely, 
missed many of those they would happily 
have lost. When the economy rebounded 
more quickly than expected, firms had to 
resume hiring, and those that had cut most 
aggressively found it harder to recruit. 

Geoffrey Love and Nitin Nohria, two 
economists, studied downsizing at For- 
tune 100 companies during 1977-93. They 
found a clear difference between job cuts 
implemented as part of a strategic restruc- 
turing and those done to cut costs in re- 
sponse to stockmarket disappointment at 
falling profits. The first sort resulted in 
above-average short- and long-term share 
performance, the second in prolonged un- 
der-performance. This time, firms seem to 


be responding faster than ever to stock- 
market pressure, says Mr Love, though he 
thinks that their response may be more 
“strategic”, if only because the manage- 
ment consultants they use are stressing the 
importance of doing something more en- 
lightened than slash and burn. 

Certainly, firms have been doing all 
they can to reduce costs without making 
job cuts. Memories of how hard it has 
been to recruit in recent years are fresh. 
Capital spending has seemed less painful 
to reduce than jobs, and so has been more 
ruthlessly cut. Temps now make up a large 
part of workforces, and it has been easier 
to stop using them than permanent staff. 
Attrition, combined with “hiring moratori- 
ums”, is the norm. Last week, a quiet work 
period thanks to the July 4th holiday, sev- 
eral firms in Silicon Valley, including Sun 
Microsystems, simply shut down parts of 
their operations and made workers take >» 





Time for pruning 





> the whole week as vacation. 

This time there has also been more em- 
phasis on managing the morale of those 
workers left behind after the cuts, most of 
all by trying to show that the pruning is 
necessary and fair. A few executives have 
even shared the pain by taking pay cuts 
themselves; notable examples are manag- 
ers at Charles Schwab and at Cisco, whose 
boss, John Chambers, now works for a 
symbolic $1 salary (plus lots of rather less 
symbolic share options). Both firms have 
tried to soften the blow for those laid off. 
Charles Schwab, the brokerage’s epony- 
mous boss, offered education grants of up 
to $20,000 from his charitable foundation. 
Cisco offered to pay one-third of salary, 
plus full health care and options-vesting, 
to laid-off workers taking jobs at not-for- 
profit organisations. 

More controversially, firms are doing 
more to choose those they dismiss—aided 
by software that ensures they do not fall 
foul of anti-discrimination laws. Using 
performance review to “rank and yank” is 
increasingly common. But it is provoking a 
backlash from those who doubt its ob- 
jectivity. This week, under internal pres- 
sure, Ford agreed to abandon its worker- 
grading system. 

So far, job-cutting firms are falling into 
two camps, the “realists” and the “win- 
dow-dressers”, says Ron Nicols of the Bos- 
ton Consulting Group. Too many have 
been content to make superficial layoffs to 
please Wall Street analysts, in the hope 
that they can avoid more painful changes. 
A tell-tale sign is whether they are reduc- 
ing the higher-paid head-office jobs that 
have led the explosion in overheads in the 
past three or four years. The window- 
dressers are desperately hoping that the 
economy will improve soon. If it does not, 
much larger layoffs seem inevitable. 

There are implications in all this for 
economists trying to interpret the unem- 
ployment data. Some are encouraged that 
the official jobless rate has stayed as low as 
4.5%—though there are reasons to think 
this number is artificially low because ad- 
justments made to reflect unmeasured 
jobs in new start-ups may now be too big. 
Unless the economy turns up soon, the 
pace of job cuts could increase fast. 

The jobless rate may jump anyway. In 
previous recessions, many of the casual- 
ties were manual workers who could be 
fired instantly. This time, the axe is falling 
more on professionals, who get several 
months’ notice, help to find a new job and 
a generous severance package. Such cuts 
may take a while to feed into the data—es- 
pecially as many laid-off employees have 
concluded that they are “between jobs”, 
that opportunities will soon be plentiful 
again, and that in the meantime they 
might as well spend their redundancy pay 
on a decent holiday. Will there be work for 
them when they return? m 


Pass the scaffolding 


TOKYO 


Building companies have too much debt and not enough contracts 


ADDLED with massive debts and use- 

less property, propped up by wasteful 
public-works projects, dependent on links 
with the Liberal Democratic Party: the con- 
struction industry has come to represent 
all that is wrong with Japan. And now the 
builders, badly hurt by a decade of low 
private demand, are being squeezed by a 
slow decline in public-works projects. 

Junichiro Koizumi, Japan’s reform- 
minded prime minister, who sees shock 


Luxury-goods arbitrage 


therapy as the economy's salvation, has 
defied traditional party interests by threat- 
ening to slash pork-barrel spending. Plans 
to build new dams and airports have been 
frozen. Another 300 or so projects could be 
stopped. The reforms will hit small and 
medium-sized builders most, since by law 
they get preferential treatment when pub- 
lic-works projects are doled out. 

Can the ailing industry withstand 
more pain? It has little to fall back on. Sales » 


A different kind of package holiday 


HONG KONG 


Amateur wholesalers are in an upmarket retail store near you 


Te same Louis Vuitton handbag 
costs about 40% more in Japan than 
in France. To economists, this is a market 
imperfection begging for arbitrage. And 
Hong Kong, that bastion of entrepre- 
neurship, is obliging. Here is how. 

Nine Hong Kong Chinese recently 
spent a fortnight travelling through Eu- 
rope. They started in Frankfurt and 
ended in Rome, passing through one city 
a day. Early every morning, a van picked 
them up from their hotel and drove 
them to the first Louis Vuitton store on 
the day’s agenda. It parked around the 
corner, and the Chinese entered the 
store in pairs. They each bought as many 
Louis Vuitton handbags as they could 
carry and then returned to the van, in or- 
der to be transferred to the next store. 

It was gruelling work, complains a 
girl from the van. She, like the rest of the 
group, went on the trip because it was 
an ses-paid way to see Europe. 
(In fact, those who bought more than 
their quota of handbags even earned a 
bonus.) But the itinerary did not allow 
for any sightseeing at all, and for meals 
the group ate Chinese takeaway in the 
van. The sales staff in the stores tended 
to be rude: the tour's “boss”, says the girl, 
had expressly asked for bags “with a cer- 
tain monogram pattern” that is all the 
rage in Japan, and one shop simply re- 
fused to sell her the nine bags she 
brought to the counter. 

The boss never introduced himself to 
the group, but when his troops returned 
he stood nearby in the arrivals hall at 
Hong Kong's airport, watching them 





Spot the genuine customer 


claim their luggage. His business seems 
to be going well—another tour group is 
apparently already on the way. Savvy 
Hong Kong tourists claim to know of 
several competing organisers—an indus- 
try, in other words. Nor is Louis Vuitton 
the only target: Gucci tours have also 
taken place. 

Should companies whose prices are 
being arbitraged in this way mind? Louis 
Vuitton’s European sales benefit from 
such tourism, after all. “We definitely do 
not think that a sale is a sale,” complains 
an irate spokeswoman in Paris. “It took 
150 years to build this brand,” she says, 
and losing part of the retail network to a 
netherworld of shady Asians damages 
it. So Louis Vuitton, along with other 
owners of luxury brands, is working 
with the authorities to crack down on 
such tourism. This is tricky, not only be- 
cause the arbitrageurs tend to pay cash, 
but also because Louis Vuitton would 
hate to confuse them with its genuine 
customers from Asia, who have also 
been known to binge on bags. 





> and profits are poor. According to Teikoku 
Databank, a research institute, in the year 
to March 31st the 113 biggest companies 
booked a record ¥2.1 trillion ($16.8 billion) 
of extraordinary losses as they wrote 
down, or sold, bad assets. Their overall 
losses for this period were smaller, at ¥389 
billion, but only because some of the big- 
gest, such as Kumagai Gumi and Mitsui 
Construction, were in such a bad way that 
their banks forgave large chunks of their 
debts. These debt waivers, which are re- 
corded as extraordinary profits, offset most 
of the extraordinary losses. 

There is growing speculation that wob- 
bly builders will ask for more debt waiv- 
ers, maybe as early as this month. But this 
time around, banks will find it harder to 
agree, says Toshihiko Okino, an analyst at 
uBs Warburg. Many potential candidates, 
such as Tobishima Construction and Fuj- 
ita, are companies that not long ago re- 
ceived similar debt waivers in return for 
promises to restructure—which they have 
failed to fulfil. Banks will find it hard to ex- 
plain to irate, litigation-minded sharehold- 
ers why they wasted their money on un- 
successful debt waivers before. With no 
help from banks, some of the worst-run 
builders may at last go under. 

There is plenty of scope for shrinkage. 
The number of construction companies is 
still at a record high. Many are paper com- 
panies, whose job is to bid for projects, 
take a cut of the fee and farm everything 
out to subcontractors. Etsusuke Masuda, 
an analyst at HSBC Securities, reckons that 
only half the firms that made money from 
road-works projects last year are actually 
able to do road maintenance. 

In the meantime, the shenanigans con- 
tinue. There are rumours that fresh ac- 
counting changes expected next year, 
which would further tighten the way 
property values are recorded, are being 
watered down. Some construction compa- 
nies have used a new, one-off rule that al- 
lows them to book profits from ongoing 
projects to flatter their results. As the out- 
look for the industry goes from bad to 
worse, its walking wounded are taking all 
the help they can get. m 
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Iridium 
A new orbit 


The ill-fated satellite-phone venture has 
relaunched itself in more modest form 


EMEMBER Iridium, the satellite-phone 

company whose brick-like handsets 
were designed to work anywhere on 
earth? Started in October 1998, it relied on 
a network of 66 low-orbiting satellites, 
built at a cost of more than $5 billion. De- 
spite call charges as high as $8 per minute, 
Iridium hoped to capture a big chunk of 
what promised to be a vast new market for 
mobile satellite telephony, which was ex- 
pected to attract at least 32m subscribers 
within a decade. The firm spent $180m on 
advertising, aiming to sign up half a mil- 
lion customers within six months. It was 
not to be. Nine months after its launch, 
Iridium filed for bankruptcy, having 
signed up just 15,000 subscribers. 

But now it is back, under new manage- 
ment and with a new business model. The 
firm’s assets were bought by a consortium 
of private investors last December for the 
knock-down price of $25m. A deal was 
struck with America’s Department of De- 
fence to provide telephony for up to 
20,000 users for $3m a month, which cov- 
ers 40% of the cost of keeping the system 
running. Gino Picasso, a former GE execu- 
tive, was hired as chief executive. 

Because the new firm has not had to 
pay to build its infrastructure and has vir- 
tually no debt, says Mr Picasso, it can af- 
ford to take a different approach from the 
old Iridium’s. Call charges have been cut to 
$1.50 per minute, and the company needs 
to sign up only 65,000 customers by the 
middle of 2003 to break even. That means 
it can concentrate on niche markets, such 
as defence—for instance, providing com- 
munications links for peacekeeping 
forces—and oil and gas exploration. 

The old Iridium needed 1m subscribers 
to break even, which meant going after the 
general corporate market. But for most 
business users—with no particular need to 
call the office from remote jungles—exist- 
ing mobile phones are perfectly adequate, 
so this strategy was doomed. Accordingly, 
Iridium is now being positioned as a 
smaller and cheaper alternative to existing 
satellite phones, rather than as a bulkier 
and pricier alternative to a mobile phone. 

Another change in focus, says Mr Pi- 
casso, is from voice to data. Originally, Irid- 
ium was intended solely for voice calls. 
But in June it launched a data service that 
allows access to the Internet from any- 
where on earth, albeit at a low speed. A 
text-messaging service is now available. 
This opens up new possibilities. One ben- 
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efit of the satellite-based approach is thatit 
is not affected by power failures or terres- 
trial disasters such as earthquakes. Al- 
ready, a power company in California is 
evaluating the possibility of using Irid- 
ium’s network to monitor and manage its 
distribution grid. 

It all sounds convincing enough. But 
the new Iridium’s business plan makes 
sense only because of the utter failure of 
the old Iridium, which spent a fortune 
building its infrastructure, discovered that 
its market forecasts were completely 
flawed and collapsed under the weight of 
its debts. Somewhere in that tale, might 
there be an unpleasant lesson for third- 
generation mobile-phone operators? m 





Public relations 
The spin doctors 
get serious 


LONDON AND NEW YORK 
The financial public-relations industry 
is coming of age 


He. many PR people does it take to 
change a lightbulb? “Don’t know. I'll 
have to get back to youon that one.” An old 
joke, perhaps, but apposite until surpris- 
ingly recently. The typical London public- 
relations person of the 1980s did little 
more than hand out press releases and 
take journalists to lunch—and was more fa- 
miliar with the Savoy's wine list than with 
his client companies’ strategies. 

That has all changed. Lunch, this corre- 
spondentis happy to report, still definitely 
plays its part. But today’s spin doctors are 
sharp-minded professionals, often indis- 
tinguishable from investment bankers and 
lawyers—and increasingly demanding to 
be paid like them. In America, financial PR 
(communicating companies’ strategies to 
shareholders, analysts and the financial 
press) is still done largely in-house. Butit is >» 
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the top British agencies—Brunswick, Fi- 
nancial Dynamics, The Maitland Consul- 
tancy, Finsbury, Citigate Dewe Rogerson 
and Tulchan—which are showing that fi- 
nancial PR is becoming an industry in its 
own right. 

This change is being recognised by the 
markets. Over the past two years, big mar- 
keting and advertising groups have spent 
large sums of money buying financial pr 
firms. Last month wer paid an estimated 
£60m ($88m) for seven-year-old Finsbury, 
which has annual revenues of £8.2m. Last 
year Cordiant bought Financial Dynamics, 
while Incepta, which owns Citigate, 
splashed out $150m on Sard Verbinnen, a 
top New York pr firm. Among the top Brit- 
ish agencies, only Brunswick, the market 
leader, and Tulchan, a start-up led by an 
ex-Brunswick partner, are still wholly in- 
dependent. There are rumours that Bruns- 
wick’s flamboyant founder and boss, Alan 
Parker, is negotiating to sell for £100m to a 
management consultancy. 

What has made pr companies such hot 
property? The answer is twofold: their 
relationships and their power. Chris Mat- 
thews, head of Hogarth, a mid-sized Brit- 
ish agency, claims, with the usual hype, 
that “financial pr is a Trojan horse to sell 
other things. We have the ear of the ceo.” 
That used to be the case with advertising 
agencies too, he says, but these days “they 
go through the tradesmen’s entrance.” 

Financial PR's close relationship with 
the boss reflects the growing importance 
of spin and image-management to mod- 
ern companies. Chief executives now rou- 
tinely spend 30-40% of their time on com- 
munications. To keep the share price up, it 
is no longer enough merely to have a strat- 
egy. The strategy also needs to be articu- 
lated smartly—as any manager at BT, Ford 
or Marconi (see next article) will tell you. 

Senior executives also need pr people 
to deal with the increasing number of in- 
terest groups that scrutinise companies’ 
behaviour. Shareholders are becoming 
more demanding and environmental 
groups more hostile. The rise of online me- 
dia and the increasing attention that 
broadcasters pay to financial news mean 
that companies are having to respond, ide- 
ally with carefully crafted and consistent 
messages, more or less in real time. The 
consequences of displeasing these various 
groups can be huge—as shown by the fail- 
ure of the agrochemical industry to make 
the case for genetically modified food, or 
the drug makers’ botched attempts to pro- 
tect their patent rights in poor countries. 

How can a humble pr man deal with 
all this? One answer is to become more 
professional. “In the future, pr will defi- 
nitely be staffed by better trained and edu- 
cated operators,” says Angus Maitland of 
The Maitland Consultancy. Roland Rudd, 
Finsbury’s founder and boss, put his entire 
team through corporate-finance training to 





increase their financial literacy, while at 
Tulchan, account executives are supported 
by in-house analysts who research clients 
and their competitors. If not yet exactly 
sexy, financial PR is becoming at least a re- 
spectable option for graduates. It is even 
starting to attract big names from the po- 
litical spin-trade. James Rubin, the Ameri- 
can State Department spokesman under 
Madeleine Albright, recently joined Bruns- 
wick, bringing the firm valuable publicity. 


Sharing in the spoils 

Having secured a seat at the top table, pr 
firms are now seeking financial recogni- 
tion too. Their top partners have always 
made a decent living, but now they are 
starting to close the gap with top lawyers 
and bankers. A FTSE 100 company in Brit- 
ain will typically pay its main PR firm 
£100,000-150,000 a year as a retainer. But 
the real money comes from crisis work, 
public listings and mergers, where agen- 
cies are, like investment banks, demand- 
ing success fees. 

Brunswick, which broke through the 
£1m fee barrier for a single deal with the 
successful defence of Lasmo against Enter- 
prise Oil in 1995, was paid twice as much 
last year to fight off Lafarge’s first attempt 
to buy Blue Circle, a rival cement producer. 
“Retainers are the enemy of value,” says 
Mr Parker. “We want to be paid for results.” 
And with staff as the only big cost, profits 
can be juicy: Tulchan’s Andrew Grant says 
that any PR company that cannot make a 
20% margin is doing something wrong. 

PR agencies are following the bankers 
in another way: they are expanding inter- 
nationally. This is particularly true of the 
British agencies, which are moving into 
continental Europe. As pension reform, de- 
regulation and globalisation create an equ- 
ity culture on the mainland, French, Ger- 
man and Italian companies are becoming 
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subject to the dictums of shareholder 
value. And when they look for advice on 
how to communicate with their new own- 
ers, they turn naturally to London. Content 
at first to fly over for privatisations or cross- 
border deals, all the big agencies are now 
starting to open continental offices. Ac- 
cording to Andy Cornelius of Citigate 
Dewe Rogerson, “the complexity of rules 
governing when a client can talk to media 
in different countries during a cross-border 
deal makes PR pivotal.” 

Agencies are finding that aggressive tac- 
tics on this virgin territory can win deals. 
Earlier this year Citigate helped to defend 
Sulzer, a Swiss industrial group, against 
shareholders who were angry about its 
share-price performance. They used tac- 
tics new to Switzerland, including a 
scorched-earth resignation of Sulzer’s 
chairman, advertisements attacking the 
shareholders’ proposals for a new board, 
call-centres to rally support and appeals on 
the Internet. After three months, the share- 
holders backed down. 

British PR firms have had less impact in 
America, although the biggest are starting 
to establish offices. American companies 
tend to communicate more frequently and 
directly with investors than European 
companies do; as a result, the financial me- 
dia is less powerful in America. In addi- 
tion, most American companies of any 
size have big and experienced in-house 
communication teams, so financial PR 
agencies tend to concentrate on transact- 
ions rather than overall strategy. 

Although in-house pr is growing in 
Britain, it seems unlikely to dislodge the 
hold that the biggest agencies have on 
their customers. In many industries, Brit- 
ish and American managers claim a spe- 
cial relationship. But financial PR is one 
area where they will continue to do things 
differently. m 
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Face value Deputy heads will roll 


After bungling bad news, Marconi’s number two has gone. The boss stays on—but with his reputation shattered 





WAS, said Lord Simpson, the worst 

week of his life. There he was, contem- 
plating promotion to part-time chairman 
of Marconi at next week’s shareholders’ 
meeting, and looking forward to spend- 
ing more time with his golf clubs in his 
native Scotland. Instead—shareholders 
willing—he is staying on as chief execu- 
tive to sort out the mess he created at the 
British telecoms-equipment company, his 
reputation in tatters. The man thrown to 
the bears who have sold the company’s 
stock down to one-tenth of its peak is 
John Mayo, Marconi’s deputy chief exec- 
utive, who had been groomed to take 
Lord Simpson’s place. 

Marconi is being punished for bung- 
ling a profits warning. On July 4th, the 
company suspended its shares all day, 
something that rarely happens. Wild ru- 
mours circulated about its finances. After 
the markets closed, Marconi gave warn- 
ing that operating profit in the current 
year would fall by half. Its excuse for sus- 
pending its shares for a whole day was 
that it was making a positive statement 
about the sale of its medical business in 
the morning, and could not allow its 
shares to trade because a board meeting 
called for late afternoon was to consider 
issuing a profit warning. The chairman, 
Sir Roger Hurn, is said to have resisted 
calls to bring the meeting forward. 

Furious investors sold Marconi when 
the market opened the next morning, 
halving its already depressed share price. 
Shareholders were demanding changes 
at the top, and before long they got one. 
Most people assume that Mr Mayo, a 
pushy ex-investment banker who made 
his name carving the Zeneca drugs busi- 
ness out of 1C1, was fired because he is 
despised by Lord Weinstock, a big share- 
holder who built up GEC, as Marconi was 
known until 1999. Lord Weinstock never 
approved of the way Lord Simpson and 
Mr Mayo turned his stodgy but steady 
conglomerate into a flashy telecoms com- 


pany after selling off its defence business. 
But it was the entire Marconi board, in- 
cluding Lord Simpson, who voted out the 
heir-apparent at a lively meeting on July 
6th. Lord Simpson, the great survivor of 
British manufacturing, will stay on—but 
only until a successor is found. 

An accountant by training, the affable 
Lord Simpson won a reputation as a safe 
pair of hands at a number of big British 
firms, including the Rover car group, 
where he became chief executive. He is, 
however, no stranger to controversy. 

Plain George Simpson, as he then was, 
became number two at British Aerospace 
(BAe) when it bought the struggling, state- 
owned Rover in 1988. Despite the guff 
about the “sale of the century”, Rover 
was being shuffled off like a hot potato. 
Still, the deal was a shrewd piece of finan- 
cial engineering, complete with unusual 
secret “sweeteners” (from the govern- 
ment) that drew the ire of the compe- 
tition authorities in Brussels. In essence, 
Rover's tangible assets were folded into 
BAe, whose balance sheet had become 
overstretched. Before long BAe itself was 
in trouble, as the aerospace market dived. 

Another Simpson deal eventually 
helped rescue it. To the fury of Honda, 
which owned 20% of Rover, he negoti- 
ated a deal in 1994 to sell Rover to BMW, 
a German car maker (which would later 
discover that it had bought a used car 
company). After that deal, Lord Simpson 
took the helm at Lucas, a car-parts firm. 
He spent some months trying to work out 
a strategy for the once-proud British com- 
pany, before throwing in the towel and 
selling it to Varity, an American rival. No 
wonder many expected him merely to 
switch off the lights at Gec when he 
moved there, flogging assets and return- 
ing money to shareholders. 


What went wrong? 
He started off true to form, selling GEc’s 
defence business to his old friends at BAE 
Systems (as British Aerospace had be- 
come). That deal alone netted around £6 
billion ($9 billion) for shareholders. But, 
shorn of the steady cashflow from de- 
fence contracts, the Marconi butterfly that 
emerged from the old Ec chrysalis was 
always bound to be a more fragile crea- 
ture than Lord Weinstock’s cash-rich, cau- 
tious conglomerate. 

Before long, Lord Simpson, flanked by 
Mr Mayo, had turned from seller into 
buyer. He spent some $6.6 billion in 1999 


to buy two American telecoms-equip- 
ment companies, a mere nine months be- 
fore the technology boom reached its 
peak. Unfortunately, since his company 
was not then listed in the United States, 
he had to pay cash. The £2 billion cash 
pile inherited from Lord Weinstock be- 
came a £3 billion-plus debt burden—tough 
for a company whose shares are now 
worth less than that. 

Marconi’s top executives always in- 
sisted that it was going to be spared the 
worst of the telecoms meltdown, because 
its products were at the fancy optical- 
switching end of the market, and because 
it was not so heavily dependent as others 
on the American market. But the chill 
wind sweeping the industry tore away 
these claims. Lord Simpson and Mr Mayo 
were slow both to spot trouble coming 
and to communicate bad news to inves- 
tors, culminating in last week’s sell-off. 

As Marconi bought its way up to num- 
ber five (from number 20) in the tele- 
coms-equipment world, there was always 
a suspicion that Lord Simpson’s aim was 
merely to put together a nice pile of assets 
that could be sold to one of the sector’s 
leaders—such as Cisco, Lucent or Alcatel— 
near the top of the market. The trouble is 
that all the potential buyers are swamped 
by the same wave that swept over Mar- 
coni, which is loth to sell at today’s low 
price. Once the market recovers, there is 
bound to be consolidation, and perhaps a 
bid for Marconi. But Lord Simpson will by 
then surely have ended his career and be 
spending his days on the links. m 
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Special report Mass customisation 
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A long march 
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For years “mass customisation” has been the holy grail of manufacturing, building 
to meet customers’ individual orders rather than for stock. Progress is proving 


slow, but the journey is illuminating 


ENRY FORD launched mass produc- 

tion 88 years ago with his revolution- 
ary assembly line for the Model T car. It 
proved a brilliant system—at least, for as 
long as there were customers waiting at 
the end of the line to drive Ford’s cars 
away. But it lost some of its shine when 
customers became harder to find, meaning 
that mass-produced cars sat expensively in 
parking lots and showrooms. Now a new 
dream is at hand: to turn mass production 
on its head with the help of flexible sys- 
tems and Internet ordering. The goal is to 
deliver precisely the car that a customer 
wants, as and when he wants it: goodbye 
inventory, hello “mass customisation”. 

As with cars, so with washing-ma- 
chines, refrigerators, window-frames, 
packaging equipment and even collect- 
able dolls. All sorts of companies are 
discovering that, if they make their fac- 
tories lean and flexible, they can run their 
businesses differently, freeing idle capital 
that has been tied up in stocks of parts and 
finished products. The Internet has pro- 
vided a handy means of linking up supply 
chains, in real time, in order to put this 
revolution into effect. 

Mass customisation—the selling of 
highly individual products but on a mass 
scale—is a logical next step in the progress 
of BTO (“build-to-order”), the manufactur- 
ing of goods only as and when there is an 
order from a customer. Companies such as 
Dell Computer and Renault already make 
extensive use of BTO systems, shortening 


delivery times and trimming work-in-pro- 
gress. In essence, they are taking the lean 
manufacturing techniques that western 
firms have spent the past 15 years copying 
from Toyota in Japan, and extending them 
throughout their “value chain”, both up- 
stream and downstream of the factory. 
And that means turning a production- 
push industry into a demand-pull one. 

The chairman of Renault, Louis 
Schweitzer, has declared that Renault's 
ambition is to build and deliver a car or- 
dered by a customer within 15 days. “It is 
the dream we are all running after,” says 
Roberto Testore, the chief executive of his 
Italian rival, Fiat Auto, “but it is difficult to 
bring to reality.” 


Move the metal 

The prize to be won in the form of lower 
supply-chain costs is enormous. A recent 
study by a group of consultants at McKin- 
sey* put a figure on the amount thatis lost 
by producing cars to meet a demand that 
never miaterialises. Eliminating such 
losses (and the associated discounts 
needed to sell off excessive stocks of fin- 
ished cars) could, according to McKinsey, 
be worth up to $80 billion a year to the car 
manufacturers. Nissan Motor has esti- 
mated that converting entirely to BTO 
could save up to $3,600 per vehicle. Never- 


* “The False Promise of Mass Customization”, by Mani 
Agrawal, T.V. Kumaresh and Glenn A. Mercer. McKinsey 
Quarterly, 2001 Number 3. 
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theless, despite some concerted efforts, no- 
tably among car makers in Europe, the goal 
of the “three-day car” (as one research pro- 
ject dubs BTO vehicles) could still be ten 
years distant. 

Ever since Henry Ford battled with Al- 
fred Sloan’s General Motors for leadership 
of the car industry in America in the 1920s, 
the watchword in Detroit has been “move 
the metal”. Models would be mass pro- 
duced in batches of different colours, or 
with different trims and options, based on 
the best guesses of the marketing depart- 
ment as to how many of each variant 
could be sold. Big car manufacturers be- 
came adept at leaning on dealers to absorb 
vehicles (even offering them up to 30 days’ 
free credit) and encouraging them to sell 
below list price if they were overstocked. 

No industry epitomises the tradition- 
ally gaping gulf between producer and 
consumer quite as clearly as the car indus- 
try. The tensions in a car showroom—be- 
tween the salesman who wants to sell 
what he has in stock and the customer 
who wants to buy what he has in mind— 
make buying a car one of the least enjoy- 
able of all consumer experiences. 

The salesman for a dealership in mass- 
market cars has to make some three sales a 
week to earn his wages. But dealerships 
are not thronged like food stores. So when 
somebody actually comes through the 
door, the salesman is desperate to close a 
deal, even if he does not have the version 
of the car that the customer is actually 
looking for. 

The mass-customisation zealots think 
that all this can be changed, creating a 
world in which consumer satisfaction and 
producer profits rise steeply together, as 
systems become more agile and faster. 
Everybody looks at how Michael Dell de- 
throned Compaq, the pc-industry leader, 
with the simple business model of direct 
sales over the telephone and the Internet. » 





> The Dell customer specifies what features 
he wants on his pc and pays upfront by 
credit card. The machine is then assem- 
bled and dispatched, usually arriving 
within three days. 

Yet the real secret of how Dell Com- 
puter manages this trick lies in the way 
that it restricts its computers to several key 
modules, and stocks a variety of each, al- 
lowing a wide choice of customer speci- 
fication. In fact, Dell pcs can be put to- 
gether in about four minutes flat, with a 
further 90 minutes needed to load up the 
software. Most of the customisation 
comes from the software that is chosen. 

The essence of BTO production is to 
have standard pre-assembly of such mod- 
ules, which are then configured at a late 
stage in the manufacturing process. Dell 
has to be sure that suppliers can respond 
quickly and furnish the necessary quanti- 
ties of the modules that are in demand. 
Leaving the customised bits to the end of 
the assembly process helps to reap some 
of the benefits of mass production while 
offering individual specification and rapid 
delivery to a “customer of one”. This for- 
mula, the antithesis of the mass market, 
has allowed Dell to grow by 40% a year in 
recent years, even as the pc industry as a 
whole has been growing by only 15-20%. 
Last year, Dell replaced Compaq as the 
world’s biggest pc maker. 

Computers are not the only consumer 
product for which lead times to delivery 
have shrunk. Photographic development 
is another, going from five days to one, or 
even to one hour for premium services in 
which the job is done in special mini-labs 
rather than in the big photo-processing fac- 
tories of yore. Another is spectacles: some 
retailers can now deliver individually tai- 
lored lenses within an hour. 

In these cases, the key enabling de- 
velopment has been the arrival of produc- 
tion methods that allow manufacturing to 
be farmed out to small, local sites—ie, the 
shops themselves. Some lean-production 
experts, such as Anand Sharma, the foun- 
der of TBM Consulting in North Carolina, 
think that one consequence of building to 
order rather than for stock will eventually 
be achange in the geography of traditional 
manufacturing. Mr Sharma foresees the 
rise of “distributed manufacturing” with, 
for instance, fewer giant plants and more 
small ones assembling from pre-fabricated 
modules closer to the end-user. 


The three-day car? 

There has been a big change within the car 
industry in the way that orders are han- 
dled. According to some recent studies, 
around 19% of cars ordered in Europe are 
custom-made, compared with barely 7% in 
America. But the proportion that are built- 
to-order (though not necessarily custo- 
mised) in some countries is a lot higher: in 
Germany, some 60% of cars are now built 
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in response to customer orders placed di- 
rectly or indirectly with the factory. A 
study in Britain shows that BTO cars rose 
from 10% of the total nine years ago to 32% 
in 1999 (see chart above). 

Some 40 car companies and parts mak- 
ers have set up a forum called the Interna- 
tional Car Distribution Programme (1cDP) 
to look into ways to streamline the distri- 
bution and sale of cars. Based near Bir- 
mingham, England, 1cpp brings together 
businessmen and academics from across 
Europe to plot exactly what goes on in this 
area, to study consumer reactions and to 
find ways of improving performance. The 
aim is to find out how to supply and please 
more customers at lower cost. 

This has led to an associated study in- 
volving such car makers as Volkswagen, 
Ford, General Motors, Nissan, Honda and 
Peugeot. Known as the “3DayCar” project, 





this explicitly sets out to see if the Dell 
Computer model can be applied to car 
making. The team working on it is a mix- 
ture of economists, distribution experts 
from other industries and former car-com- 
pany managers who know how tradi- 
tional car distribution works. 

The project director, John Whiteman, 
points out that most consumers who order 
a customised car are used to waiting 50-60 
days for it to be built and delivered. As he 
says, “that shows how well they have been 
conditioned by the manufacturers.” Cus- 
tomers often identify delay with quality. 
In practice, says Mr Whiteman, “it takes no 
longer to build a BMw thanit does to build 
an ordinary volume model.” This different 
expectation allows BMw to benefit greatly 
from its flexible production lines. 

Analysis by Mr Whiteman’s team has 
shown that out of the 42 days of order-to- 
delivery (OTD) time for a typical volume 
car, actual production takes only two days, 
with a further five for delivery from fac- 
tory to dealer. The rest is all taken up with 
handling paperwork, scheduling parts 
and determining a slot in the manufactur- 
ing process. 

The team's research across Europe sug- 
gests that customers would like to take de- 
livery of the car they order within one or 
two weeks. In Spain, according to Fiat's Mr 
Testore, if a dealer cannot promise a car 
within two weeks, customers tend to 
shrug and go elsewhere. Some manufac- 
turers, notably Renault, are speeding up 
their production and ordering systems so 
that customers can get whatever they 
wantin less than 14 days. If you order a Re- 
nault you can make alterations to the 
specification, colour and options, via a Re- 
nault dealer, up to 14 days before the 
scheduled delivery date. 

The downside of applying BTO to an 
industry such as car making is that conse- 
quent peaks and troughs in demand 
threaten to make a mockery of mass 
manufacturing. As the McKinsey paper 
points out, most car factories do not start to 
make profits until they are working at 80% 
capacity. Fluctuating production leads to 
inefficiency as factories reduce output in 
slack periods. 

For that reason, McKinsey argues that 
BTO isa will o’ the wisp for car companies. 
Its consultants suggest that “virtual” BTO is 
the real answer. That means exploiting the 
Internet to find the whereabouts of a car 
that matches an individual customer's per- 
sonal requirements somewhere within 
the existing distribution system. 

That way, customers get what they 
want sooner and inventory turns over 
faster—but without losing the benefits of 
mass production. Car companies, the au- 
thors argue, have better things to do (such 
as ensuring that they make cars that actu- 
ally appeal to consumers) than turning 
their manufacturing and distribution pro- »» 






> cesses upside down. 

In fact, car companies in Europe have 
been doing this virtual BTO for years. They 
have set up regional distribution centres at 
which buffer stocks are held for dealers to 
draw upon. Such centres are largely 
responsible for the rise in the 1990s in the 
proportion of car buyers who get the exact 
specifications that they want—in Britain, it 
has gone up from 25% to 76%. 

The 1cpp “3DayCar” team thinks that 
the trend is inexorably toward greater and 

- speedier consumer gratification. But its re- 
search suggests that not all consumers 
want their cars within three days, even if 
that were feasible. In reality, they have 
widely varied demands when it comes to 
timing. Fleet buyers, for example, have 
programmed orders that stretch out into 
the future and can help car companies to 
plan their production schedules. Other 
customers fall somewhere in-between. 
The way to smooth demand, therefore, is 
to use price discrimination to even out the 
peaks and the troughs. Rather than offer- 
ing heavy discounts to move stocks of cars 
that are piling up on the showroom fore- 
courts, incentives could be used to bring in 
orders for different waiting times. This is 
more or less what airlines do when they 
sell seats on flights. 

One of the biggest hurdles in the path 
of the three-day car is the paint shop, 
which is traditionally an expensive bottle- 
neck in the car factory. Changing from one 
colour to another causes such a bother that 
car makers tend to run big batches of vehi- 
clesin one colour ata time. 

The only way round this is the sort of 
system that is used to make little Mercedes 
Smart cars. They have metal frames on 
which are hung coloured outer panels. 
This allows the customer to alter the col- 
ours later if he does not like his original 
choice. Other companies, such as Fiat and 
Audi, have been using similar frame con- 
struction methods for some of their mod- 
els, rather than the conventional mono- 
coque bodies that are welded together 
from stamped steel panels. 


Follow that washing machine 

The car industry may be the pioneer, but 
many other manufacturers are also look- 
ing for ways to reduce stocks. “American 
business is full of piles of inventory,” says 
Bill Beer, the boss of the biggest part of 
Maytag Corporation, its appliances divi- 
sion, which is based in rural Iowa. “I see it 
as an overhead conveyer belt with lots of 
$100 bills hanging from it. My job is to pull 
down those bills.” 

Faced with fierce competition from 
companies such as General Electric and 
Whirlpool, Maytag has chosen to make 
fancy washing-machines, dishwashers 
and refrigerators that sell at around three 
times the price of mainstream products. 
This means that there has to be a wide 


range of choices, putting a premium on 
flexible manufacturing systems that can 
keep up with demand. 

Mr Beer's plan to grab the $100 bills is to 
move as close as he can to BTO. He sees 
three steps along the way. At the bottom is 
old-fashioned “build-to-forecast”; at the 
top is “build only against customer order”. 
In the middle, which is where Maytag is to- 
day, is “build-to-replenish”—ie, as soon as 
one product is sold, start to make another. 
“The idea is that the product does not go 
down the line until the cash register rings 
in a store. The real trick is to organise your- 
self so that your supplier and your sup- 
plier’s supplier also hear that ring.” 

To get anywhere near such a taut, de- 
mand-pull supply chain, Mr Beer and his 
two manufacturing lieutenants (both from 


the motor industry, as it happens) have, 
with the help of TBM, devised a combina- 
tion of lean manufacturing and quality- 
control techniques. The lean approach is 
standard: to install quality and cut waste 
through piles of inventory along the line. 
The quality-control work uses statistical 
tools to track the occurrence of faults and 
to spot even the tiniest variations in the 
processes. Divergences from standard pro- 
cedures are what usually create faults. 
Walking around the floor of Maytag’s 
washing-machine factory in Iowa is like a 
lesson in modern industrial archaeology. 
There are three levels of sophistication on 
show. One part of the factory makes a tra- 
ditional basic model in a traditional man- 
ner, with one long assembly-line conveyer 
belt and lots of offline areas in which 
faulty machines are taken out of the loop 
for repair. A second line, making more so- 
phisticated products, has a number of 
smaller production cells instead of a long 
line, and only a few offline repair areas. In- 
stead of a conveyer belt, machines come 
along on little pads that stop them at each 
station for a while. So far, so traditional. 
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But the third production area, making 
the most advanced Atlantis washing ma- 
chines, consists of just seven cells. In these, 
groups of workers make whole boatloads 
of washers, which come off the line at the 
rate of one a minute. The work is less 
mindless than performing single repetitive 
tasks, and each operator can see whatis go- 
ing on around him. That means he can 
stop the line if something is wrong, or 
move along to help a buddy at the next sta- 
tion when needed. Working in such small 
cells means that no time is wasted by 
workers looking around for parts. “Every- 
thing is brought to the worker, as if he were 
a surgeon,” says Art Learmonth, one of Mr 
Beer’s manufacturing lieutenants. The cell 
arrangementis also more flexible than one 
long line, in that seven different variations 





of a washing machine can be turned outat 
the same time. 

A similar reworking of the company’s 
Jackson, Tennessee, dishwasher factory 
improved quality by 55%, cut work in pro- 
gress by 60%, freed up 43,000 square feet 
and increased capacity by 50%. Such fac- 
tories can now turn out any model at any 
hour of the production day, in response to 
feedback from the department stores that 
sell Maytag’s products. 

This “build-to-replenish” model is a key 
stage on the way to full-scale Bro, which 
Maytag has already introduced for some 
of its top-of-the-line refrigerators. Al- 
though it has not got there yet, the com- 
pany’s aim is to “sell today what we make 
tomorrow,” says Mr Beer. 

For Maytag, as for companies in the car 
industry and elsewhere, genuine mass 
customisation may still be a long way off. 
But the journey towards it, via the staging 
post of BTO, is teaching companies a lot 
about how to eliminate waste—of both 
time and materials. This may be a case 
where travelling hopefully matters almost 
as much as arriving. @ 
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The dollar 


The greenback’s charm 


Investors remain smitten by the dollar. How much longer will their passion last? 


AST week, at a bank’s strategy session 
ahead of a meeting by the European 
Central Bank to set interest rates, currency 
traders weighed up the euro-dollar ex- 
change rate. If the ECB cut interest rates, 
they decided, the euro would fall, because 
it would have been pushed by outside 
pressure and forced to turn a blind eye to 
inflation. But if the EcB kept interest rates 
unchanged (as it actually did), traders bet 
that the euro would still fall, because the 
bank would be choking European growth. 
The market, it seems, is so infatuated with 
the dollar and scornful of the euro that the 
ECB’s policy makes no difference. 

The euro duly did fall last week, to be- 
low $0.84, within a whisker of its October 
2000 all-time low since its launch in Janu- 
ary 1999. The dollar has since lost ground, 
but it still stands roughly 10% higher, 
against both the euro and the yen, than it 
did at the end of last year. It is now worth 
almost 40% more in euros than it was 
when the single currency was introduced. 
The dollar’s real trade-weighted value (a 
measure of competitiveness, adjusted for 
inflation differentials) against 55 de- 
veloped and emerging-market currencies 
is at a 16-year high (see chart on next page). 

Until last year, the dollar’s vigour could 


be justified by the strength of America’s 
economy, which had attracted large in- 
flows of capital chasing high returns. This 
explanation still fits the dollar’s climb 
against the yen this year, as Japan’s econ- 
omy is now in recession and America’s is 
still growing, albeit slowly. But the green- 
back’s continued rise against the euro is 
more of a puzzle. 

In its latest World Economic Outlook, 
the International Monetary Fund tries to 
explain the movements of currencies over 
the past decade by analysing all the data. It 
concludes that the three most important 
determinants of the dollar’s swings 
against the euro (or against the euro’s com- 
ponent currencies before 1999) have been 
relative expected growth rates, bond-yield 
differentials and net equity portfolio 
flows. 

On this basis, the dollar should have 
fallen this year. After all, growth has 
slowed more sharply in America than it 
hasin the euro area. Last October The Econ- 
omist’s poll of forecasters found that GDP 
was expected to grow in 2001 by 3.5% in 
America and by 3.1% in the euro area. 
Those figures have since been revised to 
1.6% and 1.9% respectively. Interest rates 
have also moved against the dollar. Short- 
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term rates are now lower in America than 
in the euro area, and the yield premium on 
American bonds over euro-area bonds has 
been all but eliminated. Last, but not least, 
American equities are no longer offering 
such juicy returns, with the s&P 500 down 
by 23% from its peak last year. 

In recent years America’s large current- 
account deficit has been more than will- 
ingly financed by portfolio and foreign di- 
rect investment (FD1). But now that Ameri- 
can growth has slowed, profits are falling 
and equities have slumped, why have in- 
vestors kept their appetite for dollars? In- 
flows of FDI into America have fallen this 
year, but portfolio inflows (both equities 
and bonds) remain strong, America’s 
slowdown has not shaken investors’ belief 
that, over the longer term, America will of- 
fer faster productivity growth and hence 
higher rates of return than Europe. 

International investors are still betting 
on America’s “new economy” and the skill 
of Alan Greenspan, the Federal Reserve 
chairman. Their belief that Europe re- 
mains riddled with rigidities and is un- 
likely to change much has also been rein- 
forced by recent developments, such as the 
European Commission’s veto of the GE- 
Honeywell merger and the European Par- 
liament’s rejection of an EU-wide takeover 
code. In the opinion of American currency 
traders, “Europe still doesn’t get it.” 

That verdict is somewhat unfair. The 
single currency is boosting competition 
and encouraging firms to exploit econo- 
mies of scale through mergers. With the 
help of some labour-market reforms, this 
should lift productivity. However, a study 
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> finds clear evidence that currency markets 
react asymmetrically to economic news 
about the euro. The euro tends to weaken 
against the dollar in response to disap- 
pointing data in the euro area, but fails to 
rise when the news is favourable. In other 
words, there is a persistent negative mar- 
ket sentiment towards the euro. 

Most currency forecasters still expect 
the dollar to fall a bit against the euro over 
the next year, but by much less than they 
once did. Last December six banks polled 
by The Economist had an average forecast 
for the euro-dollar rate of $1.01 by the end 
of 2001. Their latest average forecastis fora 
rate of $0.89, and two of the six banks ex- 
pect the euro to fall to a new low. Even by 
mid-2002 their average forecast is just 
$0.93. Only one bank, Goldman Sachs, ex- 
pects the euro-dollar rate to rise above par- 
ity within the next 12 months. Our panel 
have cut their end-year forecast for the yen 
even more dramatically, from ¥103 to the 
dollar last December to ¥126 (see table). 


Wim’s wisdom 

Most economic studies suggest that the 
dollar is overvalued against the euro and, 
to a lesser extent, against the yen. Ameri- 
can manufacturers are already squealing, 
and they are not alone. Sir Edward George, 
governor of the Bank of England and 
chairman of the group of Gio central-bank 
governors, said this week that a strong dol- 
lar was hurting not only America but the 
entire world economy. 

In Europe, for instance, the weak euro is 
pushing up inflation. This, in turn, 
squeezes real incomes and hence con- 
sumer spending, and itis forcing the ECB to 
delay cutting interest rates. The strong dol- 





lar is also putting pressure on emerging- 
market currencies. Argentina, which pegs 
its peso to the dollar, faces rising debt costs. 
Fears about a default are having severe 
knock-on effects on other emerging econo- 
mies, such as Brazil (see page 38). Both in 
Eastern Europe and in Asia, currencies are 
tumbling against a strong dollar. 

Wim Duisenberg, the president of the 
ECB, seems however not to believe that a 
strong dollar is such a threat to the world 
economy. He said this week that he was 
not concerned about the weakness of the 
euro against the dollar. The Ecp’s critics 
immediately leapt upon this as evidence 





The UN’s human development report 


Let them eat more 


that he lives ona different planet. 

Yet he may be right. John Makin, an 
economist at the American Enterprise In- 
stitute in Washington, argues that many 
countries could not cope with a weak dol- 
lar on top of a slump in American de- 
mand. Ina fragile global economy, says Mr 
Makin, a weaker dollar would be a bigger 
problem for the rest of the world, as it 
would let America export more of its reces- 
sion to others. Japan, in particular, needs a 
weak yen to fight off deflation. Mr Duisen- 
berg may have been foolish to speak his 
mind, but that does not mean he was talk- 
ing nonsense. @ 








Technology and innovation can help the poor as much as the rich 


Te anti-globalisation brigade likes to 
tout two big objections to new technol- 
ogy’s role in promoting growth. The first is 
that the richer you are, the more access you 
have to technological innovation; in- 
formation technology, in other words, re- 
inforces the “digital divide” between rich 
and poor. The second is that unwelcome 
western innovations—such as genetically 
modified food—are shoved on people in 
poor countries, who gain no benefit from 
them. The United Nations’ annual Human 
Development Report* this year tackles 
these objections head-on. By looking at the 
relationship between technology and 
growth, its authors come to a convincing 
conclusion: poor people need more inno- 
vation and access to technology, not less. 

The evidence that technology helps de- 
velopmentis strong. The decline in mortal- 
ity rates that took more than 150 years in 
the now-developed world took only 40 
years in the developing world, in large part 
thanks to antibiotics and vaccines. Tech- 
nological innovations in plant-breeding, 
fertilisers and pesticides have doubled the 
world’s cereal output in a mere 40 years, 
compared with the 1,000 years that it took 
English wheat yields to quadruple. More 
recently, the development of oral rehydra- 
tion packets, a simple solution of sugar 
and salt that increases the absorption of 
liquids, has cut the cost of treating diar- 
rhoea and saved millions of lives. 

The problem remains that the great ma- 
jority of technological advances are pro- 
duced by, and for, rich countries. In 1998, 
nine-tenths of new patents went to OECD 
countries, home to only one-fifth of the 
world’s population. Of the $70 billion 
spent on health research in 1998, a mere 
$100m went to malaria research. 


In the unequal distribution of technol- 
ogy, there is market failure, both national 
and global. The report’s recommendations 
fall into two categories: what poor coun- 
tries themselves can do, and what should 
be done multilaterally. At the country 
level, the report stresses proper incentives 
to invest in research and development, 
with a greater emphasis also on education. 
Rich countries subsidise R&D, because the 
benefits of new technologies to society as 
a whole are greater than those realised by 
the companies that produce it. By contrast, 
poor countries spend very little on subsi- 
dies for R@p—only 0.6% in South Asia and 
Latin America, for instance, compared 
with 2.4% of epr in the rich world. 

Good research, though, demands a crit- 
ical mass of well-educated workers. Here, 
the report treads delicately. Traditionally, 
the approach to human development has 
been guided by a “trickle-up” philosophy. 
The social returns from investment in 
primary education, for example, are 
higher than for secondary or tertiary edu- 
cation, with the benefit that they tackle 
poverty directly. Ditto, returns from invest- 
ment in primary health care and preven- 
tive medicine over investment in modern 
hospitals and curative medicine. 

In their push for more R&D in poor 
countries, the authors want more spend- 
ing on higher education, but without a re- 
treat from primary education. Their rec- 
ommendation to retain public funding for 
primary education, while encouraging the 
private supply of higher education, is thus 
probably on target. 

At a global level, the report calls for 





* Human Development Report 2001: “Making new 
technologies work for human development”. UNDP, 2001. 





He wants to modify his wheat 


> more public funding and for a “reassess- 
ment of the rules of the game” to ensure 
that the deck of technological innovation 
is not stacked against poor countries. Just 
as innovators do not fully recoup the social 
value to a country of new technologies, so 
countries do not recoup the social value to 
the rest of the world of their innovations. 
Since the benefits of R&D spread across 
borders, countries tend to under-invest in 
R&D from a global perspective. For this rea- 
son, the report advocates a global initiative 
to establish research partnerships be- 
tween rich and poor countries. 

With luck, this will encourage research 
on problems that matter to the developing 
world. In the meantime, the report should 
make well-off protesters who vandalise 
plantations of genetically modified maize 
think twice about whether they are actu- 
ally helping the poor. m 


Banking in Britain 


Ellwood Agonistes 


Lloyds TSB needs a new strategy, fast 


p= ELLWOOD, chief executive of 
Lloyds TSB, keeps a well-thumbed copy 
of Clausewitz’s “On War” in his office. It 
helps him, he says, to think about strate- 
gies for future conquests. So far, though, 
Mr Ellwood’s own warlike attempts have 
fallen flat. This week, Patricia Hewitt, the 
trade and industry secretary, accepted a 
recommendation of the Competition 
Commission and blocked Lloyds TsB’s £18 
billion ($25 billion) bid for Abbey Na- 





Crédit Lyonnais 


Management by committee 


New details about the Executive Life affair 


REDIT LYONNAIS, a French bank, 

has consistently maintained that 
wrongdoings over ee) ian in 
1991-93 of Executive Life, an American 
insurance company, did not come to the 
attention of Jean Peyrelevade, the bank’s 
chairman since November 1993, until 
the end of 1998. The bank faces criminal 
proceedings and is a defendant in sev- 
eral civil lawsuits in America over Execu- 


French magazine, reported new details 
a AA y 

m Dominique Bazy, Mr Pey- 
relevade’s right-hand man. Mr Bazy’s ev- 
idence casts light on a 17-page internal 
fax sent on SE aaa 10th 1993 to So 

’s office. Mr Bazy says he 

was the intended recipient of the fax, 
which contained explicit Sais of i 
fronting arrangements en into 
the bank to get round American federal 
and state laws when it took over Execu- 
tive Life. Mr Bazy and Francois Gille, a 
fellow joint number two, both read the 
fax. Mr Peyrelevade claims that he did 
not become aware of its contents until 
1999. 

After Executive Life went bust in 1991, 


Aurora, to take over Executive Life’s in- 
surance contracts. Regulators were told 
that the consortium set up to own and 
manage Aurora would be independent 


tional. This puts an end, in effect, to further 
consolidation among big banks in Britain. 
The commission had concluded that a 
merger between Lloyds Tsp, the third-big- 
gest bank in Britain, and Abbey National, 
the sixth-biggest, would reduce compe- 
tition in personal current (checking) ac- 
counts and in banking services for small 
businesses. In current accounts, Lloyds 
TsB and Abbey National together would 
have controlled 27% of the market, higher 
than the commission’s favoured ceiling of 
25%. Various remedies offered by Lloyds 
TSB, such as lowering interest rates on cur- 
rent-account overdrafts or selling up to 50 
branches, did not soothe the commission. 
Although Abbey National has only tiny 
market shares in current accounts and 
small-business banking-5% and 1% respec- 
tively-the commission also reasoned that 
to allow Lloyds to swallow the smaller 
bank would eliminate a promising future 


of Crédit Lyonnais, as both federal and 
state laws 
However, members of the consor- 
tium of “independent” shareholders in 
Aurora, led by MAAF, a French insurer, 
were in fact fronts for Crédit Lyonnais. 
The bank had confidential agreements to 
buy back shares in Aurora from consor- 
tium members. The bank also arranged — 
in principle for Artémis, controlled by 
Francois Pinault, one of France's richest 
businessmen, to buy shares in Aurora 
from the consortium of investors so that 
the fronting scheme could be unwound. 
As well as explaining the Executive 
Life deal, the 17-page fax also described 
the bank's relationship with Artémis. 


cember 13th (minus Mr Bazy) with the 
sole purpose of 


bank later the same day to give an irrev- 
ocable undertaking 


committee discussed the fronting ar- 


op managers, including Mr Peyrel 

vade, could not have formed a complete 

peepi erika nesoristed with the 
s relationship with Mr Pinault. 


competitor. In this, it betrays a deep mis- 
trust of the “big four” British banks. Earlier 
this year it ruled that they operate a “com- 
plex” monopoly in the supply of banking 
services to small and medium-sized busi- 
nesses. By the end of the year it will say 
what, if anything, it wants to do aboutit. 
With Lloyds Tsp off its back, Abbey Na- 
tional now has an acquisitive eye of its 
own. “We've gone from being a tasty mor- 
sel to the top of the food chain,” says one 
of the bank’s advisers. Wishful thinking, 
perhaps. By proposing a merger with Bank 
of Scotland last year, Abbey National con- 
ceded that it needs a partner. The Compe- 
tition Commission’s judgment may pro- 
tect it from big British rivals. But Abbey 
would face fierce competition if it tried it- 
self to pick off smaller British banks, such 
as Alliance & Leicester. And an attack 
could still come from abroad: National 
Australia Bank, for one, is sniffing around. »» 





As for Lloyds; Mr Ellwood now claims that 
acquiring Abbey National was never a 
strategic imperative. His bank’s real future, 
he says, rather vaguely, lies in an overseas 
deal, preferably a European merger of 
equals. 

That will be hard to bring off. Lloyds 
tsp has been looking for a partner for 
years. Under its former chairman, Sir Brian 
Pitman, who was a loud champion of 
shareholder value, the bank became 
known as a machine-like destroyer of jobs 
and senior management. Disdaining such 
a vigorous Anglo-Saxon approach, most 
European bank bosses would probably 








prefer deepening alliances on the conti- 
nent, inside the euro zone. Mr Ellwood 
could try buying a series of smaller Euro- 
pean banks, but this would take time to 
have any great impact on earnings. 

Abbey National would have offered a 
fast and easy way for Lloyds TSB to raise 
profits by cutting costs. As it is, revenue 
growth remains a headache for Lloyds 
TSB. Last year revenues in retail banking 
grew by just 2%, while costs grew by 7%. 
This is a problem that Mr Ellwood’s share- 
holders will now demand he tackle, 
whether with a European venture or in 
some other way. 8 





Japanese banks’ bad loans 


Dead, or just resting? 


TOKYO 


Fe committed to painful structural 
reform: so Masajuro Shiokawa, Japan’s 
finance minister, promised he was when 
he met his counterparts from other G7 
countries at the weekend. Topping his list 
of reforms is getting banks to dispose of 
the very worst of their bad debts, which, 
under official guidelines, come to around 
¥13 trillion ($104 billion). If banks do this, 
some of their weakest borrowers will be 
thrown into bankruptcy, with an inev- 
itable and overdue shake-up of ailing, 
overcrowded industries, such as construc- 
tion and retailing, to follow. 

These ¥13 trillion of loans, to compa- 
“nies now classified by banks as either 
bankrupt or in danger of bankruptcy, are 
but the tip of a ¥150 trillion iceberg. With 
so much talk of serious reform by the gov- 
ernment, supporters hope that, at the least, 
the move will help tackle some of the cor- 
porate wounded that must surely have 
been included in these categories. 

In reality few, if any, big borrowers 
have been placed in these deadbeat divi- 











Suspiciously few loans are counted as truly awful 


sions. Rather, these categories are stuffed 
with small and medium-sized companies, 
whose demise will not badly damage the 
industries to which they belong. Since 
banks are bound by confidentiality rules 
and do not disclose details of individual 
borrowers, it is impossible to know for 
sure who is included in these categories. 
Anecdotal evidence from the large banks 
suggests that big, wobbly companies have, 
so far, little to fear from a clean-up of the 
banks’ bad loans. 

In fact, they have been defended to the 
hilt. Look at Asahi Bank, which is itself in 
danger of having its “financial strength” 
downgraded to “E”, the worst possible rat- 
ing, by Moody’s, a credit-rating agency. 
Weeks before it had to close its books at the 
end of March, it was locked in debate with 
the Financial Services Agency (FSA) over 
how to rate Aoki, one of Japan’s battered 
construction companies. In1999, Aoki had 
¥205 billion of interest-bearing debt 
waived by banks, in return for setting up a 
20-year restructuring plan. In March it had 





that much and more sitting on its books. 
Like many other construction companies, 
it is struggling to raise its sales and profit- 
ability. 

The rsa argued that a 20-year restruc- 
turing period was too long to be convinc- 
ing, and that Aoki should be classified as 
being “in danger of bankruptcy”. In the 
end, however, Asahi seems to have won, 
and Aoki is rated as merely in need of 
monitoring. Investors disagree. Aoki’s 
shares are currently trading at around 25% 
below their face value. 

Similar discrepancies abound else- 
where. According to a document leaked to 
Shukan Bunshun, a news magazine, Fuji 
Bank, Dai-ichi Kangyo Bank and the Indus- 
trial Bank of Japan (1By), which have linked 
up to form the Mizuho Financial group, 
found some startling differences in their 
classification of borrowers when they got 
together. For example, Fuji had classified 
Hazama, another troubled builder to 
which it had little exposure, as in danger of 
bankruptcy. Dai-ichi Kangyo and 18J, on 
the other hand, had placed it in a less risky 
category. As it happens, both banks had 
lent large amounts of money to Hazama. 
Now it seems that all three banks, like oth- 
ers in the industry, have decided that, 
since it recently had a chunk of its debt 
wiped out, Hazama (whose shares are 
trading below par) should be considered a 
“healthy” borrower. Mizuho says that the 
leaked document is not genuine. 

Mycal and Daiei, two struggling super- 
market giants, also appear to have been 
kept out of the worst two categories of 
debt. Despite persistent talk that they are 
highly vulnerable, most banks seem to be 
happy that their debt is secure. The capital 
markets are less certain. One of Mycal’s 
bonds, due to mature in 2008, is now 
priced at ¥33, a third of its face value. Inves- 
tors would still, in theory, be able to get the 
full ¥100 a bond if they held on to matu- 
rity. That they are scrambling to sell (the 
price of these bonds has halved in the past 
two months) suggests they are afraid ei- 
ther that Mycal might not be around in 
2008, or that it will default on its debt be- 
fore then. 

Why do the banks seem so optimistic in 
the face of such market pessimism? One 
reason is that they cannot afford to be 
more cautious. Banks have to set aside re- 
serves for only 15% of a loan that is “in 
need of monitoring”. Reclassifying a loan 
as “in danger of bankruptcy” would mean 
reserving against 70% of the loan instead. 
The bigger the borrower, the bigger the hit, 
and some banks, already hurt by a sliding 
stockmarket, might find it hard to meet 
capital-adequacy requirements if they re- 
served more against big borrowers. Others 
might even be unable to make dividend 
payments on preferred shares owned by 
the government—putting them at risk of, in 
effect, being nationalised. m 


Ethical investment 


Warm and fuzzy 


The trouble with “ethical” investment 
is the woolliness of its principles 


EN the world’s largest and second- 
largest pension funds are at it. ABP in 
the Netherlands announced this week a 
“socially responsible” investment of 
$200m. Calpers, the pension fund for Cali- 
fornia’s public-sector workers, recently 
said that it would run its emerging-market 
portfolios in an “ethical” manner. What 
started as a fad for idealists has now be- 
come a mainstream idea debated by pen- 
sion-fund trustees, fund managers and 
company executives. 

Many remain sceptical about so-called 
socially responsible investment (sri). Os- 
tracising wicked companies does not re- 
form them, these sceptics say. Besides, 
what is the moral framework? Is a com- 
pany which produces drugs that save lives 
a responsible company, even if it does not 
slash its prices in poor countries as much 
as some activists would wish? And is test- 
ing its products on animals, as practised by 
Huntington Life Sciences, a long-running 
target of activists in Britain, socially 
responsible or irresponsible? 

Received wisdom suggests that socially 
responsible investment tends to underper- 
form the market. But this is not always the 
case. The Domini social equity fund, for in- 
stance, did better than the Standard & 
Poor’s 500 index for the three years up to 
1999, though it fell back last year. 

One reason for this might be that such 
indices are over-weighted in favour of 
“clean” technology companies, which 
shone during the late 1990s. In principle, 
though, sound social and environmental 
policies, which often go hand-in-hand 
with good corporate governance, could be 
profit-maximising. Good treatment of 
workers can translate into higher pro- 
ductivity. Energy conservation can save 
costs. “Today, sri is as much about gener- 
ating good returns as it is about a com- 
pany’s environmental and social bene- 
fits,” claims Diana Propper de Callejon at 
Critical Resources, a venture-capital fund 
that invests in environmentally benign 
companies, 

Still, the fuzziness of the concept re- 
mains a problem, even though funds draw 
up rules for “screening” companies. Fund 
managers at Bank Sarasin, a private bank 
and one of the early ethical investors in 
Switzerland, shun some sectors, including 
tobacco and nuclear power, when they se- 
lect companies for responsible invest- 
ment. Yet they make exceptions: they in- 
vest in BP Amoco, for instance, even 


“Best” behaviour 


New responsible share indices are irresponsible casuistry 


A SINNERS, saints and casuists know, 
the rewards of virtue are far from 
clear. Some insight may come from a 
new set of ethical indices that was 
launched on July 10th by FTSE, jointly 
owned by the Financial Times and the 
London Stock Exchange, to begin trading 
at the end of the month. Licence fees 
will be donated to the United Nations’ 
children’s fund. 

More than 1,600 listed companies 
have been assessed for their compliance 
with certain measures of environmental, 
social and humanitarian behaviour, de- 
fined through consultation with firms, 
non-governmental organisations and 
“experts” in the growing field of socially 
responsible investment (sri). The 50 
firms with the highest market capitalisa- 
tion that pass muster have been selected 
for the rrse4Good indices for British 
and European shares, with a further 100 
companies appearing on each of the 
American and world equity indices. 

The omissions from the British top 50 
are revealing. Inevitably, companies in 
the tainted businesses of cigarettes, nu- 
clear power and arms manufacturing are 
excluded from the start. But perfectly re- 
spectable firms have also failed to make 
the grade. Tesco, a supermarket chain, 
faltered on its reporting of land and en- 
ergy use. Royal Bank of Scotland, which 
does business in countries such as Indo- 
nesia that have poor human-rights re- 
cords, failed, in the eyes of the 
examiners, to commit to sufficiently 
clear labour policies. Evidently, those 
examiners want to discourage invest- 
ment in most poor countries. 

While some deplore the inclusion of 
firms involved with genetically modified 
foods, others worry that a chance to 
bring “sinners” into the fold with a view 
to redeeming them may be lost by the 


though fossil fuels are seen as dodgy. 

The fuzziness also explains the uncer- 
tainty about quite how much money is 
parked in ethical funds. According to the 
Social Investment Forum, an American 
non-profit organisation, sri in America 
passed $2 trillion in 1999—one in every 
eight dollars under management. This 
seems implausibly high. Fidelity, Amer- 
ica’s largest mutual-fund firm, with about 
$1 trillion under management, lacks an sRI 
fund. Vanguard, another American giant, 
rolled out its social-index fund only last 
year. The fund manages a mere $76m. 

For some sceptics of sri, it makes more 









Compromised and dirty 


exclusion of entire industries. Good be- 
haviour is in the eye of the beholder. 
“We live ina compromised and dirty 
world,” says Craig Mackenzie, of | 
Friends, Ivory and Sime. The advisory 
committee is working on new measures 
to include “pariah” industries in the indi- 
ces, and raising its existing standards on 
en as more companies de- 

p reporting systems. f 

All sri indices have flaws, points out 
Stuart Hart at the University of North 
Carolina. The Dow Jones Sustainability 
Index, for example, uses a sophisticated 
questionnaire sent out to companies, _ 
and so Driggs on a own as- 
sessment. a quarter of companies 
actually respond. 

On the other hand, rrsegGood 
comes under fire for using less stringent 
criteria on policy and performance in an 
attempt to broaden its constituents. Deb- 
orah Doane, at the New Economics 
Foundation in London, questions why _ 
rTSE4Good does not, for example, judge 
pharmaceutical firms on their human- 
rights policies—as it does mining and 
software companies, for instance—given j 
the fuss over poor countries’ right to ' 
costly medicines. It is all fertile ground 
for casuistry. 


j 


sense to try to change a company from 
within than to ostracise it. Robert Monks, 
an American promoter of shareholder 
rights, thinks that changes for the better at 
Shell, a British oil giant, have been won 
through shareholder and customer pres- 
sure. In the mid-1990s Shell was in the 
dock for trying to dump Brent Spar, an oil 
rig, into the North Sea, and for its opera- 
tions in Nigeria, where it was blamed for 
not stopping the execution of an author 
and activist, Ken Saro-Wiwa. His death has 
not been forgotten by the people of the 
Ogoni, but Shell has been partly rehabili- 
tated by shareholder activists. m 


72 


A ee l » = 


Economics focus In the balance 


America’s slowdown has done little to remove the country’s serious economic imbalances 


ANY economists believe that Amer- 

ica’s economy has escaped reces- 
sion and may rebound in the second half 
of this year. But a new paper* by Wynne 
Godley and Alex Izurieta at the Jerome 
Levy Economics Institute argues to the 
contrary that large, unsustainable imbal- 
ances may make a recession inevitable. 

Mr Godley was among the first to ar- 
gue that America’s boom of the late 1990s 
was unsustainable, for two reasons. First, 
private-sector spending was growing 
faster than income, causing a huge in- 
crease in corporate and household debt. 
Second, America’s current-account deficit 
had widened to a record 4.3% of GDP. The 
current-account deficit has been much 
discussed by other economists, but few 
Americans pay any attention to the priv- 
ate-sector financial deficit. 

The chart shows the financial balances 
of the three sectors of the economy over 
the past 40 years: the external current-ac- 
count balance, the government's budget 
balance, and the private sector’s financial 
balance. This last (calculated as the dis- 
posable income of firms and households, 
minus their spending) is also known as 
private-sector net saving, since it is equiv- 
alent to saving less investment. By ac- 
counting definition, private net saving 
and the budget balance combined must 
be equal to the current-account balance. 

The government's shift from budget 
deficit to surplus has been much trum- 
peted. But far more dramatic has been the 
private sector’s swing from a surplus of 
5.4% of GDP in 1992 to a deficit of almost 
7% late last year. Between 1960 and 1997, 
the private sector was always in surplus. 

The unprecedented switch during the 
1990s reflects the behaviour of house- 
holds more than of firms. As a result of it, 
household debt climbed from 95% of dis- 
posable income in the early 1990s to 124% 
in the fourth quarter of last year. 

Mr Godley argues that private-sector 
net saving will eventually rise sharply, as 
households repair their balance sheets, so 
driving the economy into recession. 
Plenty of economists disagree. A flurry of 
recent papers has concluded that the 
household saving rate, properly mea- 
sured, is a lot higher than official figures 
suggest. If so, fears of a rebound in saving 
may be overdone (see the Economics fo- 
cus of June 23rd). But the problem is that 


* “As the Implosion Begins...? Prospects and Policies for 
the US Economy; A Strategic View”. www.levy.org. 
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these studies look at gross saving rather 
than net saving (ie, minus investment). 
Consider some of the supposed rea- 
sons why household saving is higher 
than it seems. First, the saving rate as offi- 
cially measured includes employers’ con- 
tributions to pension schemes, but 
pensioners’ benefits from those schemes 
are not counted in income. In recent 
years, large capital gains have allowed 
many firms to take a holiday, paying out 
pensions without making contributions. 
That means that household saving has 
been understated. Yet if the figure was in- 
creased to allow for this, it would also 
change firms’ financial balance in the op- 
posite direction (as the increased pension 
benefits of households show up as an in- 
creased cost for firms). Total private net 
saving would thus be unchanged. 
Second, some have argued that house- 
hold spending on cars and other con- 
sumer durables should be treated as 
investment, not consumption, which 
would lift gross household saving. Yet 
since this would boost both saving and 





investment, private net saving would 
again be unaffected. 

Third, it is argued that capital gains 
should be counted as saving. These do in- 
deed boost wealth, but can be drawn on 
only if households either sell assets or 
borrow against those assets—and there 
are limits to both. Debts have to be ser- 
viced out of income; if everybody tried to 
realise their capital gains by selling 
shares, prices would crash. 

The private-sector financial deficit is 
therefore a better measure of sustainabil- 
ity than gross saving. Indeed, this mea- 
sure is favoured by the International 
Monetary Fund and the Bank for Interna- 
tional Settlements. In its latest annual re- 
port the Bis points out that, in the past, 
when a country’s private-sector net sav- 
ing has fallen sharply below its long-run 
average, this has always been followed 
eventually by a sharp economic slow- 
down, as the private sector swung back 
into surplus and spending slumped. Ex- 
amples are Britain and Sweden in the late 
1980s, and Japan after 1990. In the first 
quarter of 2001, America’s private-sector 
financial deficit shrank for the first time. 
Could this be the turning point? 


What goes up... 

The authors consider the likely future 
path of America’s financial imbalances. 
Using the latest projections by the Con- 
gressional Budget Office for the budget 
balance and cpr growth implies that the 
private-sector deficit would rise to 8% of 
GDP by 2006, with debt continuing to ex- 
plode. That is clearly unsustainable. Yet, 
at the other extreme, a turnaround of the 
financial deficit is unlikely to be as severe 
as it was in Britain after 1989, because 
high inflation then reduced Britain's 
scope to cut interest rates. 

America is likely to follow a middle 
path. If the private sector’s balance re- 
verts to its historical average within three 
years, Messrs Godley and Izurieta reckon 
that this would cause a recession this 
year, with annual Gpr growth in the five 
years to 2006 of only 1.1%. Even if the 
private-sector deficit fell by only half, to 
3% of GDP, annual growth would average 
only 2% over the next five years. 

To keep the three sectors in overall bal- 
ance, higher net private saving must be 
matched by either a fall in America’s cur- 
rent-account deficit or a swing in the bud- 
get from surplus to deficit. Forget about all 
those hopes of repaying public debt. = 








Particle physics 


The fact of the matter 


The first results of an experiment designed to find out why the universe is 
composed of matter have just been announced 


N PHYSICS, there is sometimes life after 

death. The constant wish of researchers 
who study the universe at the subatomic 
level is for bigger and more powerful ma- 
chines. When this wish is granted by the 
funding agencies, the existing, smaller ma- 
chines become redundant. That was the 
fate of per, the positron-electron project at 
SLAC, the Stanford Linear Accelerator Cen- 
tre, in California. It was overtaken by 
events, and turned off in1990. 

In May 1999, it became fully opera- 
tional again, having been refitted and re- 
dubbed pep-t. The refit turned it into a 
“factory” for producing particles called B- 
mesons. Its new mission was to answer a 
question so profound that only a physicist 
would think of asking it: why is the uni- 
verse made of matter? This week, its oper- 
ators reported part of the possible answer. 


Fearful symmetry 

The reason why the question is worth ask- 
ing is that most fundamental things in the 
universe seem to come in symmetrical 
pairs. In particular, every type of particle 
of which matter is composed has an equal 
and opposite antiparticle composed of 
antimatter. As every schoolboy knows, if 


you bring a particle and an antiparticle to- 
gether, they annihilate each other in a 
burst of energy. Less well known is that 
the opposite can also happen: energy can 
turn spontaneously into something more 
tangible. When it does so, each particle of 
matter produced is accompanied by an ap- 
propriate antiparticle. 

The Big Bangin which the universe was 
created was followed by the condensation 
out of a huge amount of energy of zillions 
upon zillions of such matter-antimatter 
pairs. So the naive assumption might be 
that the early universe must have con- 
tained equal amounts of matter and anti- 
matter. But that would suggest that, when 
things had cooled down a bit, these parti- 
cles would eventually have annihilated 
one another leaving nothing but energy 
behind. Fortunately, this naive view is 
wrong, as a train of events that started al- 
most half a century ago showed. 

In 1956, Chien-Shiung Wu, of Colum- 
bia University, demonstrated that certain 
particles have an inherent sense of left and 
right. The result is that their images in a 
mirror would not, in fact, be “mirror im- 
ages” in the sense that most people under- 
stand the term. Instead, those images 
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would be backwards in what looks like a 
physically impossible way. 

Parity violation, as this phenomenon is 
called, came as a shock to theorists, but 
they were able to compensate for it by in- 
corporating the effects of electric charge 
into their models. The resulting charge- 
parity symmetry solved the mirror-image 
problem—in theory. Yet when experimen- 
talists began to investigate it, they found 
that, just occasionally, there was some- 
thing wrong. The wrongness, which 
turned up in the interactions of particles 
called k-mesons, implied that matter and 
antimatter are not truly symmetrical. That 
would allow more of the former than the 
latter to present just after the Big Bang. 


A question of degrees 
But not, sadly, enough more. This is where 
B-factories come in. Theory suggests that B- 
mesons, too, should show this asymme- 
try. Indeed, they should show it more 
strongly than k-mesons do. 
Unfortunately, B-mesons are hard to 
work with. This is because they decay very 
fast—usually within one and a half tril- 
lionths of a second of their creation. Be- 
cause they are so short-lived, they have to 
be generated in huge numbers, and with- 
out too much clutter in the form of other 
sub-atomic particles, to make any mean- 
ingful studies of them possible. Two 
groups of physicists therefore decided to 
build specially designed machines that 
would spew out B-mesons in quantity, un- 
like typical particle accelerators, which 
produce an unwieldy mess of particles. 
The revamped stAc accelerator is one 
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> of these machines. The other is at KEK, a 
particle-physics centre in Tsukuba, near To- 
kyo. The two projects have been engaged 
in a race from the beginning. sLac beat 
KEK to the first production of B-mesons by 
a fortnight back in 1999. It now seems to 
have about the same edge with the publi- 
cation of the first results. 

These results do, indeed, show an 
asymmetry in the behaviour of B-mesons 
and anti-B-mesons. Sadly, it is in the range 
that theory predicts—ie, not enough to ac- 
count for all the matter in the universe. But, 
just as with map making, this search for 
matter-antimatter asymmetry requires 


The human genome 


triangulation. Two other, and different, 
measurements must therefore be made to 
resolve the question properly. Each of 
these measurements is the equivalent of 
an angle in a triangle—albeit one whose 
angles are located by esoteric entities 
known as complex numbers. 

But, complex or simple, the angles of a 
triangle still have to add up to 180°. If, 
when the other two values are in, they do 
so, the mystery will remain. If not, the the- 
ory will have cracked open. The source of 
the extra asymmetry, and thus the extra 
matter, may then be staring researchers in 
the face. m 


Think of a number, then double it 


The “book of life” may be missing half of its words 


HEN the papers containing the first 

attempts to sequence the human ge- 
nome were published earlier this year, 
some people purported to be shocked. The 
cause of their shock was the number (or, 
rather, the lack of number) of genes that it 
took to carry the blueprint for a human be- 
ing. One paper, published by the publicly 
funded Human Genome Consortium 
(prop. Francis Collins, of America’s Na- 
tional Institutes of Health), came up witha 
figure of 31,000. The other, the product of 
Celera, a private company (prop. Craig 
Venter), suggested around 26,000. 

Within the margins of error expected of 
such cutting-edge research, that sounded 
like a consensus. The reason that many 
people were sceptical was that it was little 
larger than the figures previously arrived 
at for nematode worms (19,000) and fruit- 
flies (13,600). Surely, these scientists ar- 
gued, people are a lot more complex than 
worms and flies. And that should mean 
that they must have many more genes. 





Double trouble for Venter and Collins 


A paper just published in Genome Bio- 
logy suggests that the sceptics might be 
right, after all. Bo Yuan, of Ohio State Uni- 
versity, in Columbus, and his colleagues, 
suspect that the human genome contains 
not 30,000 genes, but more than twice that 
figure. Their estimate, arrived at using a 
different approach from that employed by 
Celera and the Human Genome Consor- 
tium, is 65,000-75,000. 

That sounds like a serious discrepancy, 
and it is. But finding genes is not yet an ex- 
act science. Only asmall fraction of the hu- 
man genome’s 3 billion base pairs (the 
chemical “letters” of which DNA is com- 
posed) actually belong to genes. Even the 
newly published estimate implies that this 
fraction is just 4%. Moreover, most genes 
are split up into segments, known as ex- 
ons, that are separated by long stretches of 
meaningless drivel. Although this drivel is 
copied during the first stage of the process 
by which genetic information is used to 
build the proteins that do the donkeywork 
of maintaining life, it is then cut out of the 
copies before they are transferred to the 
protein-making machinery. 

The signals that indicate where the 
copying machinery should start and stop, 
which is a good working definition of 
where on a chromosome a gene begins 
and ends, are imperfectly understood. 
That makes searching for genes by looking 
at the raw code that the two sequencing 
projects provided a hazardous business. 
Additionally, despite the brouhaha at the 
time, what was announced in February 
were only drafts. Many small gaps remain, 
and these complicate still further the job of 
identifying genes by looking directly at the 
sequence of base pairs. 

One way round this is to intercept the 


messenger molecules that the copying ma- 
chinery puts out, and decode them. This 
technique has been used extensively to try 
to identify which genes are active in par- 
ticular tissues. The result is alot of data, but 
those data are scattered in numerous data- 
bases that are organised and maintained 
in diverse ways by various research teams. 

An additional complication is that the 
decodings usually take the form of ex- 
pressed-sequence tags (ests), which are 
merely short pieces of genetic informa- 
tion, rather than full transcripts of genes. 
Some of these tags can be matched unam- 
biguously to the bit of the human genome 
they originally came from (which is why 
they are collected in the first place). But 
many cannot. 

If different EsTs from the same gene can 
be linked together successfully to resemble 
something more like the gene from which 
they originally derive, the result is much 
easier to match to the genome. That has 
been done haphazardly in the past, but Dr 
Yuan and his team have systematised the 
process. They have trawled around the dis- 
parate databases, fished out the ests, and 
patched them together using a computer 
program to match the overlaps between 
them. Another program then takes the so- 
called transcriptional units that this exer- 
cise produces, and tries to match them 
with their “parental” sequences in the 
public database assembled by the Human 
Genome Consortium. 

The results suggest that a lot of genes 
have been missed by more traditional 
search methods. They also throw light on 
the way that genes are organised within 
chromosomes, confirming that many exist 
in clusters of closely related individuals. 

For example, 60% of “zinc finger” genes 
(whose protein-products help to regulate 
the expression of other genes), are located 
on chromosome 19. It looks as though they 
have evolved by repeated duplication 
from a single “grandmother” gene, fol- 
lowed by specialisation to do slightly dif- 
ferent jobs. Protein-kinase genes, whose 
products are involved in intracellular sig- 
nalling, are similarly concentrated on chro- 
mosome 1. The researchers tripled the 
number of protein-kinase genes known 
from this chromosome. They also found 
hints that genes whose protein-products 
work together in a cell have sometimes 
ended up as neighbours on a chromo- 
some. That might simplify the co-ordina- 
tion of their expression. 

By no means all of the transcriptional 
units that Dr Yuan has identified have yet 
been matched to the genome, so there is 
still some wiggle-room for those who 
think a total of more than 60,000 is too 
high. Nevertheless, he and his colleagues 
seem to have created a powerful tool to as- 
sist a process that, despite the hubris that 
frequently surrounds it, is still quite a lot 
like looking for needles in haystacks. m 





Superconducting power cables 


At last! 


The first practical superconducting 
power cables are now being installed 


OMPARED with cars and pop music, 

electricity transmission is hardly the 
most glamorous subject on earth. But De- 
troit, well known for the first two, is about 
to make history in the third. Engineers are 
now installing a set of superconducting 
power cables beneath its streets. 

Superconductivity—the ability of a ma- 
terial to conduct electricity without losses 
due to resistance—has been known about 
for 90 years. For the first 75 years, though, 
its applications were restricted by the fact 
that it seemed possible only within 23 de- 
grees of absolute zero (23x). In 1986, how- 
ever, a ceramic material that supercon- 
ducted at 36K was discovered. That led toa 
rush to find similar materials that would 
superconduct at even higher tempera- 
tures. Now, several are known that do so 
above 77K, the boiling-point of nitrogen. 
That means they can be cooled with liquid 
nitrogen—and liquid nitrogen is cheap. 

Even so, the longed-for boom in appli- 
cations did not happen. Because high-tem- 
perature superconductors, as these materi- 
als are known, are ceramics, they are 
brittle and difficult to draw into wires. That 
has limited their use. But American Super- 
conductor, a firm based in Westborough, 
Massachusetts, has persevered. By grind- 
ing the material up, packing it into silver 
tubes, rolling the tubes into tapes, heating 
the tapes up, and then rolling and heating 
again and again, its engineers have pro- 
duced wires long enough to be useful as 
superconducting cables. 

The main reason for wanting to install 
superconducting power lines in cities is 
not, perhaps surprisingly, to reduce trans- 
mission losses. These amount to only 
about 7% of the energy originally gener- 
ated, a figure that is offset by the need to 
keep the cables cold. The real advantage is 
that the lack of resistance means that a 
given thickness of superconducting cable 
can carry between two and ten times as 
much power as the same thickness of cop- 
per. This could provide a relatively cheap 
way to meet rising demand for power in 
cities. Instead of digging up streets to in- 
stall new, high-capacity conduits, existing 
conduits can be “retrofitted” with super- 
conducting cables. 

In the Detroit project, for example, 
three superconducting cables replace nine 
copper ones. Detroit Edison, a local power 
company, is laying 400 metres of these ca- 
bles. They will carry enough current to 
supply 30,000 residential customers. A 


similar, though smaller, pilot project has 
recently been switched on in Copenhagen. 
In this case, 90 metres of superconducting 
cable have been installed at an electricity 
substation owned by Copenhagen Energy. 

If successful, these and other small- 
scale demonstrations could lead to the 
widespread commercial take-up of super- 
conducting cables within the next few 
years. A study published recently in Phys- 
ics World predicted that within ten years of 
the first commercial sale such cables will 
make up over 50% of the underground 
transmission market. 

However, Paul Grant, a superconduc- 
tivity expert at the Electric Power Research 
Institute in Palo Alto, California, remains 
cautious. He points out that nobody in the 
superconductivity business is making 
money yet. Indeed, American Supercon- 
ductor lost about $20m last year, and will 
probably not make a profit for at least an- 
other two years. 

Superconducting-wire technology has, 
though, made enormous progress. Manu- 
facturers have increased the lengths of the 
wires they can produce many times over 
during the past few years, and have re- 
duced the price considerably. Supercon- 
ducting cable used to cost around $1,500 
per kiloamp per metre, the standard indus- 
try measure of conducting capacity. Now, 
American Superconductor sells wire for 
$200 per kiloamp per metre, and expects 
to reduce the cost to about $50 per kiloamp 
per metre when it opens a new production 
plant next year. Reaching $25 per kiloamp 
per metre, the cost of copper cable, will 
take a little longer. The problem is no lon- 
ger the cost of the ceramic itself, but of the 
metal casing. This is one cloud that is 
caused by its silver lining. m 


Mine pollution 
Two wrongs can 
make a right 


Waste products from two different 
industries could cancel each other out 


HEN it comes to despoiling the 

planet and polluting the environ- 
ment, the mining industry is a world 
beater. Besides the unsightly effects that 
many mines have on the landscape, they 
usually churn out vast quantities of toxic 
waste in the form of acidic drainage-water 
and tailings—the fine particles of rock pro- 
duced when ore is ground down to release 
the minerals it contains. These tailings are 
notjust a harmless inconvenience; they of- 
ten contain poisonous heavy metals such 
as arsenic, cadmium andlead. And tailings 
are produced in large quantities: on aver- 
age, 991 tonnes-worth for every 1,000 








Pure as a mountain stream? 


tonnes of ore that is mined. 

The most common way of disposing of 
mine waste is to dump it behind a dam. 
Around the world, there are tens of thou- 
sands of such dams, containing billions of 
tonnes of waste. Unfortunately, dams can 
fail. In April 1998, the collapse of a dam at 
the Aznalcóllar mining bed in southern 
Spain polluted the Guadiamar river and 
the Donana wetland, an important wild- 
life reserve. The failure in January 2000 of 
the Baia Mare dam in Romania contami- 
nated the drinking water of 2.5m people. 

A cheap solution may now be at hand 
as aresult of work by David McConchie of 
Southern Cross University, in East Lis- 
more, Australia. Dr McConchie’s raw ma- 
terials are “red mud” (the waste left over 
after the refinement of bauxite, the princi- 
pal ore of aluminium) and sea water. The 
result, marketed under the name of Baux- 
sol by Virotec International, a former gold- 
mining company, has proved to be an ef- 
fective mopper-upper of mining waste. 

Red mud is caustic, but the seawater re- 
duces its alkalinity to a level that can be 
handled safely. Bauxsol is still alkaline 
enough, however, to neutralise the acidity 
of the drainage water in tailings ponds. 
Heavy metals in the ponds are then 
mopped up by clay minerals in the mix- 
ture. The metal atoms stick to these miner- 
als and drop out of the solution to form an 
inert sediment. 

Bauxsol has been tested at the Mount 
Carrington mine in Australia, and is now 
undergoing more extensive tests at the Gilt 
Edge mine in Colorado. Water cleaned 
with it meets Australia’s stringent require- 
ments for the protection of aquatic ecosys- 
tems, and can thus be released into rivers 
for reuse. Indeed, 1m litres a day is being re- 
leased from the Mount Carrington tailings 
dam into the local Clarence River basin. To 
prove he thinks that it really is clean, Dr 
McConchie even drank a glass of it. m 
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1939: Flees Nazis. 
1964: Protests Vietnam. 
1985: Wins Nobel. 
2001: Demolishes the 
theory that 


“economists are dull.” 
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“One of the most influential economic 
thinkers of the twentieth century.” 
Laura D'Andrea Tyson, Dean, UC Berkeley. 
“An ‘only in America’ tale.” 
Paul A. Samuelson, MIT. 

Go to etexere.com or etexere.co.uk 
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UNOPS ASIA OFFICE ©UNOPS® 
Viel Nam — Protected Areas 
Resource Conservation (PARC) 
Expressions of Interest 





The United Nations Office for Project Services 
(UNOPS) manages and implements project resources to 
help developing nations and countries in transition in 
their quest for peace, social stability, economic growth 
and sustainable development. 


The UNOPS Asia Office is requesting Expressions of 
Interest for a subcontract under the Global Environment 
Fund and the United Nations Development Programme 
co-financed project Creating Protected Areas for Resource 
Conservation using Landscape Ecology in Viet Nam. The 
subcontract will cover project activities over a period of 
about 30 months from late 2001, which need to be 
completed at Yok Don National Park in the central 
highlands province of Dak Lak, including the 
development of programmes for: 


* National Park Management (conservation) 
* Buffer Zone Development (community development) 
* Environmental Awareness and Eco-tourism 
* Institution Building, Land-use Planning and Forestry 


UNOPS invites qualified potential suppliers with a 
proven track record in biodiversity conservation, 
protected area management and community 
development (experience in Viet Nam is an asset), to 
express their interest in providing the above services in a 
submission not exceeding 15 pages A-4 which details 
relevant experience. 


The Expression of Interest must be received by UNOPS 
no later than 14 days after the publication of this 
announcement. It should be noted that UNOPS is not 
obliged to invite to participate in the subsequent bidding 
process a supplier who sent an Expression of Interest. 


Requests for Proposals and any subsequent contract 
will be issued in accordance with the rules and 
procedures of UNOPS. 


Interested potential suppliers should forward their 
Expressions of Interest with indications of relevant 
experience to the following address: 


Mr. Richard Snellen, 

Senior Portfolio Manager, 

UNOPS Asia Office, by fax +60 3 257 5655, 
ref: VIE/95/G31. 


For more information on UNOPS Asia Office 
kindly visit the UNOPS Asia Office homepage 
at Www.unops.org.my 








Breaking with the past 


To mark Bastille Day, we review new books on France, past and present 


Fee 30 years after the second world war, 
few French historians were prepared se- 
riously to poke around in the conventional 
mythology that had developed about the 
four years of German occupation. Military 
defeat in 1940, went the myth, was fol- 
lowed by occupation imposed on the 
French people by Marshall Pétain, which 
was lifted only when the Free French—led 
by General de Gaulle—joined with the Re- 
sistance to deliver France from the Nazis. 
But, spurred by foreign scholars who broke 
the spell, a growing number have turned 
to this period with single-minded inten- 
sity, and in France today hardly a week 
passes without a new book on the subject. 

Julian Jackson draws heavily on this 
vast research. He uses mainly secondary 
sources but has managed to tease the com- 
plexities of the occupation into a story that 


France: The Dark Years, 1940-1944. By 
Julian Jackson. Oxford University Press; 
660 pages; $35 and £25 


is both ingenious and convincing. He roots 
Vichy in French history, beginning in 1871 
with the end of the Franco-Prussian war, 
and shows the extent to which many of 
the ideas that became so influential in 
1940—such as the need for a “moral order” 
based on hard work, the family, the land 
and the peasantry—had been widely dis- 
cussed during the previous two decades. 
He also takes the Resistance more seri- 
ously than many Anglo-Saxon historians. 
He is at pains to examine its organisations 
and ideas in detail and to show that men 
and women fought for many different vi- 
sions of France, some of which bore a 
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disconcerting resemblance to Vichy’s own. 

Mr Jackson stresses, in particular, the 
complexity of Vichy France. He shows that 
there were anti-Semites in the Resistance 
and anti-Nazis at Vichy. He describes how 
the Resistance had to be built from scratch 
by people who did not know how long the 
occupation might last, nor how best it 
might be ended, nor even what people in 
other parts of France might be doing. He 
points out that on the rare and dangerous 
occasions when they met, Resistance lead- 
ers told each other outrageous lies about 
the support that they enjoyed. Nor did any 
of them really know, at least in the early 
days, what role the eccentric and right- 
wing De Gaulle, whose famous broadcast 
from London on June 18th 1940 was heard 
by almost nobody, might play. 

Perhaps Mr Jackson’s sensitivity to 
these nuances is sharpened by a certain 
tension in his own attitude. This book con- 
sciously eschews the shock tactics so often 
adopted by Anglo-Saxon historians who 
write about Vichy, many of whom assume 
that the French continue to be “frightened 
of their Vichy past” and refuse to confront 
it. MrJackson’s work is careful and sober; it 
is also, in some ways, rather moral. He be- 
lieves that collaboration and resistance are 


> useful categories, that French people made 
choices in 1940 and that some choices 
were better than others. 

He is particularly good at evoking the 
dangerous glamour of that small group 
who dominated artistic and intellectual 
life in occupied Paris. This was the worldin 
which a young diplomat, Roger Peyrefitte, 
briefly gave up chasing adolescent boys to 
dine on caviar with the head of the Paris 
Gestapo and Louis-Ferdinand Céline, a 
novelist, was escorted out of a dinner at 
the German embassy after launching a ti- 
rade in which he insisted that Adolf Hitler 
was dead and had been replaced by a 
Jewish impersonator. 

Some of the best passages come from 
the empathetic treatment of those, such as 
Pierre Drieu la Rochelle or Robert Brasil- 
lach, who wished for German victory; or 
others, including Jean Cocteau and Sacha 
Guitry, who simply refused to let a world 
war get in the way of a good party. One 
suspects that, like Patrick Modiano, who 
wrote the script for Louis Malle’s “La- 
combe Lucien” (1974), one of the earliest 
mainstream films to highlight the ambigu- 
ities of collaboration and resistance, Mr 
Jackson is fascinated by the very people 
whose politics he most abhors. = 





countries. Seen in perspective, though, 
‘the situation is less drastic than it might 
er ee 





France and the world 
Speaking up 
for the nation 


France in an Age of Globalization. By Hubert 
Védrine. Brookings Institution Press; 144 
pages; $16.95 and £12.50 


HE late Enoch Powell, a learned and 

provocative English Tory, liked to say 
that British foreign policy now consisted in 
finding out what the United States was go- 
ing to want of Britain, and doing it in ad- 
vance. It has often seemed as if the oppo- 
site were true of France. Charles de Gaulle, 
France's leader from 1958-69, took pride in 
exasperating American presidents, start- 
ing with Franklin Roosevelt. French politi- 
cians since have continued the local tradi- 
tion of twitching Uncle Sam’s beard. 

The favour is returned. When in June 
last year Hubert Védrine, the French for- 
eign minister, declined to join more than 
100 other nations in an American-inspired 
declaration of support for democracy, the 
New York Times headlined its report, “At 
democracy’s picnic, Paris supplies ants”. 


hati rah a tate abo paisa 

as, say, Gerhard Richter, who stood in 
position at the June contemporary 

art sales at Sotheby's and Christie's in 

London. But then nor are many other 

artists. Mr Richter has been one of the 
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Mr Védrine had already gained a certain 
notoriety in the United States by describ- 
ing it in 1998 as the world’s only “hyper- 
power”, aterm which sounds more pejora- 
tive in English than in French and which 
offended some Americans. 

How serious is any of this? France- 
bashing in America and America-bashing 
in France are so routine as to be treatable 
for most purposes as background noise. 
For all the theatrics, both countries, when 
it counts, behave to each other as allies. 

Nevertheless, France, like Britain, is 
having to reassess its national interests 
and its national identity, not only vis-a-vis 
America but with regard to Germany and 
Europe. Mr Védrine cannot resist a tease or 
a sharp quote-line (he was President Mit- 
terrand’s spokesman), and he has no real 
answers. Still, his questions are good. 

He identifies where he thinks America 
and France are currently close (the Bal- 
kans, the Middle East) and he pays tribute 
to Madeleine Albright, America’s previous 
secretary of state. But he notes where they 
differ (missile defence, for example), and 
he asks how countries like France can 
maintain a strong culture and a sense of 
themselves amid globalisation. He talks 
elegantly though inconclusively on how 
France’s foreign policy can be at once 
French and European, and he expresses 
the doubts of an old-fashioned realist 
about international criminal courts and 
humanitarian intervention. 

In sum, Mr Védrine on paper is less pro- 
vocative than by repute. His short book is 
the transcript of an extended talk with Do- 
minique Moisi, a journalist and deputy di- 
rector at France’s Institute for International 
Relations. Published in France last year, it 
is now translated with new material. m 


Anglomania 


Frogs and rosbifs 


Two nations with a common language 


HE mutual fascination of the British 

and the French—or, more accurately, 
the English and the French—is hardly a sur- 
prise. To mock the “frogs” as posturing, 
self-interested intellectuals is a staple of 
the English press, and not just the tabloids. 
Their French counterparts find it easy to 
caricature les rosbifs as pink-faced philis- 
tines. As both these books point out, the 
love-hate relationship of England and 
France has a long, and continuing, history. 
Indeed, the bookshelves are packed with 
attempts, scholarly and otherwise, to 
explain it. 

What makes these two particular > 










> efforts so fascinating is that the authors 

analyse the relationship not through the 
historian’s prism of war, empire, econ- 
omics and so on, but through language. 

< Hence Henriette Walter’s clever title (the 
British royal family uses French to express 
the motto, “Evil be to him who evil thinks” 
but misses out one of the “n”s), and the be- 
nign subtitle noting “the unbelievable 
love-story between French and English”. 

Indeed. Ms Walter, sketching out an 
Indo-European linguistic tree whose Euro- 
pean branches were both Latin and Ger- 
manic, shows how French and English 
have influenced each other for centuries— 
despite the protectionist efforts of lan- 
guage purists (notably the Académie Fran- 
çaise). The result is that French and English 
have a greater overlap of shared vocabu- 
lary than French and Italian (or, for that 
matter, English and Italian). 

But the two languages also have anum- 
ber of faux amis, friends so false that they 
will provoke many an embarrassing mis- 
understanding. Do not compliment a 
Frenchman for being “candid”, when for 
him candide means “naive”, and certainly 
do not say he is versatile, which he will 
take to mean either volatile or fickle. 

The beauty of Ms Walter’s book is that 
itis so accessible. She is both scholarly and 
amusing. For example, virtually every 
page has a quiz to tease the interest while 
proving her point. Surely Millevaches, a 
plateau in the Massif Central, is a place 
where a thousand cows might graze: 
maybe, but the name is derived from the 
Celtic “mello” and probably the Latin 
“vacius”—and so actually means “empty 
hill-top”. 

Christine Geoffroy’s book is equally ac- 
cessible, but not (at least to this Anglo- 
Saxon reviewer) as much fun. Her 
“Friendly Disagreement” is subtitled, “a 
voyage to the heart of the intercultural 
Franco-English space”, a phrase that 
sounds perfectly reasonable in French but 
comic and preposterous in English. 

What she means, however, is perfectly 
sensible (another word which means 
something quite different in French). A 
global economy implies multinational 
companies and a global job-market, which 
means French employees for English com- 
panies and English employees for French 
ones. But will analysing the reflections of 
these employees do much to clarify mu- 
tual misunderstanding? Ms Geoffroy does 
a better job with her voyage through his- 
tory, though when she comes to the 
present she is less convincing. Her inter- 
viewees are individuals, whose experi- 








ences may or may not be generally appli- 
cable; certainly, the English have a sense of 
itony that the French often find baffling, 
but are English bosses really as hierarchi- 
cal and unapproachable as a certain inter- 
viewee, Francois, maintains? A better ob- 
server was the man who said that an 
Englishman may be hard to convince, but 
once convinced, will do what he’s told; by 
contrast the Frenchman will agree—but 
drag his feet for another two years. 

Happily, neither author is trapped in 
the linguistic chauvinism that the English 
all too often attribute to the French. In- 
deed, Ms Walter approvingly quotes the 
observation of H.L. Mencken (admittedly 
an American) that “a living language is like 
a man suffering incessantly from small 
haemorrhages, and what it needs above 
all is constant transactions of new blood 
from other tongues.” $ 





Bestselling diaries 


The other kind of 
journalism 


French readers are devouring diaries 


HE appeal of journals is easy to under- 

stand: a good one promises anecdote, 
confession, soul-searching and the odd 
revelation or whiff of scandal. Even the 
plain recording of everyday facts allows 
the reader to enter directly into the writer’s 
mind and the world in which he lives, and 
this, of course, can contain big surprises. 

Paul Morand made his name in the 
1920s and 1930s as the author of two finely 
stylised novellas and several books about 
his career as a diplomat. His “Journal In- 
utile” (Pointless diary), which covers the 
years 1968 until his death in 1976, has just 
been published, 26 years later. The book 
has caused a stir in France. As when the 
correspondence of Louis-Ferdinand Cé- 
line, another notoriously anti-Semitic 
writer, appeared, the critical establish- 
ment has tended to judge the author’s life 
and work as a unified whole. 

The journal reveals Morand as an insuf- 
ferable snob straight out of a Proustian sa- 
lon, whose attitudes are stuck in the Third 
Republic. He was always rumoured to 
have been particularly close to the Vichy 
government, and, for many, his retreat to 
Switzerland after the war spoke for itself. 
Still, few had expected such conceit, rac- 
ism, homophobia, misogyny and para- 
noid anti-Semitism as are displayed in the 
journal—not to mention his bigoted hatred 
of De Gaulle. Thirty years after the war he 
is still huffing: “I ignored the call of June 
18th, seeing De Gaulle arriving with herds 
of Jews and communists.” 


Morand’s racism and snobbery are off- 
set (though not excused) by his swift intel- 
ligence, wit, curiosity, and his sharp one- 
liners. There is plenty of gossip about the 
Académie Francaise. Morand rails against 
its pomp and vanity—yet never misses a 
session. This was the least of his contradic- 
tions. He adored his wife but constantly 
betrayed her. He hated the pace of modern 
living but was driven by a restless urge to 
seize the day. And, despite his prejudices, 
Morand remained faithful to his friend 
and mentor, Marcel Proust, a Jewish ho- 
mosexual. Though the journal weighs in at 
a hefty 1,700 pages, it contains almost 
nothing in the way of serious self-exami- 
nation. Morand expresses no regret over 
his Vichy past and doesn’t give a thought 
to his illegitimate children. He expresses 
sadness and humility only after his wife’s 
death when his own end is approaching. 

Annie Ernaux is utterly unconcerned 
with society gossip and wholly wrapped 
up in the drama of her own love life. In “Se | 
perdre” (Losing oneself), she relates the de- 
tails of her year-long affair with a married 
Russian diplomat in Paris in the late 1980s. = 
Her lover's charms are not entirely obvi- 
ous: he adores big cars, western labels and 
Stalin, and, in her, most admires the estab- 
lished writer who goes for lunch with 
Francois Mitterrand. 

Ms Ernaux, best known as the author 
of “La Place” (The square) evokes the famil- 
iar rituals of passion, the sweet torments 
of waiting and what she describes as the ` 
violence of loss. She has already told this.” 
story in her autobiographical novella “Pas: 
sion simple” (Perfect passion), but by 
switching genres and perspective she aims 
to highlight something “darker and 
cruder”. Where the novella gave a sense of 
tidy resolution and even elation, the jour- 
nal throws us into the complexity of the 
present and the uncertainty of the future. 

“I make love and write as if I were to die 
after,” she says. Lines like this smack of 
teenage angst, yet Ms Ernaux’s matter-of- 
fact account manages to avoid the pitfalls 
of exhibitionism, while forcefully demon- 
strating how self-awareness can be 
achieved through alienation. 

The appetite of French readers for jour- 
nals has led Seuil, a Paris publisher, to in- 
vite a different personality each year to 
keep a journal with a view to publication, = 
For 2000, Seuil asked Jean-Francois Revel, 











This title aims to demystify business and management. It 
examines the key issues concerning accounting and the role 
of accountants in the 21st century. There are clear, concise 
definitions of all the main terms and jargon used in the 
international world of accounting and accountants, from 
Above the line and Absorption costing to Working 
capital and Z-score 


Published October 1998. £10.99 


Today advertising is a billion-dollar industry which can make 
or break a product. This book is an accessible guide through 
the methods and jargon of advertising. There are concise 
essays on the digital revolution, whether there is a crisis in 
adland and global considerations. As well as a 
comprehensive A-Z of key terms used within the industry, 
there are wide-ranging appendices including statistics on 
comparative advertising expenditure, leading advertisers, 
leading advertising agencies, famous advertisements and 
recommended reading 

Published October 1998, £10.99 


Pocket Director gives a thorough explanation of corporate 
governance. It is aimed at directors,managers and 
shareholders in every kind of business. It contains concise 
essays on directors’ roles and duties,board structures and 
effectiveness and corporate governance, as well as an A-Z of 
key terms and concepts from Accountability to Zaibatsu 
There are also wide-ranging appendices including 
checklists, guidelines, case studies and sources of 
information 


New edition, published December 1999. £10.99 








Pocket Economist covers the essentials of economics and 
its terminology with typical Economist clarity, It explains 
the nuts and bolts of how what has been called the 
“dismal science” works and, more importantly, how it 
works in practice. Introductory essays cover such topics as 
the right level of inflation, the importance of free trade, the 
rights and wrongs of fixed exchange rates and the prospect 
for growth. These are followed by an extensive A-Z of 
economic terms and jargon from 
advantage and Acid test, through Hot money and Hedging 
to Velocity of circulation and Yield gap 


New title, published September 2000. £10.99 


Absolute 


Pocket Employer cuts through the complexities and jargon 
of human resources management, an area which often 
requires a careful balancing act between law and 
psychology. This publication also offers detailed essays or 
hiring and firing, the employment contract and the 
learning organisation. The terms and concepts, which are 
listed from A-Z, include Ageism and Whistleblower and are 
accompanied by extensive appendices. 


Published September 1997. £10.99 
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Pocket Finance outlines the complexities of financia 
concepts and practice, through essays on fashions in finance 
tracking savings, institutional responsibilities, the impact of 
IT on financial services and the convergence of corporate 
finance. The comprehensive A-Z of terms covers all aspects 
of finance from Accrual rate and Asset cover, to Tombstone 
and Zero-based coupon, Concise and accessible for anyone 
who wants to understand today’s financial world 


Published September 1999. £10.99 





Pocket International Business Terms defines the important 
terms used around the world in all aspects of business. These 
include accounting and finance, legal issues and negotiation, 
human resources management and corporate governance, 
marketing and distribu de, and 
technological and technical terms. More than 
feature in this compact and convenient guide: from Agent 
and Arbitrage, through Monopsony and Negotiable 
nstrument to Yield curve and Zero-based budgeting 


Published September 1999. £10.99 
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Pocket Internet explains essentials of the Internet from 
A-Z. It describes the forces that are driving this rapidly 
evolving phenomenon and provides valuable insight in to 
how the Internet works, where it might lead us and why it 
matters. It includes: an extensive A-Z of key terms, acronyms 
and jargon; essays on the origins of the Internet; the 
technology behind it and the way it is changing business and 


society. 
New edition, published September 2000. £10.99 






The investment business continues to become increasingly 
sophisticated by the day as new products are created, faster ways 
of selling them are established and trading levels rise steadily. 
To anticipate the markets and profit from them now requires 
more skill and analysis than ever before. Rocket Investor leads 
you through the complexities and terminology of the investment 
world, with concise essays on the subject, an A-Z of the key 
terms and concepts and wide-ranging appendices including 
stockmarket returns, the performance of the major stock market 





indices, bond returns and investment formulae 


New edition, published September 2000. £10.99 


Pocket Law aims to demolish the mystique and in clear, 
precise and irreverent terms guide the reader through 
legal jargon, Latin maxims and apparent riddies and 
complex ays give hard practical advice 
on using lawyers, wnting contracts, setting up a business 
abroad and picking a good lawyer. The A-Z section gives 
a complete listing of the chief concepts and terms used in 
aw, with appendices that offer information on leading law 
firms and guidance for further reading 


Published October 1997. £10.99 
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Pocket MBA 


Written in a relaxed and amusing style, Pocket MBA shoots 
down many of the pompous explanations favoured by 
weightier tomes. It clearly defines the essentials of 
management theory in a handy and accessible fashion. Concise 
essays cover management, education and the role of the MBA, 
and the advantages it brings in the job market. The A-Z deals 
with topics from Economies of scale to Diversification, 
Information technology and Corporate planning. Pocket MBA 
also contains diverse lists, features and appendices, and 
includes information on the leading business schools, 
management consultants, books and journals 


New edition, published September 2000. £10.99 


Pocket Money 


This is a concise guide to the commodity that has been said to 
make the world go round. From barter right through to cyber- 
money, it presents thousands of fascinating facts and figures 
about the world of money. It covers such diverse topics as the 
use of salt and shells as money, money supply and notes and 
coins in circulation, foreign exchange and future markets, 
credit cards and e-commerce. If you want to know how rich 
King Croesus was or what the pound or dollar is worth, today 
compared with 50 years ago, it’s all in Pocket Money. 
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Pocket Negotiat 


Pocket Negotiator offers clear advice on the essentials of 
negotiation; how to handle difficult negotiations, dealing 
with those among us who want something for nothing, how 
to recognise and counter ploys, and even how to effectively 
seek a pay rise. The comprehensive A-Z section details all 
those subjects relevant to the negotiator. 


Published October 1997, £10.99 





The Economist 


Shop 





15 Regent Street, London SW1Y 4LR, UK 
Tel: +44 (0) 20 7839 1937 
Fax: +44 (0) 20 7839 1921 


New title, published September 2000. £10.99 





www.bookshop.economist.com 


New titles and new editions will be despatched once published. 


b ORDER (Please quote reference code RBO4 MB) 





aly complete your details in block capitals and return by 


= 
D 
=) 
www 


PAYMENT 
Fax: +44 (0) 20 7839 1921 


Phone: +44 (0) 20 7839 1937 


Post: The Economist Shop, 
15 Regent Street, London SW1Y 4LR, UK Name: Mr/Mrs/Miss/Ms 


| enclose payment/please charge my credit card 
(delete as necessary), Tick method of payment 


O Sterling cheque 
Alternatively, you can order through Q Vise A Mastercard 


The Economist website on: 5 oe O Diners Club 
www.bookshop.economist.com 


J American Express 
elivery Address: (Work/Home) (You will be billed in Sterling at the current exchange rate) 


© Email: shop@economist.com 





Card No 
wuld like to order No. of copies 


et Accounting Saia SF -i | E | | ] A | [ | pl E 


et Advertising 











— Card Expiry Date 





et Director | | 
yuritr y- | 
et Economist hel 
et Employer Postcode: > 
et Finance r Cardholders name: Mr/Mrs/Miss/Ms 
Daviime Tel Nos oS S‘ i- a 


et International Business Terms 








et Internet 3 
tihei UK Delivery - Standard Post £2 for 1 book plus £1 per Cardholder's signature 
et investo book thereafter, up to a maximum of £5 
et Law 
at MBA UK Delivery - 2 Days, £6 per order as m 
at Money EUROPE Delivery - Airstream £3 for 1 book plus £2 per 


book thereafter, up to a maximum of £9 


et Negotiator 


EUROPE Delivery - 3-4 days, £6 for 1 book plus £2 per 
oh = ie we book thereafter 


tery £ 
| Cost £ 


h to use your personal information to 
roducts which we think may be of 










REST OF WORLD Delivery - Airstream £5 for 1 book plus 
£2.50 per book thereafter, up to a maximum of £15 


g The Economist Group and/or  [_] Other organisations selected by us 





82 Books and arts 


> a right-wing philosopher and newspaper 
columnist. Fortunately, there is nothing 
“millennial” about his book, “Les Plats de 
Saison” (Seasonal dishes), except for its vi- 
tuperations against the vulgarity of the fin 
de siécle celebrations. Mr Revel, now in his 
late 70s, is full of righteous indignation. 
Day by day he denounces the corruption 
of the French state, the apathy of civil ser- 
vants, the condition of public services, 
José Bové’s populist anti-Americanism 
and France’s nationalism. 

Despite his independence of mind, 
however, he is far from neutral. His de- 
fence of Ronald Reagan is confused and 
weakened by over-statement. Though 
witty in parts, this journal reads like a col- 
lection of editorials which lack both the 
freshness of journalism and the weight of 
fully considered judgments. Like many di- 
aries that are written to order or published 
too quickly, it manages to sound both 
timorous and contrived. By contrast, the 
appearance in September of the last diary 
of a great Franco-American writer, Julien 
Green, who died in 1998, should prove 
well worth the wait. m 


18th-century French history 
L’Autrichienne 


Marie Antoinette. By Antonia Fraser. 
Weidenfeld & Nicolson; 488 pages; £25. 
Doubleday (October); $35 


OOKING at David's extraordinary 

drawing of a haggard, crop-haired 
woman riding in a cart to the guillotine 
in 1793, it is hard to believe she had been 
the queen of France, the daughter of the 
late Emperor of Austria, or indeed that 
she was only 37 years old. 

Nobody would argue that the trial 
was strictly fair—she was convicted of 





19th-century French history 
Fun and games 


Paris Between Empires: 1814-1852. By 
Philip Mansel. John Murray; 575 pages; £25 


N FEBRUARY 13th 1820 the Duc de 

Berri, last of the royal Bourbon line, 
was fatally stabbed by a Bonapartist out- 
side the Paris opera house. His wife had 
just become pregnant, and the idea that 
the monarchy could be saved by “the mir- 
acle child” quickly began to take shape. At 
the birth, witnesses were present to attest 
that this was the true blood royal and the 
mother had the presence of mind to insist 
that a veteran Bonapartist, Marshal Su- 
chet, should tug the umbilical cord: “Mais 
tirez donc, Monsieur le Maréchal!” The 
government, overjoyed, announced thatit 
would distribute 37,000 meat pies to the 
poor—so prudent pet owners locked up 
their cats. If stories like this raise your eye- 


conspiring to cause civil war—or that she 
deserved execution. It was not by choice 
that the 14-year-old archduchess was 
sent away from Vienna to marry Louis 
XV’s stodgy grandson. It was not her 
fault that Louis XVI—he succeeded to the 
throne in 1774—was too ill-informed or 
apathetic to consummate the marriage 
for seven years. The foreign consort, nat- 
urally, bore the blame: “If I were only a 
mother, I should be considered a French- 
woman,” the queen wrote. By the time 
she produced a son, in 1785, she was be- 
yond rescue, hated at court and despised 
outside it for being manipulative, frivo- 
lous and for shamelessly enriching the 
families of her female lovers. 

The real villains, according to Anto- 
nia Fraser in this well-researched and 
emotively narrated life, were the jour- 
nalists and cartoonists who pilloried the 
queen, creating a monster from one 
whose chief crime was to be careless 
about her public image. Dead queens 
are close to Ms Fraser’s heart; she wrote 
with similar warmth about Mary Queen 
of Scots. A case of sympathetic identifi- 
cation? One Catholic Antonia who has 
not always been kindly judged by the 
press, making a case for the defence 
of another? It’s a tempting thought. 
Marie Antoinette was christened Maria 
Antonia, after all. 
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brows or make you smile, this is a book for 
you: itis as richly stuffed as a boudin truffé. 

You might think that writing about 
Paris between empires—between the fall 
of Napoleon I and the rise of his nephew, 
Napoleon III—is a slightly odd enterprise. 
The former made Paris the centre of Euro- 
pean power; the latter, by transforming the 
city into a showpiece of modernity, 
turned itin the eyes of many into “the capi- 
tal of the 19th century”. But Philip Mansel 
demonstrates that Paris in decline had its 
peculiar attractions, As in Weimar Berlin, 
or Moscow and St Petersburg in the 1990s, 
or indeed like Paris itself in the 1950s, the 
collapse of power drew a picturesque 
crowd seeking social, artistic and financial 
opportunities. 

From the Duke of Wellington down, the 
victors and their hangers-on came to 
spend their money on high and low ad- 
ventures. Paris was cheap, so people who 
did not greatly count in London could 
make a splash. Successive French kings 
were anglophiles—perhaps genuinely and 
certainly politically—so British tourists 
could be courtiers for a day. The richer and 
more ambitious could buy splendid man- 
sions from Napoleon’s impoverished mar- 
shals and have the Comtesse Juste de 
Noailles draw up the guest lists for their 
parties. 

The French, released from wartime con- 
straints and the authoritarian discipline of 
the Little Corporal, simultaneously discov- 
ered the outside world, and not least the 
heady stimuli of Shakespeare, Byron and 
Sir Walter Scott. 

The author’s fascination with celebri- 
ties sometimes suggests a 19th-century 
Hello! magazine, albeit one dominated by 
duchesses, not pop-stars. He shows that 
the former led far more interesting and no 
less licentious lives than the latter, and had 
infinitely more power and influence in 
politics and culture. This book gives us the 
inside story with a lavish helping of gos- 
sip. In other hands this might prove cloy- 
ing, but fortunately Mr Mansel writes well 
and arranges his material with skill and ) 







> lightness of touch. After several pages of 
duchesses and their salons a casual reader 
might flag. But the longueurs are rare, for as 
well as being a fertile anecdotalist, the au- 
thor recounts the dramatic events with 
force and economy. 

Mr Mansel has not really written a his- 
tory: there is more description than analy- 
sis. The later years are treated perfuncto- 
rily, and a chapter called “The People” 
seems to have been included out of asense 
of obligation. Nor is the book about the 
whole city of Paris. Nearly all its action 
takes place in the space of a brisk walk 
from the mansions of the “noble” Fau- 
bourg Saint-Germain, past the Palais Bour- 
bon, across the Seine to the vast Tuileries 
palace, past the brothels and restaurants of 
the Palais Royal and up the rue Richelieu to 
the boulevard, where society promenaded 
with a relaxed nonchalance that visitors 
contrasted with the grim haste of London. 

Where Paris most differed from other 
European cities was in its concentration of 
activity: political, economic, cultural and 
social. Whereas in Britain, Italy and Ger- 
many, these activities were somewhat dis- 
persed among rival cities, universities, 
courts and country houses, in France every 
stream ran into the Seine. Mr Mansel is an 
authority on this Indian summer of 
French royal and imperial court society, 
and shows to the full here his knowledge 
of its people, places, books and archives. 
What a gossip columnist he would have 
made. And what a prefect of police. m 





Intellectual adventurers 


Inventing himself 





André Malraux: Une Vie. By Olivier Todd. 
Gallimard; 698 pages; FFr175 


ALF Chateaubriand, half Tintin, 
André Malraux was associated with 
almost every important moment of the 
20th century. He was brought up above a 
sweet shop and left school at 17. But when, 
in his mid 20s, he was arrested for stealing 
monuments from a Cambodian temple, 
he was already sufficiently well regarded 
as a writer for le tout Paris to leap to his de- 
fence. Malraux later established a squad- 
ron in the republican airforce during the 
Spanish civil war and, in spite of his rather 
late entry into the Resistance, commanded 
a celebrated regiment in the Free French 
army. By the time he was 45 he had won 
both the Prix Goncourt, France’s most 
prestigious literary award, and the Distin- 
guished Service Order, one of the British 
army’s highest awards for gallantry. 
Malraux's novels, “La Condition Hu- 
maine” (Man’s Fate), 1933, and “L'Espoir” 
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They took his cigarette away 


(Man's Hope), 1937, among others, were of- 
ten autobiographical, but his life was con- 
structed to look like a novel. He was al- 
ways preening himself in the mirror of 
history, always wondering how his life 
would look to the biographer. Claims he 
made about his experiences were often 
pure fiction—he boasted of non-existent 
war wounds and, revealingly, defined 
fame as “cutting a scar on the map”. 

The most interesting period of Mal- 
raux’s life coincided with an uncharac- 
teristically reclusive time after France’s de- 
feat in 1940. He withdrew to a house in the 
south to write art history, dismissed anti- 
German activists with lectures about real- 
ism (nota quality that loomed large during 
any other period of his life) and main- 
tained friendly relations with a ferocious 
collaborationist, Pierre Drieu la Rochelle. 
Even at this stage, however, Malraux hada 
strong sense that he was a figure of world 
importance. When Life magazine refused 
to serialise one of his novels, he 
responded, with rueful surprise: “I am less 
well known than Hitler.” 

The war was an important turning 
point. Malraux moved away from commu- 
nism, to which he had almost given alle- 
giance in the 1930s, and subsequently 
played an important part in preventing the 
French Communist Party from using the 
Resistance as a political vehicle in post- 
war France. He also acquired a new alle- 
giance, this time a lasting one, to Gaullism. 

Malraux's apotheosis came with Gen- 
eral de Gaulle’s return to power in 1958. He 
dreamed of a ministry with real power. 
And it is interesting to speculate on what 
might have happened to his reputation if 
he had been given the interior ministry 
that he so coveted, and thus been responsi- 
ble for the French police during the Alge- 
rian war or the events of 1968. As it turned 
out, he was given the culture ministry, 


which was ideal for him. The writer/states- 
man had privileged relations with the 
statesman/writer. He was often photo- 
graphed in thinking pose, wreathed in 
smoke. And though his cigarette was air- 
brushed out of a recent issue of French 
stamps, for a while, Malraux provided his 
homeland with a kind of artistic force de 
frappe-the rayonnement of cultural dis- 
tinction compensating for the absence of 
any real military or economic power. 

Albert Camus famously remarked: “I 
love justice but I also love my mother.” 
Malraux, by contrast, loved abstract causes 
more than he loved any individual—he 
seems to have given little thought to the 
problems that his estranged Jewish wife 
and their daughter faced during the occu- 
pation. Olivier Todd is particularly sensi- 
tive to the tensions within Malraux's fam- 
ily and also, perhaps, to the ways in which 
these revealed wider differences between 
generations. Mr Todd himself had an awk- 
ward childhood, growing up in wartime 
Paris with an absent father and an English 
mother. He belongs to an in-between gen- 
eration. He does not share the ideological 
certainties of his mother, a communist 
who idolised Malraux during the 1930s. 
Nor does he share the post-ideological cer- 
tainties of his son, a demographer who 
published a prescient book on the coming 
fall of the Soviet Union in 1976, the year of 
Malraux's death. 

How successful is Mr Todd as an emis- 
sary from one generation to another? He is 
brilliant at explaining why we should be 
interested in Malraux, but, when it comes 
to why we should like or admire him, one 
feels that Mr Todd is caught between the 
piety of his youth and the knowledge that 
has come with age. He struggles to show 
Malraux in the best possible light but 
presents evidence that will encourage oth- 
ers to draw less charitable conclusions. m 





Leoa 
A 
pitua\l Vv 


a 0 









George Dawson 





George Dawson, who discovered literacy late in life, died on July 5th, aged 103 


OR the first 98 years of his life George 

Dawson could not read or write. He 
was persuaded thatit was never too late to 
learn and turned out to be a remarkably 
able student. In his remaining five years he 
became a celebrity in the United States. 
Television programmes were made about 
his life. He was awarded honorary degrees 
by two universities. A school was named 
after him. 

Literacy, or rather the lack of it, can be a 
touchy subject in countries whose people 
are materially rich but may have difficulty 
in constructing a decent sentence. Accord- 
ing to the World Bank, 99% of Americans 
can read and write. But a report by the 
OECD in April shattered any complacency 
about this figure for the world’s richest 
country by claiming that 60% of Ameri- 
cans aged 16 to 25 were “functionally illiter- 
ate”, meaning that when it came to, say, 
filling in a form they were stumped. A test 
of simple numeracy was included by the 
OECD, which involved the reading of a 
timetable, unfairly say some, realistically 
say others. The United States came top of 
the OECD's list of shame. Finland and 
Denmark did best of the industrialised 
countries, each having only 10% of illiter- 
ate young dunces. 

So here was the improbably-aged Mr 
Dawson. If he could at least learn to stop 


signing his name with an X, surely those 


young slackers could make more of an ef- 


fort to cope with the hard stuff. Such was 
the theme of Mr Dawson’s philosophising 
in his appearances at schools, universities 
and, most importantly, on television. 

“I am still learning,” he would say, in 
his rolling southern accent. He was bornin 
Texas, whose rapid development as an ag- 
ricultural state in the early 19th century 
had been based on slavery. George Daw- 
son was the grandson of aslave. So, as well 
as becoming a teacher’s pet, Mr Dawson 
was taken under the wing of black reform- 
ists. He obliged them with tales of a harsh 
life. When he was ten, he said, a friend of 
his was lynched. You could not trust the 
white man, he said. 


How long a life? 

Along with educationalists and reformists, 
George Dawson was adopted by what 
might be called the long-lifeists, an impor- 
tant group in the United States. To get toa 
great age is an accomplishment; to do so 
and remain clear minded is a bit of a mar- 
vel. The long-lifers’ heroes are the likes of 
John Glenn, who circled the earth at the 
age of 77, and Goya, who was still painting 
rather well at 80. One group names a “cen- 
tenarian of the month”, who is closely 
questioned about how he or she made it. 


Mr Dawson, its choice for October 
2000, catalogued a life of continuous man- 
ual labour, starting at the age of four as a 
farm hand. It had some variety. He had 
worked in the gangs that had laid railways 
in Texas; he once travelled to Canada to see 
what snow was like. He had tamed wild 
horses. He once played baseball profes- 
sionally. He had outlived his four wives, 
his four siblings and two of his seven chil- 
dren. But his experiences did not offer a 
clue to a reliable elixir anxiously sought by 
long-lifeists. Even his diet was ordinary: a 
beef sandwich for lunch, fish for supper. 
He seemed to have reached a great age 
more by luck than scheming. 

The sight of Mr Dawson on television, 
looking fit and wise, aroused mixed feel- 
ings among Americans. For the rich, long 
life has come to be regarded as the new hu- 
man right. The United Nations itself lists 
longevity as one of the criteria for deter- 
mining quality of life. But what of those 
people who have outlasted their quota of 
threescore years and ten only to be kept in 
astate of half-life by the skills of medicine? 
Such questions have dimmed much of the 
sentimentality attached to America’s ex- 
traordinary number of centenarians— 
some 70,000 and rising. A writer in the 
March issue of Psychological Science ob- 
served, “Our society is living longer, and 
the issue is, if you live longer, what are 
those last years like, and is length itself a 
good thing?” 

At the age of 102 Mr Dawson the 
scholar gained fresh attention by relaunch- 
ing himself as an author. He published a 
book of memoirs, albeit written in 
collaboration with a schoolteacher. Some 
people were surprised by the book's Pan- 
glossian title, “Life Is So Good”, when pre- 
viously Mr Dawson had given the impres- 
sion that much of his life had been pretty 
awful. Like many biographies some bits 
ring truer than others. This is one of the 
truer-sounding bits: 

I kept ita secret that I couldn't read...When I 
travelled somewhere I could never read a 
sign. I had to ask people things and had tore 
member. I could never let my mind forget 
anything. I listened to the news and had to 
trust what I heard. I never read it for myself. 
My wife read the mail and paid our bills... 
People wonder why I didn’t go to school ear- 
lier. But when I was young I had missed my 
turn to go. One day, out of the blue, a man 
came to the door. He handed me a piece of 
paper which I couldn't read. He said there 
were some classes for adults. My turn had 
come. I always thought I could drive a spike 
as good as any man and cook as good as any 
woman. | just figured if everybody else can 
learn to read, I could too. 


A quite complex man had discovered 
happiness in an unconsidered pleasure. 
For nearly 100 years, George Dawson said, 
his name was X. “Writing my real name 
was one of the greatest things in my life.” m 
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Get the best of both worlds. Get an MBA, from Kellogg 
and HKUST. 

The Kellogg-HKUST EMBA offers a global management perspective, with 
a specialty on business in China and Asia. World-class professors from 
both universities teach this unique 16-month, part-time program mostly 
on the weekends, so it's easier to fit into your busy week. The degree is 
offered jointly by both schools, 


Get an MBA from international minds. 

Worldwide, HKUST Business School ranks 48th in the Financial Times 
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Within the categories of diversity, it ranks first in the world for the 
international experience that its MBA program offers, and second for its 
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session enjoyable as well as educational.” 

Thomas Chan, Chief Executive Officer, World Vision International-China 
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exceptional executives from across Asia. If the time is right for 
you, find out more! ” 

Steve DeKrey, Founding Director 
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Larry Slesinger at LSlesinger@erols.com. 
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PLAN Internatior 
for profit organ 


developing world. it raises 
funds and delivers programs 


PLAN’, vision is of a world in 
which all children realise 


www.plan-international.org 


lis a not 
tion helping 
children in the 


communities with which we work. 


in 58 countries. 


within and outside of their region. 
their full potential in 
es which respect 
people's rights 
and dignity. 


see our website. 


PLAN 


Regional Health Advisor - West Africa 


Regional Learning Advisor - Eastern and Southern Africa 


Both roles will be. concerned with planning, implementing and evaluating Regional and Country program 
strategies, with the aim of continuously improving the quality of Health and Education programs in the 


Applicants will need a Master's degree or equivalent experience in a related field and at least 3 to 5 years’ 
relevant work experience in developing countries, including working with children. Good interpersonal and 
communications skills are a must, as is a sensitivity to cross cultural issues within the work environment. 
Good written and spoken English is essential. 

For West Africa, there is a strong preference for French Language skills. Advisors are expected to travel both 


If you meet these criteria, please submit a current CV with a covering letter (all applications 
must be in English/Microsoft Office Word 6 only) directing all enquiries to Bartlett Scott Edgar 
Response, 75 Farringdon Road, London ECIM 3PH, United Kingdom, Fax: +44 207 831 5459, 
Tel: +44 207 269 1404, Email: plan@segroup.co.uk 

The closing date for receipt of applications is 10th August 2001. 

Interviews will be heid in Africa or the UK beginning to mid September. 

For more information about PLAN and for job descriptions for these roles please 


INTERNATIONAL 


PLAN is committed to achieving lasting improvements in the lives of poor children. 











Fulfilling Britain’s commitment to Gast] 737 oa) 
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Department for 
International 
Development 


The Department for International Development (DFID), South 
East Asia are undertaking a Fiscal Government review 
commencing mid 2001 and to last approx 2.5 years. 


The Fiscal Governance Fund (FGF) is a component of the IMF 
Technical Capacity Assistance Programme to Cambodia, DFID 
wish to contract an International Consultant/Specialist, acting as 
Team Leader, to implement the project in collaboration with the 
IMF TCAP’s National Programme Coordinator, the Steering 
Committee, the IMF resident advisers and DFID’s South East Asia 
Office country economist. 

improving public sector governance, transparency, accountability 
and adherence to law is a key element of the Government's 
reform agenda. The FGF will investigate the relationship 
between sound governance and institution reform on the one 
hand and sound technical fiscal management on the other. 
Constraints will be analysed and solutions recommended to end 
these conflicts, remove them or work around them. The core 
areas will be consistent with the TCAP areas, such as, tax 
exemptions and areas clearance, customs compliance, provincial 
budget accountable management and the role of independent 
auditing. 


Details and application form, which must be used when submitting Expressions of Interest, are available on the DFID 
website www.dfid.gov.uk/public/working/cb_opps.html and should be submitted to the Department for International 
Development, Abercrombie House, Eaglesham Road, East Kilbride, Glasgow G75 SEA, Scotland. Tel: 01355 843466, 
Fax: 01355 843327, E-mail: a~gaunt@dfid.gov.uk Contact: Ailsa Gaunt. 


The Department for International 
Development (DFID) is the UK’s government 
department responsible for promoting 
development and the reduction of poverty. 
DFID is committed to the internationally 
agreed target of halving the proportion of 
people living in extreme poverty by 2015. 


DFID works in partnership with governments, 
international and national non-governmental 
organisations, the private sector and 
institutions such as the World Bank, UN 
agencies and the European Commission. 
Most of the assistance i 
poorest countries in Asia and sub-Saharan 


FISCAL GOVERNANCE FUND 
MANAGEMENT 


CAMBODIA 
QUALIFICATIONS AND EXPERIENCE 


The team leader will be an international consultant/specialist with 
broad knowledge and experience of governance institutional 
development and management of public finance. The consultant 
must have a strong management competence and ability to 
identify issues and develop solutions in a broad institutional and 
governance context. The work requires knowledge of French 
and/or Khmer, hiring the expertise of a local Cambodian 
institute/specialist to build governance capacity in country. 

Sound research investigative skills in difficult situations with much 
discretion, lateral thinking, diplomacy, public communication 
skills, broader linkages with political economy and development 
are also required. The preference would be given to working with 
an established institution that would be able to hire one or two 
other specialists to carry out the work under the guidance of the 
institute and the international team leader. The team will work 
closely with the IMF and donors and the RGC’s IMF TCAP 
co-ordinator as well as other RGC’s ministries and departments. 
Sensitive management of these relationships is required. 





This contract is also advertised in the supplement to the Official 
Journal of the European Communities. 


The closing date is 23 july 2001 (17.00 hrs - UK time). 





Africa, but we also work elsewhere, including 
Latin America and in Central and Eastern 
Europe. 

DFID is committed to a policy of equat 
opportunities and encourages applications ; 
from all parts of the community. Selection is i 
on merit. 


concentrated on the 
























consulting 


BASE 


Banking 
Insurance 
Pensions 


the exchange for emerging markets ond developing. 
country prolessionals 

urgeritly seeks financial sector experts on behalf of its clients 
fora major donor-funded project. The candidates need a 
strong track record in implementing IF! and aid-funded projects 
in emerging markets and developing countries in the areas of: 


M Stock exchanges and other capital markets 
Payments systems 
Regulation and supervision in the sectors above. 


“Disciplines needed include: Law, MIS, accounting and audit, credit, institution building 
< and restructuring, training and strategy. 


“In addition, we would welcome receiving CVs from professionals in other areas of 
consulting services to developing countries, including agriculture, transport, health, 
education, energy, environment, public administration, SMEs, etc. You can learn more 
about our company from our web site: www.consultingbase.com. 


Please e-mail your World Bank, ADB, EU format CVs to: 


rwoodbridge@consultingbase.com 


Europe*Asia*Middle EasteU.S.»A ffordable/Easy/On Target 





BANK FOR INTERNATIONAL SETTLEMENTS 





JOB HUNTING INTERNATIONALLY? “773 
$100-1M+ in 39 Countries-Targeted Resume Mailings 
www.executivejobfinder.com 


Serving the world’s top executives. 
415.383. : +1.415.388.5164 EXECUTIV 


ee ee ee ee e o 





since EE Se as ti ti Se! Se 


The IREX ProMedia Program, a USAID-funded project, seeks a Chief of 
Party for a print and broadcast media development program in Serbia. 
Ideal candidates are experienced professionals with. journalism and/or 
business management experience in print or broadcast media, excellent | 
leadership and diplomatic skills, Balkans/international training/consulting |] 
experience, and an ability to five. and work in a difficult environment. 

Please send resume, cover letter, and three professional references to: 

IREX/HR/Media-SR, fax (202) 628-8189 or hr@irex.org 











The Bank for International Settlements is an international financial organisation that promotes: central ‘bank: 
cooperation and provides banking services to central banks and international organisations. Based. in Basel, 
Switzerland, with a representative office for Asia and the Pacific in Hong Kong, the BIS has around 500. staff from 


some 40 countries. 





Head of Monetary and Policy Exchange Rates Division 


This is a two-year fixed-term position in the Research and Policy Analysis Group of the Monetary and Economic 


Department of the Bank for International Settlements (BIS) | 


Job description 


2 Define economic research and policy analysis in the 
area of monetary policy and exchange rates in 
collaboration with the Head of the Research and 
Policy Analysis Group. Ensure its execution. 


2 Define areas of specialisation and allocate resources 
of the Monetary Policy and Exchange Rates Division. 


= Ensure preparation of two chapters of the BIS Annual 
Report and the contributions of the Division to the BIS 
Quarterly Review. 


= Ensure preparation of ad hoc background documents 
for meetings of senior central bank officials and 
Governors. 


" Carry out research in areas of competence to deliver 
support to BIS management. 


2 Represent the BIS at official meetings, international 
conferences, etc. 


s Establish, maintain and enhance contacts with central 
banks, other organisations, academics and the 
private sector. 


Job requirements 


* PhD in economics or finance from a university of 
international standing (or equivalent in experience 
and track record in academia or central 
bank/international organisation). Specialisation in 
monetary and exchange rate theory/policy desirable. 


= At least 10 years’ experience in a central bank, 
international financial institution or, if in academia, 
with considerable exposure to policy questions. 
Solid research and publication record. Proven 
experience in leading and co-ordinating team work. 
Involvement in policy formulation in the areas 
covered by the job highly desirable. 


= Ability to identify independently, possibly well ahead 
of time, policy issues worthy of research and 
analysis. Ability to ensure that the required analysis 
and research are carried out effectively. Ability to 
lead and motivate subordinate staff, leading by 
example. Strong co-operative and team spirit. 
Strong academic reputation. 


a Fluency and excellent drafting skills in English 
essential. Good knowledge of another major world 
language desirable. 





The BIS offers attractive conditions of employment in an 
international environment and excellent welfare benefits. 
Information on the BIS, including research papers and 
other publications, is available on the BIS web site 
(www.bis.org). 





Candidates should send their application and detailed 
curriculum vitæ to Human Resources, Bank for 
International Settlements, CH-4002 Basel, 
Switzerland, quoting reference 01-796. Please note 
that applications received after 34 July. 2001. cannot be 
considered. 
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Deputy Project Manager 
Monitoring and Supervision of Infrastructure Projects 
Baku, Azerbaijan 


Since 1997 ECO has been involved in several rehabilitation and civil 
works programmes in Azerbaijan. We need to replace one of our 
permanent staff members in Baku. His role will be the Supervision and 
Monitoring of EUR 12 M projects which are all on-going or about to start 
(details available on request). The candidate will be part of a team of 8 
and will report to the European Project Manager. The position is based in 
Baku with frequent travel in the Baku area 


He should preferably be an engineer, possibly a civil engineer, with 
; -experience in. field supervision of communities or public infrastructure 
works. Previous experience in CIS countries and knowledge of Russian 
. Or Azeri-Turkish would be an advantage. Fluent English speaking is a 
must. Junior as well as experienced staff can apply. 


: Assignment to start asap for a period of 12 months which most probably 
will be extended until December 2002. 


Please send a curriculum vitae (in English) with date of availability and 
= financial requirements to: 


ECO (European Consultants Organisation) 
Mr. Mert Ersin ~ e-mail address: mert.ersin@eco3.be 
and/or register your details in the GoConsultancy database: 
www.goconsultancy.com 


ULG NORTHUMBRIAN LTD 


Fisheries in Bangladesh 
Team Leader 


The Fourth Fisheries Project in Bangladesh supports sustainable and 
equitable growth in the benefits generated from increased fish and 
shrimp production. The project provides support to fishing 
communities through the Department of Fisheries and national and 
local NGOs. DFID is funding the technical assistance and has 
contracted ULG Northumbrian, PMTC International and NR 
International to provide international specialists. 


We are currently seeking candidates for the post of Team Leader to 
start in October 2001 for a 3.5 year contract. The post requires a 
postgraduate qualification in fisheries, natural resource management, 
institutional management or economics and ten years successful 
service in development. Strong leadership and project management 
skills are essential and experience in public sector institutions, 
management of change and the fisheries sector are all desirable. 


More details can be obtained from Katie Collins. If you are interested, 
please send your CV to Katie at collk @ulg.co.uk. 


ULG Northumbrian Ltd, Birmingham Road, Saltisford, Warwick, 
CV34 4TT 
Tel: +44 1926 496121. fax +44 1926 401882 
Website: www.ulgnorthumbrian.com 
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Economist Intelligence Unit | tonomis 
Editors 


Based London West End 
Competitive salary plus excellent benefits 















The Economist Intelligence Unit has an unrivalled reputation for providing 
international companies with independent analysis on the political, economic 
and business environment, and publishes comprehensive macroeconomic 
forecasts on over 180 countries. 






We are looking for experienced business writers/editors for our flagship 
newsletters, quarterly reports and electronic briefing service. These are aimed 
at Western companies operating in Eastern Europe and the former Soviet Union. 









You will commission, edit, research and write material on operational 
business issues and political and economic trends. You must have a flair for 
clear, concise writing and a demonstrated ability to organise work smoothly 
around tight deadlines. Experience in Eastern Europe is essential. A strong 
grasp of business issues and proficiency in an East European language would 
be advantageous, 











If you would like to use and develop your skills and career with a global 
leader, then please send your CV (preferably by email) with a covering letter 
and details of current salary to the address below quoting reference EIUO80E. 
Non-EEA applicants will need to obtain a UK work permit, 

Closing date: Wednesday July 25th 2001. 


The Economist Intelligence Unit 
Recruitment Office 

15 Regent Street 

London SW1Y 4LR 












Email: jobs@eiu.com 
www.eiu.com 














An Economist Group Business 






UNIVERSITY OF AMSTERDAM 


The Faculty of Economics and Econometrics invites applications for the 
position of a 







FULL PROFESSOR (half time) 
in the history and philosophy of economics 


The appointment will be for five years, with the possibility of 
reappointment till retirement age. The holder of the chair should be 
available half time on average during the year, to be mutually agreed. 

Full time salary ranges from Dfl 9,324 (gross) to Dfl 13,605 (gross) per 
month plus 8% holiday pay. The university offers an attractive pension 
scheme. 
























For further information and/or a job profile, contact the Chair of the 
selection committee, prof.M.J-Eliman, tel +31-20-5254235, email: 
ellman @fee.uva.nt 











See also under ‘vacancies’ on our website www.uva.nl 


Applications, including names and addresses of three references, should 
be submitted within 6 weeks to: 


Prof. M.J.Eliman, 
Dept of General Economics, 
Faculty of Economics & Econometrics, 
University of Amsterdam, 
Roetersstraat 11, 

1018 WB Amsterdam, Netherlands. 











Applications may be made by post or email. 






Interviews will be held no earlier than 15 September. 
























Business and 
Economic Development 
Consultancy for 

Private and Public 
Sector 












Metra Sofres Ltd. is part of the world-wide Taylor Nelson Sofres pic 
group of market research and consultancy companies with a 
turnover of £480 million and employing 7,000 people in 50 countries. 
Metra Sofres is seeking to add to its register of EU based freelance 
consultants for group projects with International Agency, 
Government and private sector clients in the following fields: 



















* Trade and Investment Policy * Transport and Tourism 
and Promotion ¢ Energy and Environment 

* SME Development * IT/Telecomms. 
and Finance * e-strategy 

« Industrial Development ¢ Banking & Financing 

* Institutional Reform e Private Sector Studies 

+ Regional Planning (market research, strategy, 

* Privatisation and Restructuring feasibility) 





Please send your CV stating your preference for short and/or long 
term assignments to: 


metra@ metrasofres.co.uk 
(or Metra Sofres Ltd., 
Melrose House, 
42 Dingwall Road, 
Croydon, 
CRO 2NE, UK) 


Fax No. +44 (0)20 8688 4005 
















UNITED NATIONS SECRETARIAT 


CHIEF, INFORMATION SYSTEMS UNIT, P-4 
Information Systems Unit, Office of the Executive Secretary 
Economic Commission for Europe (ECE), Geneva 








The United Nations is seeking to recruit a Chief, Information Systems Unit, ECE. 
The Incumbent under the supervision of the Executive Secretary: 


Carries out project analysis relating to the use of current and new TT applications, and formulates 
annual plans for the allocation of resources to meet the requirements of the ECE in IT. 

Plans, coordinates and monitors the provision of IT services on behalf of ECE in such areas 
as network, electronic mail, Internet, user support, procurement of materials, 
Prepares budget estimates for IT system requirements to be included in the à biennial 
programme budgets taking into account ECE priorities and IT technology developments. 
Coordinates software developments initiated and undertaken by ECE Divisions, 
Plans and oversees the LAN system design and reviews it regularly to adapt it to current and 
anticipated requirements. 
Analyses requirements, develops functional specifications and decides on computing 
platforms and standards; prepares plans of all proposed new development activities. 
Co-ordinates requests for purchase and acquisition of software, hardware and all IT-related services. 
Represents the ECE in various committees dealing with UN policies on IT, 
Plans, organizes and supervises the Unit's work. 


Qualifications; Advanced university degree in computer science, or business administration with 
emphasis on information technology management and specialized training in computers. networks. 
operating systems, standard office application software and database management systems, project 
management techniques, system analysis and programming languages. Advanced knowledge of 
Interner related techniques and standards is essential, At least 8 years of practical experience. 
including several years at a managerial level in IT. Fluency in English and working knowledge of 
French. Very good drafting and communication ability is essential. 


Preference will be given to equally qualified women candidates. Remunerations for this 
position are: Depending on professional background and experience, a competitive 
compensation and attractive benefits package are offered. Please refer to our homepage, 
www.un.org, for further information. Closing date for receipt of applications: 8 August 2001, 
Applications will full curriculum vitae, including salary history, birth date and nationality, 
should be sent to (01-A-ECE-400695-E-GE) Human Resources Management Service, Room 
264, UNOG, Palais des Nations, 1211 Geneva 10, Switzerland. Fax No, 41 (22) 917 06 05. 


Due to the volume of applications, all internal candidates and only those external 
candidates under serious consideration will he acknowledged. 


























INTERNATIONAL RICE RESEARCH INSTITUTE 
DAPO Box 7777, Metro Manila, Philippines 





HEAD, GENETIC RESOURCES CENTER 


IRRI is seeking a genetic resources specialist to head its Genetic 
Resources Center (GRC), which manages the world's largest rice 
gerplasm collection as well as a biofertilizer germplasm 
collection. Interested candidates should have a Ph D in botany, 
genetics or crop science with a specialization relevant to the 
conservation of genetic resources (€.g., taxonomy, molecular or 
population genetics, seed physiology) and at least 7 years of 
experience in working with genetic resources. A complete 
position description and information about IRRI can be found at 
www.cgiar.org/irri/irsjobs.htm or contact the search committee 
chair, Dr. Graham McLaren at g.mclaren @cgiar.org. Please refer 
to code IRO 1 -GRC-Economist. 











UNITED NATIONS 
DEVELOPMENT PROGRAMME 
~” GLOBAL ENVIRONMENT FUND 


PROJECT OF THE GOVERNMENT OF MALAYSIA 


CHIEF TECHNICAL ADVISOR 


r 


-The Conservation And Sustainable Use Of Tropical 
Swamp Forests And Associated Wetland Ecosystems 


This position will be available in October, 2001 for a period of 60 months, An 
internationally competitive remuneration package and benefits will be offered. 


The ideal candidate will be responsible to develop and implement management plans 
to encourage processes that will ensure the conservation and sustainable use of 
globally significant genetic, species and ecosystem diversity at three peat swamp forest 
sites, ie. Pahang, Sabah and Sarawak, Malaysia. He/She should also demonstrate 
what is required for the adoption of a multi-sectoral approach to peat swamp forest 
management throughout Malaysia. 


The CTA will report to the National Project Director and will be responsible for inter-alia 
implementation, management and coordination of all relevant activities of the project. 








Requirements: 


Sound academic and technical qualifications in Forestry/Forest Sciences/ 
Environmental Management or other relevant fields; preferably a Ph.D holder 
Extensive experience in forest/wetlands conservation and management 

Proven track record in coordination and project management, preferably in 
international project development and execution 

Experience in dealing with Malaysian Federal and State Government agencies, 
Malaysian non-governmental sectors and multilateral/bilateral donors 

Excellent communication skills in both written and spoken English 

Fluency in Bahasa Malaysia would be an asset 


Candidates should indicate their expected salaries and other terms of employment 
in their applications. 


Work Location: 

The candidate will be based at the Forest Research Institute Malaysia (FRIM), Kuala 
Lumpur. The job will require travelling within the three project sites in Pahang, Sabah 
and Sarawak. 

Applications should include two (2) referees and be accompanied by a detailed 
curriculum vitae and sent by post or fax to: 


The National Project Director 
Division of Forest Environment, FRIM, Kepong 
52109 Kuala Lumpur, Malaysia. 


Tel : 603-6277 1235/6274 2633 Fax : 603-6276 5531 


Enquiries by E-mail may be directed to : rahimnik@frim.gov.my 
Ail indications of remuneration interest will be treated in strict confidence. 
Closing date : 31 July 2001 at 2400 hrs. 
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BHOBABaK 


| To learn more about 

| becoming an AlphaGraphics 

_ Master Franchisee, com- 

| plete our online inquiry 

| form under Franchise 

| Opportunities at: 
www.alphagraphics.com/international 

AiphaGraphics, Inc. 3760 North Commerce Drive Tucson, AZ 85705 USA 

Phone 1.520.293.9200 Fax 1.520.887.2850 


+ 180 9002 certification, ensuring consistent 
network-wide quality standards in more than 
20 countries 


We are currently seeking licencees in Belgium, 
France, Germany, india, Korea, Malaysia, 
Singapore, Spain, and Taiwan. Our client base 
of over 600 multinational corporations has 
requested that we establish a presence in 
these markets. 




























www.oxfam.org.uk 





i. 
Communicate 


Based in Oxford 36 hours per week 
Salary: £31,250-£40,200 2 year contract 
We are looking for someone to provide top-level corporate 
leadership and vision for our work on livelihoods within 
Oxfam GB and within the wider Oxfam International 
confederation. You will have an excellent understanding 
of market economics and livelihoods approaches and a 
track record in integrating gender at all levels of analysis 
and programme delivery. You will also have proven 
leadership skills, strategic planning and business 
management skills at a senior level, excellent networking 
and communication skills and a strong commitment to 
Oxfam's values and beliefs. 

Closing date: 2nd August 2001 

Interview date: 9th August 2001 

Reference: ID/DL/PS/ECON 

For further details and an application form, 
please visit the website or send a large 
SAE to International Human Resources, 
Oxfam GB, 274 Banbury Road, Oxford OX2 7DZ, 
UK or email: ihrapps@oxfam.org.uk quoting the 
Job title and reference number. 


€ Oxfam 


Diversity The difference starts with you 









Oxfam works with 
others to find 
lasting solutions 
to poverty 

and suffering. 
































































Department for 
International 
Development 





We are working to make an effective contribution to poverty 
elimination in Bangladesh - and in this project we are 
supporting fisheries training and research at five universities. 
The aim is to enhance the university sector capability to meet 
the needs of poverty-linked aquatic resource development in 
Bangladesh. In turn, this will contribute to the wider goal of 
increasing fish production through more effective management 
of aquatic resources. 


You will work with the University Grant Commission in Dhaka - 
helping the Project Director to develop selection and appraisal 
criteria for research and training proposals. Similarly, you will 
help university staff to prepare appropriate submissions to the 
project. You will also work with the Project Director to 
recommend and co-ordinate specialist support inputs to the 
project - approving the details submitted by universities. 


QUALIFICATIONS AND EXPERIENCE 


Bringing a degree in fisheries or aquatic resources, it would 
also be useful if you have a post graduate qualification. You will 


FISHERIES EDUCATION & RESEARCH PROJECT 


Application forms can be obtained, quoting reference AH375/5/TD/TE clearly on your envelope, from Department for 
International Development, Abercrombie House, Room AH375/5, Eaglesham Road, East Kilbride G75 8EA or telephone 
01355 843352 (answerphone) or e-mail: group5b1 @dfid.gov.uk http://www.dfid.gov.uk 


PROJECT CO-ORDINATOR 
BANGLADESH 


need sound organisation, analytical and inter-personal skills - 

combined with management experience, preferably managing 
research in a development role. It’s also vital you have worked 
overseas, ideally in Bangladesh. 


TERMS OF APPOINTMENT 


The appointment is for a 2 year 9 month fixed term period on 
Home Civil Service terms and is subject to a probationary 
period. The salary will be in the range £36,742 - £41,419 per 
annum (commensurate with qualifications and experience), 
Additional allowances may also be payable. 









Candidates should either be nationals of Member States of the 
European Economic Area (EEA), Commonwealth citizens who 
have an established right of abode and the right to work in the 
United Kingdom or those granted refugee status as defined by 
the 1951 UN Convention on Refugees. 


Closing date: 3rd August 2001. 
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The Department for International 
Development (DFID) is the UK’s 
government department responsible for 
promoting development and the 
reduction of poverty. DFID is committed 
to the internationally agreed target of 
halving the proportion of people living 
in extreme poverty by 2015. 

DFID works in partnership with 


Fulfilling Britain’s commitment to Z TTIE haat poverty 
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governments, international and national 
non-governmental organisations, the 
private sector and institutions such as 
the World Bank, UN agencies and the 
European Commission. Most of the 
assistance is concentrated on the poorest 
countries in Asia and sub-Saharan Africa, 
but we also work elsewhere, including 
Latin America and in Central and Eastern 


Europe. 

DFID is committed to a policy of equal 
opportunities and encourages 
applications from all parts of the 
community. We would particularly 
welcome applications from, women, 
people from an ethnic minority 
background and disabled people. 
Selection is on merit. 









RESEARCH OFFICER 





2'/2 year fixed term appointment 


Foreign & 
Commonwealth 
Office 


rapidly and under pressure. 


Please quote reference: B5819. 





Vice President, Business Strategy (Atlanta, GA) 
Assist in the development of the company’s corporate strategy. Perform strategic and economic | 
analysis for the senior management team & Board of Director, manage the company's key strategic 


alliances & assist the CEO & senior management team in communicating the company’s business 
strategy to employees, partners, current investors & prospective investors. 

Req. Bachelor's degree in Electrical or computer engineering or its foreign degree equivalent plus j 
minimum of 4 yr exp, managing corporate/business strategy programs in data and 
telecommmunications industry. 


Resume to: Joan Tolliver, VP of HR, Cbeyond Communications, 320 Interstate North Pkwy, S.E., 
Ste 300, Atlanta, GA 30339. 








a 











DO YOU FEEL LIKE YOUR CORPORATE 
LADDER HAS RUN OUT OF RUNGS? 


Do you feel the need for new challenges and opportunities? If you're a 
global senior executive, over 40 years old and accustomed to a $100K+ 
annual salary, we can be the answer to your next jump on the ladder of 
success. Resume Broadcast International assists you in your professional 
search with the personal contact necessary for success from start to 
finish 24 hours a day, 365 days a year. Opportunity is only a phone call 
away at Tel: (619) 224-9257, Fax: (619) 224-9268 or E-mail: 
102224.3306 @ compuserve.com 


Resume 
Erocccast ( 
international 





Resume Broadcast International 
P.O. Box 6930, San Diego, California 92166, USA. 
Tel: 619 224 9257, Fax: 619 224 9268 
Email: 1022243306 @ compuserve.com 








Drugs and International Crime Department, London 
£33,538 - £48,293 (2001 pay award pending) 


Drugs and International Crime Department has a vacancy for a newly created post to conduct policy-related 
research into international drugs and crime, including the global illicit drugs market, cultivation and 
production trends and strategic reviews of key issues and countries. The successful candidate would 

also advise on overseas projects and attend academic and other meetings, including overseas. 


You should have at least 5 years’ experience of research in the drugs field, preferably including at least one year's 
overseas experience. You must have experience in dealing with international illegal drugs supply side issues 
and an interest in contributing to the process of making foreign policy. Experience of working in multilateral 
organisations or NGOs and of project management, is desirable. You should have a good honours degree, 

good IT skills and be a team player who is analytical and able to assimilate information and produce advice 


To be eligible, you must be a British Citizen, and have been a British Citizen for at least five years prior to 
the date of application; and have been resident in the United Kingdom for five years preceding the date 
of application (ignoring temporary periods of travel, work or study abroad). 
For more details and an application form (to be returned by 2 August 2001), please contact Capita RAS, 
Innovation Court, New Street, Basingstoke, Hampshire RG21 7JB or telephone 01325 745170 (24 hours), or 
fax 01256 383787. Internet: www.rasnet.co.uk 


In representing Britain overseas, the Foreign and Commonwealth Office aims to represent the diversity of British society. 
Applications are welcomed from all suitably qualified individuals irrespective of race, gender or disability. All applications 
will be treated on merit on the basis of fair and open competition. 
















DIRECTOR 
Food Security (USA) 


Save the Children is a child-focused 
international relief and development 
agency. Incumbent will manage our 
food supported program portfolio of 
$20+ M/yr with an emphasis on 
emergency issues. 












Requirements: BS/BA with Master's 
preferred; 10+ years experience with 
food security programs; strong agency 
contacts. Thorough understanding of 
Title H regulations, DAP development 
and monetization regulations required. 







Competitive salary and excellent 
benefits. Please send resume/CV to 
jderwallis@savechildren.org in 
subject: field of message, reference 
#1364/ECON, EOE M/F/H/V 





Vsave the Children 


CAPITA RAS 










































** WORK IN USA ** 
195,000 Employment. VISAS. Available! | 
TET S.. 
Ti y AN: ET 
TOP Positions, Salaries & Benefits 
4 Year College Degree Required! 
Visit us Online for Job: Opportunities? 
Affiliates (Recruiters) Weicornel! 


www.GreenCardSpecialists.com 









Businesses 
For Sale 















New Zealand 


www, bluewaters.co.nz/crystalwaters.html 





Still the land of milk and honey. 
Magnificent coastal 
development/lifestyle 
land block in sub-tropical beach 
environment. 


£1.17m. View at 
www. bluewaters.co.nz/erystalwaters. html 
further details e-mail 
bluewaters @ bluewaters.co.nz 

Fax ++64 9 308 9500 
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Privatisation in 
the 
Middle East 







Former Managing Director of Fortune 100 AAA rated 
corporation with extensive contacts in government and 
private sector provides counsel, business intelligence, 
risk analysis and business development on an economic 
and cost effective basis. 


Invites assignments for ongoing and frequent visits to the region 


Synthesis Management Consultants 
into@synthesismc.co.uk 
fax: 44 (0) 1202 534751 





FINANCIA 
SERVICES 


Finance 


Refinance, Acquistion, Construction 
Minimum US$10M 
World-wide 
Competitive Rates 


Secured Investments 


Preferred Minimum US$10M 
however accounts can be opened 
with as little as US$200,000. 
Currently paying 2-3% pem. 


Guarantees 
Available to guarantee cash 
deposits, lenders, contracts etc. 
Minimum US$10 million 


Deal direct 
Euroasian Investments Ltd. 
Hong Kong, Nassau, Sydney 






























Initial inquiry 
Fax +44 20 7900 2808 
investments@euroasian.com 





Business Opportunities 





E The Worid Bank 
H 


ji 
Şi 


MINING CONSULTING 
OPPORTUNITY 
‘There is an opportunity for an incoming party 
to purchase a significant portion of an 
internationally branded mining consulting 
company, The company is presently highly 
profitable and existing management would 
primarily be considering synergistic 
opportunities to enhance profitability. Due 
diligence would be open and simple, 


Cashout lay is likely to be in the region of 
USD $2 million, Discussions will only be held 
with the most senior individual in any 
interested organisation with a demonstrable 
capacity to influence the board. 


Please reply in confidence to :- 
The Advertiser, Gladwyns House, Sheering. 
Bishop's Stortford, Herts, CM22 JLL, 
United Kingdom. 
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Sy Decentralization And Local Government Support Facility For Africa 


Request For Expressions Of Interest 


The Decentralization and Local Government Support Facility for Africa is a multi-country initiative 
including knowledge dissemination and experience sharing activities aimed at providing specific training 
modules in core areas tailored to African conditions. The services requested will include: design training 
methodologies Tor all training modules; delivery of the training modules in Africa for participants of three 
linguistic groups expected to comprise central and local government officials, civic leaders involved in 
decentralization policy formulation and implementation; evaluate the design and delivery of the training 
program, Further to the notice published on the UNDB of June 16, interested consultants must provide 
information indicating that they are qualified to perform the services (brochures, description of similar 
assignments, experience in similar conditions, availability of appropriate skills among staff). Expressions 
of interest must be delivered by August 16, 2001, 5:30 PM to: Ms. Paola Ridolfi, MSN 111-1102, 1818 
H Street NW, Washington, DC 20433, U.S.A.. Fax: +1-202-4738301, E-mail: Pridolfi@ worldbank.org 


CANADA... 


just one click away 


www.akcanada.com 
Free online consultation, 24 hours per day, 7 days per week 
Abrams & Krochak 
Canadian Immigration Lawyers 








IMMIGRATE TO CANADA 
“We Can Help” 


25 Years Experience in immigration Matters 
The law firm of Somjen & Peterson 
http: www somjen.com 
Email: somjen@somjen.com 
Suite 810, 1240 Bay Street, 
Toronto, Ontario, Canada, MSR 2A7 
‘Teh: (416)922 8083 Fax: (416)922 4234 
“We Can Help” 


. The, 
Economist 


TO. ADVERTISE 
WITHIN THE CLASSIFIED SECTION 
CONTACT: 





Ruth Fox, 
London 
Tel: (44-20) 7830 7000 
Fax: (44-20) 7830 7111 
ruthfox @ economist.com 



















#@*LONDON'® 


z Quality serviced apartments offering best value a 
for money. Our apartments offer great savings 
g 
compared {fo hotels, Fully serviced, private 
a bathroom, kitchen, TV, telephone. central a 
heating, elevator. 
a Centrally located in Kensington area. a 


E Tourist Board Approved W 
Ashburn Garden Apartments 
a 3 Ashburn Gardens a 
| South Kensington, London SW7 4DG, UK 
www.ashburngardens.co.uk 
Mis info@ashburngardens.co.uk W 
Tel: ++44 207 370 2663 
A Fax: ++44 207.370 6743 
BEE ER SEER 














STAFF WRITER 


Institutional Investor, a monthly magazine that has won 
numerous financial journalism awards, seeks a staff writer to 
cover the City and related financial topics, both in London and 
across Europe. This London-based position requires an ability to 
report and write in-depth pieces and to generate interesting story 
ideas. Financial writing and reporting experience required. 
Languages a plus. 









Please send resume and cover letter by e-mail, fax or letter to: 






Tom Buerkle, European Editor, Institutional Investor 
Nestor House, Playhouse Yard, London EC4V 5EX 
Fax (020) 7303-1710, e-mail: thu 










Republic of Botswana 
Ministry of Finance and Development Planning 






National Development Plan 9 Economic Advisor 









Applications are invited for the post of National Development Plan 9 (NDP 9) 
Economic Advisor in the Ministry of Finance and Development Planning. The Ministry 
is responsible for, among others, co-ordinating the preparation of the National 
Development Plans, which are major statements of Government policies and strategies 
to be followed over the medium term, incorporating quantitative targets for resource 
allocation and project implementation. The Ministry has initiated the process of 
preparing NDP 9, for which it seeks an economic advisor for the duration of the Plan 
preparation, from July 2001 to December 2002, to provide professional advice on the 
preparation of NDP 9. 











Qualifications 






The ideal candidate will have an advanced degree in economics or another relevant 
discipline, with a strong record in academic and professional achievement, and previous 
experience working in a developing country, Demonstrated knowledge of development 
planning, as well as economic policy analysis, will be an essential requirement. The 
cconomic advisor will be expected to be proficient in the use of microcomputers. 








Remuneration 










The Government of Botswana is prepared ro offer the qualified candidate an attractive 
compensation package, which will be negotiated with the successful candidate. 






Applications, with CV and references, should be forwarded by July 31°, 2001 to: 









The Executive Director, 
Botswana Institute for Development Policy Analysis (BIDPA), 
Private Bag BR-29, Gaborone, Botswana 

Physical Address: 4th Floor, Tshomarelo House, Gaborone 
Tel: +267 371550. 

Fax: +267 371748, 

Email: agergis@bidpa.bw 
Website: bitp//wwm bidpa.bw 


















Details of the main duties of the economic advisor can be obtained from BIDPA. 
Applicants must be available to take up the post immediately. 







Businesses For Sale 


— BUSINESS TRAVEL 
BUSINESS FOR SALE 

















VENDOR SEEKS: 


GROUP (non industry) WITH LARGE (£5M PA.) 
OWN CORPORATE TRAVEL ACCOUNT SPEND 










* SE/London Based, existing, profitable. licensed base 
+ Clients serviced UK wide, medium sized 






e Huge potential - swift growth, excellent team 













Box No 4117 
25 St James’s Street, 
London SWI1A 1HG 


Enquiries to: 


















Will your portfolio 
win in rising 
and falling markets? 












Free portfolio analysis 





THE GOVERNMENT OF MONGOLIA www.assetalloc.com 











ALL SUBJECTS CONSIDERED 


MINERVA PRESS 
315-317 REGENT ST 


LONDON W1B 2HS. UK 
www. minerva-press.co.uk 












TENDER NOTICE 
GOBI JSC 





The largest Mongolian producer of cashmere knitwear 
and accessories, yarn, fabrics and allied products. 


The Government of Mongolia is seeking the participation of 
strategic textile/apparel industry investors in the sale through an 
open competitive tender of a 70% equity interest (5,460,788 
common shares) in Gobi JSC. 





















value of your assets. 


Barents Group of KPMG Consulting, Inc. has been engaged to 
act as Advisor to the State Property Committee for the 
privatization of Gobi JSC under a contract signed between the 
United States Agency for International Development (USAID) 
and the Government of Mongolia. 








EDS 


ISLE of MAN: 

Paul Brennock 

Tei +44 1624 699800 
Fax +44 1624 699801 


In order to receive the Tender Documentation Package, 
interested parties (Applicants) must submit a formal Expression 


of Interest to the State Property Committee, accompanied by: HONG KONG: 
f F y jr 


1. An Application Form; 

A duly executed Confidentiality Agreement signed by 

the Applicant’s Authorized Representative; 

3. Evidence of payment of a non-refundable Tender Fee 
of US$1,000; 

4, Power of Attorney confirming the designated 
Authorized Representative; and 


Ne 








SovereignGroup.com uk@SovereignGroup.com 





Since 1987 The Sovereign Group have been 
assisting individuals and companies to achieve SOVEREIGN 
savings in tax. We provide a full range of onshore 


and offshore services designed to save tax for 
you and/or your company. Call us and we will 


VISIT OUR WEBSITE: 
SevereignGroup.com 


be pleased to show you how our services 
can save you money and maximise the 


business & personal 


SOMUtiC 


UNITED KINGDOM: 
Simon Denton 

Tel +44 (0)20 7479 7076 
Fax +44 (0)20 7439 4436 


ons 


SovereignGroup.com 


























Ut 


Information regarding the Applicant's background and 
indusiry experience (for full details of the required 
documentation, please see the website of the State 
Property Committee indicated below). 


Applications/Expressions of Interest must be received by the 
State Property Committee no later than 18:00 hours 
(Ulaanbaatar time) on 31 August, 2001. 


The Application Form and Confidentiality Agreement are 
available from the contacts listed below or from the State 
Property Committee’s website. 


For information regarding the Tender, please contact: 


State Property Committee 
Government Building IV, Room 408 
Ulaanbaatar-11, Mongolia 
Tel: 976-11-312 460; Fax: 976-11-312 798 
Website: www.spc.gov.mn 
or 
Barents Group of KPMG Consulting, Inc. 
State Property Building #1, Room 301 
Ulaanbaatar-38, Mongolia 
Tel/Fax: 976-11-324 149 
Email: barents@magicnet.mn 


This Notice is not the official Tender Announcement in accordance with the 
laws of Mongolia. The text of the official announcement, published in the 
Mongolian newspapers, is available from the State Property Committee 
website and the addresses above, 





Luxembourg 





We have over 25 years of experience 
in facilitating international and offshore 
business with 30 offices and over 350 staff 
around the wortd 


Offshore Companies 


with bank introductions 


ARE YOU 

Trading or investing internationally? 
Seeking tax management solutions? 
Working or living overseas? 

Seeking to protect your assets? 
Setting up a business overseas? 

A tax professional seeking solutions? 
Then you should contact us. 


WORLD Wi 
Www,ocra com 


Email: economist@ocra.com 
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Business & Personal. 


e OWNED BY LAWYERS AND ACCOUNTANTS e CONFIDENTIALITY GUARANTEED e BANK INTRODUCTIONS 


The SCF Group, est. in 1989 provides full ranges of offshore services at what we believe are the 
most competitive rates currently available by a licensed professional firm. 


or OFFSHORE & UK COMPANIES @ the best prices contact us toda 


BS. 1989 Z LONDON: For immediate, friendly advice, please contact: 








LICENSED CO. 90-100 Sydney Si. Chelsea, “Helen Harper LL. B (Hons), Dip. Law, AOI Janson Lotery B.Sc (Hons) 
& TRUST MANAGEMENT onuon ‘ E-mail: helen@scfgroup.com E-mail: janson@scigroup.com 


oS ww.scfgroup.com/ec, ER T6444 (0) 20 7352 2274 Charles Baker M.A. (Hons) 


Fax. +44 (Ø) 20 7795 0016 E-mail: charles@scfgroup.com 








2nd Citizenship Offshore Companies, 


2nd Passport Banks, Trusts, Foundations, 


Belize Passport Consultants Ltd. Bank ACs 


Tel: + 501 1 49830 Fax: + 501 8 23785 


Email: Passport @ Belize.com www.GLOBAL-MONEY.com 
www. Belize.com 


A GLOBAL PROVIDER OF 
OFFSHORE COMPANIES & SERVICES 





PROTECTIN LTH 
www.offshore4business.com 


Email: offshore@4business.cam X “i E -i ne A. 
Tal: +44 (20) 7514 9902 i 
Fax: +44 (20) 7514 99142 www.swiss-bank-accounts.com 








THE REPUBLIC OF KENYA 
MINISTRY OF FINANCE AND PLANNING 


PRIVATISATION IMPLEMENTATION UNIT 
PRIVATISATION OF KENYA REINSURANCE CORPORATION LIMITED 


INVITATION FOR EXPRESSIONS OF INTEREST 


AS part of its on-going privatisation process, the Government of Kenya (Gok) is proposing to sell up to 100% of the issued 
share capital of Kenya Reinsurance Corporation Limited (KRCL). The Privatisation Implementation Unit has appointed CBA 
Capital Limited and HSBC Investment Services { (Pty) Limited as its financial advisors during this transaction. 


KRCL offers a full range of reinsurance services to insurance companies in East and Central Africa. As at December 3ist 
2000 KRCUs net premium revenue was in excess of USD 24 million 


The Privatisation implementation Unit now invites interested parties to submit expressions of interest in bidding for up to 
100% of the issued share capital of KRCL. 


Expressions of interest are invited from potential purchasers who can demonstrate a minimum of five years experience in 
primary or secondary insurance. Expressions of interest from consortia of investors will be accepted, but preference will be 
given to consortia that include at least one member who meets the minimum pre-qualification criterion 


Only parties who meet this minimum pre-qualification criterion will be invited to proceed to the due diligence phase. 
Qualifying parties will receive an information memorandum and the draft share purchase agreement within two weeks of 
the deadline. This will be followed by a due diligence process including investor conferences 


Submission of expressions of interest, including a description of the party’s experience in primary or secondary insurance, 
a copy of its most recent financial statements, and contact details should be sent to both of the addresses given below 
by no later than 15:00 hours GMT on the 27th of July 2001: 


Esther Kolrnett | Victor Gitobu 
Investment Secretary | Assistant General Manager 
Ministry of Finance and Planning | CBA Capital Limited 
Treasury Building 2nd Floor Room 230 | International House, Mama Ngina St. 
PO Box 30007 | PO Box 45136 
Nairobi | Nairobi 
KENYA | KENYA 
Tel: +254 2 225271 | Tel +254 2 228802 
Fax: +254 2 213524 | Fax: +254 2 244796 
E-mail: investmentsecretary@dgipe.org | E-mail: vicgitobu@cba.co.ke 











KSHS/USD Exchange Rate of 80KShs/1 USD 
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T4 Economic and 





Overview 


America’s unemployment rate rose to 4.5% 
in June. Almost all the fallin employment 
was in manufacturing. There was more en- 
couraging news for the rest of the economy: 
the National Association of Purchasing Man- 
ufacturers’ index of non-manufacturing ac- 
tivity rose from 46.6 in May to 52.1 in June. A 
number below 50 is a sign of contraction; one 
above 50 suggests expansion. The Nasdaq 
Composite index fell by 7.9%, dropping be- 
low 2,000 for the first time in three weeks. 


The news from Germany was somewhat bet- 
ter than expected, although the outlook re- 
mains grim. Industrial production rose by 
0.9% in May after dropping by 1.4% in April. 
Retail sales fell by 2.3% in the year to May, a 
smaller decline than had been forecast. Ex- 
ports, too, were not hurt as much as ex- 
pected by the global slowdown. Even so, 
export growth tumbled to 4.8% in the year to 
May from 16.7% in April. 


European stockmarkets fell sharply, on re- 
newed worries about technology shares. The 
Spanish market was also hit by concerns 
about Latin America. 


In Japan, the trade surplus shrank to $95.6 
billion in the year to May, almost a quarter 
below the level a year earlier. The 12-month 
rate of growth of M1 rose to 8.1% in June, 
the fastest for a year. Broad money grew by 
3.2% in June, the fastest rate of expansion 
since October 1999. 





Data on more countries are available to 
subscribers on www.economist.com 





Output, demand and jobs 

% change at annual rate 
Unemployment 
% rate 


year ago 


The Economist poll 
GDP GDP forecasts _ 


Retail sales 
(volume) 


Industrial 
production 
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„4:9 May. 
9 Mays 






Netherlands 
Spain 















+33 a1 











Euro area 





*Not seasonally adjusted. 





Prices and wages 
% change at annual rate 
The Economist poll 
Consumer prices* consumer prices forecast 


2001 


Producer prices* 








Wages/earnings _ 
_ year ago 





yearago 


„1year 
+52 M 








+28 

















Denmark + 2, 















































Euroarea + 3.4 May 


*Not seasonally adjusted. 
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Se O 
Money and interest rates The Economist commodity price index 
1995=100 


Money supply* Interest rates % p.a. (Jul 11th 2001) % change on 


% change on year ago 3-mth money market 2-year 10-year gov'tbonds corporate aalsed ul toh? eni Roe 
narrow broad latest rago gov'tbonds latest rago bonds Dollar index 


hain +67 + 74 ny 8.19 60 sa se — os 2 abtems _68.6 690 -10 -40 ss sae = 3 = <8 
Cenad e aT + 6.2 Wy 4.26 O SA O OOO O O wa e ae ia 
Denmark +15 -3.5 Apr 5.03 5.72 4.74 5.27 5.69 7.17 Pi a we si ee 
Sweden + 5.9 -14 May 435 404 4.86 5.37 522 ee ee 
Switzerland -1.2 + 2.2 3.23 3.41 3.39 3.36 3.80 4.12 Metais 108 70.0 -4.0 -13.2 
United States + 1.0 +10.9 Ma 3.62 6.53 4.05 5.29 6.49 7.05 Sterling index 

Eueareal “+35 +54 ny 446472428 497 520 sg Miems OO 79 O a -33 + 30 


“Narrow: M1 except Britain and Sweden MO, broad: M2 or M3 except Britain M4. tGermany for bonds. Benchmarks: US 30-year 5.69%, Japan 




















No.232 1.30%. Central bank rates: US fed funds 3.75%, ECB refinancing 4.50%, BOJ overnight call 0.01%, BOE repo 5.25%. Allitems 106.6 106.0 - 1.8 +67. 
Sources: Commerzbank, Danske Bank, J.P. Morgan Chase, Royal Bank of Canada, OM Fixed Income Exchange, Warburg Dillon Read, DRI-WEFA, Yen index 
Westpac, Thomson Financial Datastream, Rates cannot be construed as banks’ offers. All items 91.0 92.1 +18 +12.6 
ee Gld 
Stockmarkets $ per oz 268.40 267.40 -08 -57 
Market indices West Texas Intermediate 

% change on $ per barrel 26.32 27.26 -77 -81 

2001 one record Dec 31st 2000 * Provisional. t Non-food agricutturals, 
Jul 11th high low week high intocal = in$ 


currency terms 

Australia (All Ordinaries 3,323.9 3,425.2 3,094.3 - 14 - 3.0 +54 -40 
Austria (A) 1,212.7 1,244.9 1,052.2 + 0.5 -30.2 +13.0 + 3.6 
2,870.8 3,030.4 2,591.6 - 0.4 -22.0 -51 -12.9 
Britain (FTSE 100) 5,391.9 6,334.5 5,314.8 - 37 -22.2 -13.3 -18.0 
Canada (Toronto Com; 7,570.8 9,348.4 7,415.5 = 21 =33.5 -15.3 -16.7 
Denmark 261.1** 294.3 234.7 = 0.7 -13.5 = f4 - 93 
3,169.5 3,820.2 3,107.9 - 44 -27.8 -16.0 -22.9 
(CAC 40) 4,914.7 5,998.5 4,824.8 - 5.0 -29.0 -17.1 -23.9 
Xetra 5,801.8 6,795.1 5,388.0 - 3.6 -28.1 -98 -173 

































































I 1,598.9 1,948.4 1,598.9 = 3.2 -26.7 -16.6 -23.5 
Japan (Nikkei 225) 12,005.1 14,529.4 11,819.7 - 49 -69.2 -12.9 -19.9 

‘opix, 1,227.6 1,441.0 1,162.0 =- 39 -57.4 -44 -12.1 
Netherlands (AEX) 551.3 642.3 518.3 -4.2 -21.4 -13.5 -20.7 
Spain (Madrid SE) 807.6 963.9 807.6 - 6.7 -29.5 - 83 -15.9 
Sweden (Affarsvariden Gen) 222.8 292.7 217.2 = 6.7 -44,3 -19.7 -29.8 
Switzerland (Swiss Market 6,808.8 8,135.4 6,574.0 -5.1 -19.1 -16.3 -23.0 

















United States (DJIA 10,241.0 11,337.9 9,389.5 = 31 -12.6 = 54 «s4 
‘S&P 500 1,180.2 1,373.7 1,103.3 - 44 -22.7 -10.6 -10.6 


(Nasdaq Comp) 1,972.0 2,859.2 1,638.8 - 79 -60.9 -20.2 -20.2 


























Europe (FTSE Eurotop 300)* 1,317.3 1,545.5 1,279.0 = 5.1 -22.7 -14.1 -21.2 
Euro area FTSE Ebloc 100)* 1,171.6 1,404.1 1,143.9 - 5.2 -24.4 -15.8 -22.8 





World (MSCI 1,045.7 1,249.2 1,014.6 - 37 -27.8 na -14.4 


World bond market (Salomon) 428.4 447.8 420.6 + 1.0 - 6.9 nas — 3,5 
au euro terms. Morgan Stanley Capital International index includes individual markets listed above plus eight others, in dollar terms. 


‘Salomon Smith Barney World ment Bond Index, total return, in dollar terms. **New index, 






















































































Trade, exchange rates and budgets 

Trade balance*, $bn Current account Exchange rate Currency units Budget 

latest 12 $bn The Economist poll trade-weighted! per per per per balance 

months latest 12 mths % of GDP, forecast Jul1ith year ago $ £ euro ¥100 % of GDP 

2001 2002 Jul11th _yearago 20014 
Australia - 1.4 May = 12:9 Qi - 3.0 - 3.0 72.0 77.3 1,97 1.69 2.79 1.70 1.59 0.1 
Austria - 5.5 Mar - 45 - 2.2 - 2.0 99.9 100.1 16.0 14.6 22.6 13.8 12.9 -0.6 
+ 11.6 Dec +44.2 +45 98.3 99.0 46.8 42.7 66.2 40.3 37.7 0.7 
Britain — 44.2 Apr - 19.2 m - 2.1 -= 2.4 107.1 105.6 0.71 0.66 = 0.61 0.57 1.2 
Canada + 45.8 Apr + 22.2 M + 3.3 + 2.6 79.0 80.1 1.53 1.48 2.16 1.32 1.23 2.6 
Denmark + 6.1 Apr + 3.9 Apr + 1.6 +17 101.6 100.8 8.64 7.90 12.2 7.44 6.96 2.9 
France + 0.5 Apr + 21.3 Apr +17 +18 100.9 101.8 7.62 6.95 10.8 6.56 6.13 -0.5 
Ge! - 0.6 97.8 98.5 2.27 2.07 3.21 1.96 1.83 -1.7 



















































- 0.1 72.0 72.6 2,248 2,051 3,179 1,936 1,810 
Japan + 95.6 May +102.3 May + 2.2 + 2.0 137.7 151.3 124 108 176 107 - -6.3 
Netherlands + 17.3 Apr +16.0 Qi +41 + 4.0 97.2 97.9 2.56 2.33 3.62 2.20 2.06 1.3 
Spain — 38.9 Apr - 16.7 Mar -2.8 ~ 27 73.8 74.2 193 176 273 166 156 nil 
Sweden + 12.9 May + 5.5 + 2.1 . 74.4 83.9 10.80 8.86 15.3 9.31 8.70 3.6 
Switzerland ~ 0.1 May + 31.1 04 +11.5 +11.5 107.9 106.1 1.76 1.64 249 152: 1.42 na 
United States -458.2 Apr -449.3 QI -4.1 -3.9 120.7 110.3 = = 1.41 0.86 0.81 2.1 
Euro area - 6.8 Apr = 30.0 Apr ~ 0.3 -0.1 77.2 79.8 1.16 1.06 1.64 = 093 -0.6 








“Merchandise. Australia, Britain, France, Canada, Japan and United States imports fob, exports fob. All others cif/fob. t1990=100, Bank of England. OECD estimate. 
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A nail-biting week for emerging markets. As 
fears mounted that Argentina might default 
onits $128 billion debt, lenders demanded 
higher interest rates not only from Argen- 
tina, but from all emerging economies. Ar- 
gentine shares plunged by 12% toa 
three-year low. Share prices fell by 21% in 
Turkey, another troubled debtor. Several 
currencies fell to record lows, including the 
Brazilian real, the Chilean peso and the Ven- 
ezuelan peso; so did the Turkish lira, the Pol- 
ish zloty and the South African rand. 


The 12-month rate of growth in Brazil's in- 
dustrial production slowed to 4.2% in May, 
well belowits levelin March. But thatis still 
brisk when compared with several East Asian 
economies. New figures have confirmed that 
Singapore is in recession. Its Gop fellatan 
annual rate of 10.1% in the second quarter, 
after a decline of 11.3% in the first quarter; 
output was 0.8% lower than a year ago. 


Economy 







































































































































































% change on year earlier Latest 12 months, $bn Foreign 
GDP Industrial Consumer Trade Current reserves* 
ee lange Ae St 
China +81 M +10.2 May + 1.7 May +21.1 May +20.5 2000 180.2 Apr 
Hong Kong +25 a -0.1 a - 1.5 May -11.9 Ap +88 114.1 Jun 
India +57 03 + 2.7 Apr + 2.5 May -5.4 May -54 06 40.1 May 
Indonesia +40 M +45 0% +12.1 Jun +25.7 May +55 03 22.1 Apr 
Malaysia +32 m -0.3 Apr + 1.6 May +15.7 May +84 04 25.6 May 
Philippines +25 a1 +12.7 Apr + 6.7. Jun + 6.7 Ap +9.1 Mar 12.5 Apr 
Singapore - 0.8 a2 -10.9 May +1.9 May +49 May +218 M 76.7 Apr 
South Korea +3.7 a + 2.3 May + 5.2 Jun +14.3 Jun +14.6 May 94.3 Jun 
Taiwan +11 M -8.2 May -0.2 Jun +12.2 Jun +120 M 110.6 May 
Thailand +18 a + 1.6 May + 2.3 Jun +2.8 May + 6.6 May 31.4 May 
Argentina -21 a + 0.4 May + 0.2 May +17 May -90 a 20.2 May 
Brazil +41 Qi + 4.2 May + 7.7 May = 1.6 Jun +27.1 May 35.5 May 
Chile +33 a + 3.2 May + 3.6 Jun +15 My -14 m 14.4 May 
Colombia +17 a + 4.0 Apr +7.9° May + 1.6 Ap -07 at 9.7 May 
Mexico +19 a -3.2 Apr + 6.6 Jun -9.7 May -17.8 40.6 May 
Peru -0.9 Apr +24 Apr + 2.6 May - 0.3 May -17 Œ 8.3 May 
Venezuela +3.5 a na +12.5 Jun +17.2 Dec +12.5 a 10.9 May 
Egypt + 6.5 20001 + 9.4 2000t + 2.4 Mar -10.4 œ% -08 œ 12.9 Mar 
Israel +18 m + 0.3 Apr +0.7 May -7.5 jn -14 & 23.2 May 
South Africa +27 + 1.7 May + 6.4 May +3.8 May +0.1 a1 6.1 May 
Tı -19 ù -10.5 Apr +56.1 Jun -24.6 Ap -6.6 Apr 19.9 Ma 
Czech Republic +38 M +11.4 Apr +55 Jun -3.6 My -27 a 12.6 May 
Hungary +44 + 9.4 Apr +10.5 Jun -2.4 May -18 May 11.0 May 
Poland +23 Qi - 1.0 May + 6.9 May -10.2 May -9.0 May 26.9 Apr 
Russia +49 1 + 5.2 Apr +23.7 Jun +60.5 Apr +45.9 a1 29.8 May 
* Excluding gold, except Singapore; IMF definition. tYear ending June. 
Financial markets 
Currency units Interest rates  Stockmarkets % change on 
per $ per £ short-term Jul 11th Dec 31st 2000 
Jullith yearago Jul1ith % p.a. one in local in$ 
week curren terms 
China 8.28 8.28 11.7 na 2,259.9 -1.5 +3.1 +3.1 
7.80 7.80 11.0 3.80 12,527.9 -5.1 -17.0 -17.0 
India 47.2 44.7 66.7 7.08 3,376.2 +1.9 -15.0 -15.8 
Indonesia 11,340 9,400 16,038 17.10 437.4 +2.0 +5.1 -10.4 
Malaysia 3.80 3.80 5.37 3.30 618.0 +3.3 -9.1 -9.1 
Philippines 53.1 44.8 75.1 10.13 1,390.1 +0.3 -7.0 -12.4 
1.84 1.74 2.60 2.13 1,661.4 -1.9 -13.8 -18.5 
South Korea 1,307 1,116 1,848 5.41 553.7 -7.3 +9.7 +6.2 
Taiwan 35.0 30.8 49.4 3.90 4,548.3 -4.0 -4.1 -9.2 
Thailand 45.6 40.1 64.4 3.25 312.6 -4.2 +16.1 +10.6 
Argentina 1.00 1.00 1.41 16.82 339.4 -12.1 -18.6 -18.7 
Brazil 2.54 1.81 3.60 18.32 13,811.8 -1.7 -11.5 -32.1 
Chile 666 536 942 3.50** 5,417.8 +0.2 +11.3 -4,2 
Colombia 2,311 2,171 3,268 12.75 884.01 t nil +24.0 +20.0 
Mexico 9.28 9.47 13.1 9.42 6,564.1 -4.4 +16.1 +20.3 
Peru 3.51 3.48 5.0 11.65 1,318.5 -1.7 +9.1 +9.6 
Venezuela 720 685 1,019 12.82 7,453.5 -0.8 +97 +6.6 
Egypt 3.95 3.48 5.58 9.06 6,073.6 ~2.6 -20.7 -21.9 
Israel 4.20 4,09 5.94 4.68 415.7 -0.9 -15.9 -19.0 
South Africa 8.26 6.83 11.7 9,90 8,882.6 -1.2 +6.7 -2.3 
Tu 1,380,000 624,780 1,951,734 60.00 8,730.0 -21.2 -7.5 -55.1 
Czech Republic 39.4 37.6 55.8 5.13 397.2 -3.8 -17.0 -20.8 
Hu 299 276 423 11.30 6,559.3 -1.6 -16.4 -21.1 
Poland 4.39 4.29 6.21 16.50 13,076.9 -2.2 -26.7 -31.0 
Russia 29.2 27.9 41.3 25.00 196.11 -8.5 +39.5 +36.9 
EMF f 1.00 1.00 1.41 na 300.9 -6.2 na -9.9 
EMBI+ 1.00 1,00 1.41 na 202.0 -5.1 na +0.1 


**Inflation adj. tin $ terms. ttJune 29th. tEmerging Markets Free. J.P. Morgan Chase's Emerging Markets Bond Index Plus, 
Sources: National statistics offices, central banks and stock exchanges; Thomson Financial Datastream; EIU; Reuters; Warburg Dillon Read; 


J.P Morgan Chase; Hong Kong Monetary Authority; Centre for Monitoring Indian Economy; FIEL; EFG-Hermes; Bank Leumi Le-Israel; Standard 
Bank Group; Garanti Bank; Deutsche Bank; Russian Economic Trends. 


Data on more countries are available to subscribers on www.economist.com 
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Oracle IBM DB2 


Source: IBM press release 
When IBM wanted to show off 
their fastest new computer, 
IBM chose Oracle. 


Interesting. 


ORACLE 


SOFTWARE POWERS THE INTERNET 





As of May 17, 2001 Oracle, $35.73/tpmC on www.oracle.com 
IBM eServer pSeries 680, available 4/15/01. 

TPC Benchmark is a trademark of the Transaction 

Processing Performance Council (TPC). 


‘opyright © 2001 Oracle Corporation. All rights reserved Oracle is a registered trademark, and Software Powers the Internet is a trademark or registered trademark of Oracle Corporation Other name: 
be trademarks of their respective owners 
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One-size-fits-all may be good for hats, but not for e-business software. 


n the new, new economy you need a collaborative e-business solution that is 


tailored to the changing needs of your business. Enter mySAP.com Industry 
Solutions — industry-specific solutions based on recognized best practices and 
backed by over 28 years of industry-specific implementation experience. SAP 
has custom-tailored solutions for over 20 different industries, from manufacturing 


to retail to banking. To find out more, type www.sap.com 
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At the summits 





A much-trumpeted meeting 
between India’s prime minis- 
ter and Pakistan’s president 
ended in deadlock after India 
refused to discuss the dis- 
puted territory of Kashmir. 
But at least the leaders of the 
two nuclear powers agreed to 
meet again for talks later this 
year. 


The heads of government of 
the leading industrial coun- 
tries and Russia headed for 
Genoa for the Group of Eight 
meeting. So did anarchists, 
greens, anti-capitalists, Italian 
Catholics and sundry loonies. 


Lesser lights will head for 
Bonn, in Germany, for a big 
environmental summit to 
discuss the Kyoto Protocol. 
The Europeans want to revive 
the ailing UN treaty on global 


warming. Others are less keen: 


President George Bush has 
called it “fatally flawed”; the 
Japanese are sitting on the 
fence. 


Israeli tanks and infantry ad- 
vanced threateningly in the 
occupied territories after a sui- 
cide-bomb exploded in Israel. 


While militants pressed for all- 


out war, Ariel Sharon and 
Yasser Arafat struggled to keep 


their tense confrontation with- 


in limits. 


Supporters of George Bush's 
controversial missile-defence 
plan claimed a victory when a 
prototype system successfully 
shot down a dummy rocket 


The world this week 





over the Pacific Ocean. Pri 
ous attempts had failed. 


American woes 

Alan Greenspan, chairman 
of the Federal Reserve, down- 
played the chances of a fast re- 
covery for America’s slowing 
economy. He said that he 
hoped that the economy had 
hit the bottom; but he ac- 
knowledged that it was not 
yet free of risk, leaving the 
door open for possible further 
interest-rate cuts. 


Economic indicators left un- 
certain the hopes that an 
American recovery was on the 
cards. Industrial production 
fell in June for the ninth 
month in succession to 3.6% 
lower than a year ago. Infla- 
tion was also on the up. The 
consumer-price index edged 
up in June to 3.2% over a year 
earlier. 


{ US company results 


Second quarter net profit/loss, $bn 

2000 2001 
Ford Motor 1.51 -0.75 
AOLTime Warner -0.92 -0.73 
Intel 3.14 0.20 


J.P. Morgan Chase 1.63 0.38 
General Motors 175 0.48 


Merrill Lynch 0.92 0.54 
Boeing 0.62 0.84 
Coca-Cola 0.93 1.12 
IBM 1.94 2.05 
Citigroup 3.34 3.54 
Sources: Company reports; Reuters 


Mr Greenspan's less than op- 
timistic prognosis for the econ- 
omy was also backed up by a 
slew of company results, 
most of which were bad. 


Profits at Intel, the world’s big- 
gest chip maker, nose-dived 
by 94% in the second quarter 
to $200m, as the slowing 
economy hit pc sales and 
sparked a price war. The com- 
pany tried to cheer investors 
with the information that 


busine$swas unlikely to de- 
teriorate in the next quarter. 


Second-quarter losses at Ford 
hit $752m, partly because of 
an expensive recall of vehicles 
fitted with suspect Bridge- 
stone tyres. General Motors 
fared better. It made profits of 
$477m over the same period, 
down only 73% from the year 
before. However, Boeing, an 
aerospace giant, announced 
that profits were up by 35% at 
$840m. 


America’s slumping markets 
and nervous investors took 
their toll on Merrill Lynch, 
America’s biggest stockbroker. 
It announced that second- 
quarter profits were down 41% 
from a year ago. Charles 
Schwab, America’s biggest 
online stockbroker, said that 
profits had fallen by 26% in the 
same period. 


J.P. Morgan Chase proved 
that investment banking is not 
as lucrative as it once was. Pro- 
fits for its latest quarter were 
down by 68% to $378m. Job 
cuts seem likely to follow. 


American Express, an Ameri- 
can credit-card and travellers- 
cheque firm, gave a warning 
that profits for the second 
quarter would be down by 
around 76%. It added that 
prospects for the rest of this 
year and next looked gloomy; 
it will lay off up to 5,000 staff. 


Emerging slowly 

Argentina’s government, be- 
set by worries that it would 
default on its debts, claimed to 
have gained the backing both 
of its own supporters and of 
provincial governors from the 
opposition Peronists for pub- 
lic-spending cuts aimed at bal- 
ancing the budget this year 
and next. But investors were 
sceptical: Argentine shares 
and bonds fell back after a 
brief rally. 
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Turkey’s lira hit a fresh low 
against the dollar, even after 
the government raised short- 
term interest rates. The lira is 
now down by over 50% since 
the start of the year. The Turk- 
ish economy minister, Kemal 
Dervis, had one bit of good 
news: the communications 
minister, a constant thorn in 
his side, resigned. But the risks 
of a debt default persist. 


Popularity contests 





The popularity of Japan's 
prime minister, Junichiro Koi- 
zumi, slipped from 80% to 67% 
according to an opinion poll, 
but his ruling coalition looked 
set to keep its majority in par- 
liament’s upper-house elec- 
tion on July 29th. 


Britain's opposition Conser- 
vative members of Parliament 
voted to offer their rank-and- 
file a stark choice in the elec- 
tion of a new party leader: ei- 
ther a little-known Euro- 
sceptic, lain Duncan Smith, or 
a Europhile, Kenneth Clarke, a 
former chancellor of the ex- 
chequer. The election, open to 
all party members, takes place 
in September. 


Sheep and wolves 

Four officials at the United Na- 
tion’s criminal tribunal for 
Rwanda have been found to 
be suspects in the 1994 geno- 
cide they were supposed to be 
investigating. Their contracts 
have not been renewed. Three 
other suspects were arrested 
in the Netherlands, Switzer- 
land and Belgium. 





> Rebels and the government in 
Sierra Leone have agreed to 
stop diamond mining in the 
eastern region to help disar- 
mament proceed and allow 
the deployment of UN peace- 
keepers. 


Legal immigrants? 





During a visit to America, 
President Vicente Fox of Mex- 
ico called for an amnesty for 
3m Mexican illegals north of 
the border. The Bush adminis- 
tration is considering giving 
permanent legal residency to 
them but the plan faces strong 
opposition from conservative 
Republicans in Congress. 


A personal secretary of Silvio 
Berlusconi, Italy’s new prime 
minister, was sentenced to 212 
years in prison for trying to 
cover up evidence in a tax-po- 
lice bribery case involving one 
of the great man’s companies. 


terms NATO countries want it 
to offer its ethnic-Albanian re- 
bels. Too soft by half, it said. 


Myanmar’s government freed 
11 more political prisoners. But 
there are still 1,800 to go. 


Lord Archer, a former deputy 
chairman of the Conservative 
Party and a successful novel- 
ist, was sentenced to four 
years in prison for perjury and 
perverting the course of jus- 
tice in his libel case against the 
Daily Star in 1987. 


Chips with everything 
Sanmina, an American elec- 
tronics company, acquired a 
larger rival, SCI Systems, in a 
deal worth some $4.1 billion 
in shares. Demand for the out- 
sourced manufacturing that 
the firms offer, particularly 
from the mobile-phone and 
computer industries, had 
boomed but the technology 
slump created plenty of spare 
capacity and further mergers 
in the industry are expected. 


Philips, Europe’s leading con- 
sumer-electronics firm and 
third-biggest chip maker, an- 
nounced second-quarter 
losses of €770m ($672m) com- 
pared with a profit of €3.6 bil- 
lion last year. Its highly 


J 
oe 


vals’ and the 4,000 job losses 
announced are likely to fall 
heaviest on these operations. 





Infineon, Europe’s second- 
biggest chip maker, sold new 
shares worth €1.5 billion ($1.3 
billion) to finance new invest- 
ment and pay off some debt. 
The company, controlled by 
Siemens, a German electron- 
ics giant, issued a profit warn- 
ing in June. World chip 
demand still languishes. 


Software that allows the run- 
ning of Java programs, will 
not be included in Microsoft's 
new operating system, Win- 
dows xP, or its new browser, 
for “business reasons”. Sun 
Microsystems, Java's creator, 
was a key hostile witness in 
Microsoft's antitrust trial. 


Chinese expansion 
China’s economy grew by 
7.8% in the second quarter 





Macedonia’s government profitable chip business has compared with a year ago, ac- 
complained publicly of the suffered the same fate asitsri- cording to carefully prepared 
Another view 
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figures from its government. 
Some noted that China’s 
growth has barely strayed 
from this impressive rate for 
several years. 


Inflation in the euro-zone 
dropped to 3% in the year to 
June from an eight-year high 
of 3.4% the month before. The 
European Commission pre- 
dicted that inflation would 
slip below the European Cen- 
tral Bank’s 2% ceiling early 
next year. 


Pump priming 

BP, a British oil giant, agreed 
to acquire Veba Oil from 
E.ON, a German utility, 
thereby becoming Germany’s 
largest petrol retailer. The 
deal—sp will hand over its 
stake in Ruhrgas, Europe’s big- 
gest natural gas distributor, 
and some money—will be 
completed next year and 
value Veba at around €6.5 bil- 
lion ($5.5 billion), according to 
E.ON. 


Electricité de France and Fiat 
upped their joint bid for 
Montedison so as to sweeten 
the deal for the shareholders 
who own the 48% of the big 
Italian power company out- 
side the grasp of the two bid- 
ders. EDF had already allayed 
the concerns of Italian regula- 
tors by restricting its voting 
rights. The European Commis- 
sion may yet get involved. 


In the bank 

Bankgesellschaft Berlin re- 
ported losses of a whopping 
€1.65 billion ($1.52 billion) in 
2000 after provisions to cover 
high-risk property ventures. 
The bank, controlled by Ber- 
lin’s city government, said it 
would raise €2 billion for a re- 
capitalisation. Berlin's govern- 
ment may have to dig into its 
pockets. 


Royal Bank of Scotland, Brit- 
ain’s second-largest bank, 
raised £2 billion ($2.8 billion) 
from shareholders to finance 
the purchase of Mellon Fi- 
nancial, an American retail 
bank. It will chip in £500m of 
its own cash. 





Other economic data and news 
can be found on pages 88-90 
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Tomorrow, with Infineon’ APON 
technjology: 


155 Mbits/sec! 





MIS- SPEECEU INlternmer SELTS Were, 
will you be PREPARED? 


Or will you be blown away? 





INFINEON is the one semiconductor company with the tech- 


nology and expertise to put the new, high-speed internet together. 


Although broadband access and fiber optics are our babies, we’re 
also way ahead when it comes to wireless. Think about a mobile 
phone two thousand times faster than the one you have today. 4 
And that’s only half the story. Not only are we leading the race 
to a faster internet, we’re right at the front when it comes to digital security, 


which could mean the end of internet fraud. 


Which brings us to data storage and memory, and guess what? We’re 
at the cutting edge there as well. So if you want to be prepared for the new 


internet, think Infineon, then contact us. 
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You could have. You should have. You would have. Because we connect you to life you never have to say these words again. Thanks 
to our human technology you are free to make the most of every opportunity and do almost anything your heart desires. Whether 


you wish to go on a picnic, stare at the sky or spend time with somebody special, we can help you stay in touch but out of reach. 
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What’s the real point? 


George Bush needs to come clean about his missile-defence ambitions 


Fo those who thought the 
cold war, and with it the risk 
of nuclear annihilation, had 
ended over ten years ago, there 
is something a bit disturbing 
about the signals that the two 
main nuclear powers have ex- 
changed over the past week. 
The United States has told Russia that it may soon bust the 
Anti-Ballistic Missile (aBM) Treaty; the Kremlin, therefore, had 
better negotiate some new regime or else see that treaty, and 
with it all hope of privileged strategic relations with America, 
tossed in the dustbin. Russia has been squealing in protest at 
America’s successful, but not in itself very important, test of 
an anti-missile system on July 14th. And it has sulkily re- 
minded America that tearing up the ABM treaty could mean 
forfeiting many other arms-control arrangements. 

What’s more~as the leaders of Russia and China implicitly 
suggested this week by sealing a strategic partnership— 
unilateral action by America could force Russia and China into 
an ever-closer embrace: a deadly combination, in other words, 
of Russia’s know-how and China’s assertiveness. We are not 
impressed, American officials retort: you Russians and Chi- 
nese need us more than you need each other, and your inter- 
ests do not coincide. Moreover, regardless of what we do, Rus- 
sia will have to cut its long-range nuclear force, while China 
will anyway increase its arsenal; so stop trying to influence 
our plans with empty threats. These plans, says the Pentagon, 
include the development of a wide range of anti-missile de- 
fences based on land, sea, air and perhaps space. 

Even if the tone of this geopolitical poker game sounds 
troubling, things may not be as bad as they appear. After all, 
the background to the entire contest is America’s unmatched 
combination of economic and military power. That means it 
can offer incentives, and issue warnings, with far greater credi- 
bility than anybody else. 

And the prizes in the game certainly look attractive. If its ne- 
gotiating strategy works, America will give itself a free hand to 
fend off missile attacks from smaller, emerging nuclear pow- 
ers while keeping Russia content. But for America to win the 
game, it will not be enough simply to play its own—admit- 
tedly, strong—cards and fold its arms. Partly because America 
is a democracy, and aspires to lead a coalition of democracies, 
its chances of success will also depend on winning a moral ar- 
gument, and convincing people thatit is acting in good faith. It 
will lose out if it appears to be gambling with international 
peace for the sake of extending a world hegemony that is al- 
ready beyond question. It will prevail only if it can persuade 
the world that busting the Asm treaty is a means to security, 
notan endin itself. 





Ever wilder wildcats 

How, then, can the United States win the moral contest? Partly 
through the case it chooses to make. There are some good argu- 
ments for developing anti-missile defences, free from existing 
treaty constraints, and some bad ones. The best argument is 


also the simplest: the aBM treaty was designed for a bipolar 
world—not for today, when the capacity to build rockets, and 
tip them with deadly warheads, is spreading fast. Nobody can 
deny that such rockets pose a threat: they did even in 1991, 
when Iraq fired Scud missiles at American bases and the cities 
of Israel. But the danger is primarily to American bases abroad 
and to the territory of allies, not the American homeland; and 
the type of defences needed to cope with that danger need not 
breach the ABM agreement. 

Yet, even if there is little threat to the American homeland 
now, is it not likely that one will emerge soon, as the range of 
rockets deployed by countries like North Korea and Iran grows 
longer? And to cope with those dangers, is it not desirable to 
tear up the ABM treaty as soon as possible? 

To this argument, the sceptic will retort that no rogue with 
rockets, however incorrigible, would dare attack America and 
risk annihilation. The ABM-buster, in turn, will respond that 
rogues are curious folk who may not be deterred by threats of 
devastation. Neither viewpoint is entirely convincing. 

A case for defending America against limited missile strikes 
can certainly be made, but it is a subtle, nuanced one. Al- 
though the launching of “suicide strikes” on American soil by 
some eccentric tyrant may be unlikely, his mere ability to 
threaten, say, Los Angeles would influence the tone of any 
stand-off between him and the United States. So would Amer- 
ica’s ability to intercept his rockets. This ability to stop wildcat 
missiles in their tracks would thus be a kind of reinsurance 
policy—combined with other ways of keeping the missile 
threat in check, including diplomacy and deterrence. 


That beguiling astrodome 

So far, so good. But it is not self-evident that the development 
of limited anti-missile defences requires the busting of the 
ABM treaty “within months”. Such talk may help to put pres- 
sure on Russia, butit also fuels the suspicion that scrapping the 
treaty is an end, nota means. And in the wake of this suspicion 
comes another: that “limited” anti-missile defences are merely 
a stalking-horse for the construction of a giant shield over the 
whole of America. That is a chimera, technically probably im- 
possible to achieve and strategically highly dangerous, be- 
cause it would threaten the entire structure of arms control 
that, whatever its shortcomings, is still the world’s best hope 
of containing the most dangerous weapons. 

The idea of anti-missile defence as a partial breastplate—as- 
suming it can be had at reasonable financial and diplomatic 
cost—may not be as alluring as that of an “astrodome” under 
which all Americans could hunker. But America’s hopes of a 
moral victory in the geopolitical poker game must rest on pre- 
ferring honest arguments—and ultimately honest policy 
choices—over specious ones. That means explicitly forswear- 
ing any astrodome defence, and at the same time working en- 
ergetically to cut nuclear weapons and to seek stability 
through international agreements, not least to prevent the mil- 
itarisation of space. If Mr Bush could openly dedicate himself 
to these goals, he would find that much of the hostility to his 
missile-defence plans would disappear. m 





France 


Liberty, equality, impunity? 


The French president’s evasions do not serve France 


OME 340 years—and a revo- 

lution—have passed since 
Louis XIV, equating himself 
with the state, declared “L'état, 
c'est moi”, so why does France's 
president, Jacques Chirac, still 
put himself above the laws that 
apply to ordinary citizens? 
Why, in particular, has he refused the polite requests of 
France’s magistrates to tell them his side of the stories that 
have been tarnishing his reputation for the past year? The an- 
swer, Mr Chirac explained to the nation on July 14th, the anni- 
versary of the 1789 revolution, is that if he were to meet the 
judges, he would imperil not himself as a citizen (“I have noth- 
ing to hide”), but the office of the presidency, the institutional 
balance of the republic and even French democracy itself. 

Self-serving tosh from a president campaigning to be re- 
elected next spring? Certainly, the judges could ask some 
embarrassing questions. For example, when Mr Chirac was 
mayor of Paris, from 1977 to 1995, and also leader of his party, 
the Rally for the Republic, did he have a role in financing his 
own and other parties with kickbacks on public-works con- 
tracts? Or did he know about alleged vote-rigging on his be- 
half? And just why, between 1992 and 1995, did he use cash— 
allegedly, though Mr Chirac calls the figures absurd, to the 
tune of over $450,000 at the then exchange rates—to pay for 
airline tickets and hotel bills for himself, his family and his en- 
tourage? Was it really for reasons of security? And did the 
money really come from secret, though perfectly legal, funds 
accumulated during his final stint as prime minister, from 1986 
to 1988, or did it come from corporate kickbacks a bit later? 

It is possible, of course, that Mr Chirac’s reluctance to an- 
swer such questions from the judges is indeed driven by an 
altruistic concern for the greater good. After all, a round of ju- 
dicial interrogations could turn out to be a prolonged distrac- 
tion from the affairs of state. Moreover, why should he submit 
to the indignity? The constitution gives an incumbent presi- 
dent immunity from prosecution for any crime other than 
treason, regardless of when the crime was committed. It is ar- 
guable—in the past month two judicial authorities have con- 
tradicted one another—that the immunity extends even to ap- 
pearing as a witness. And perhaps Mr Chirac is indeed, as he 
claimed last December, “the permanent victim” of a sustained 
conspiracy of slander and lies. 





A matter of tradition 

The president may well have behaved no worse than others 
before him. The habit of delivering secret funds, taken in cash 
each month from the Bank of France to the presidential palace 
and the prime minister's office, dates back to 1946; the sums in- 
volved nowadays amount to some $50m a year. By dipping 
into them the president was only following what he calls “a 
tradition”. Moreover, most of the supposed scandals date 
back to an era when political parties did not enjoy public sub- 
sidies and so were hard-pressed to finance their campaigns. In 
other words, is there any point in raking up the past? Most 


French voters viewed with horror the judicial torture of Bill 
Clinton, another western president whose problems began 
with a distant financial scandal. 

Unfortunately, these arguments contain two flaws. One is 
that Mr Chirac’s concern to protect the republic's institutions 
paradoxically weakens them. Forget the immunity-conferring 
niceties of Article 68 of the constitution, interpreted. in Mr 
Chirac’s favour by a Constitutional Council whose then presi- 
dent, Roland Dumas, is himself now appealing against a jail 
sentence for corruption. The fact is that if one citizen is above 
the law while others are not, it erodes popular confidence in 
democratic equality and political accountability. In the end, 
presidency, parliament and judiciary are all discredited. 


But times change 

The second flaw is the reluctance to recognise that France is 
changing faster than its politicians. Mr Chirac has been in poli- 
tics for almost 40 years, serving the taxpayers but also, at their 
expense, being dined, wined and lodged in a splendour that 
most can barely imagine. So, too, the other leading politicians 
of his and earlier generations. It is a quirk of timing that he 
should face the scrutiny of a judiciary that so studiously ig- 
nored his predecessors. 

Actually, not quite a quirk. With hindsight, Mr Chirac 
should recognise the scrutiny as inevitable. After all, he was 
the president who in 1996 initiated the reform that has loos- 
ened governmental control over France’s judges. Meanwhile, 
membership of the European Union, with its single market, is 
ending the mutual cronyism of France’s business and political 
elites: EU regulators and foreign investors alike demand open- 
ness, not secrecy. France’s politicians now have to accept what 
this implies. At the least it means, as the prime minister has 
promised, redrawing the rules on presidential immunity. It 
also means doing away with the secret funds: it is banana- 
republic stuff to be handing out to ministers and their aides 
wads of cash that will never be declared to the taxman. 

Most of all, it means adopting the reflex of openness in 
public affairs. Nowhere do politicians in power relish this. In 
France, the culture in politics and business alike has long been 
to conceal rather than to reveal. Only last year, for example, 
did France’s corporate bosses agree to publish their salaries, 
and few French voters would dream of asking from their poli- 
ticians the personal details—of health and sexual behaviour, 
say—that Americans view as their right. 

The French would be right to say that sexual behaviour 
should usually be regarded as private. But financial matters 
are different, especially where bribes, conflicts of interest or 
taxpayers’ money may be concerned, and that distinction is 
starting to take hold. It is tempting to view the mesh of scan- 
dals trapping so many of the elite as proof that France is irre- 
deemably corrupt. Yet the fact that the scandals are now in the 
press and before the courts is surely proof to the contrary, evi- 
dence rather that France is cleaning up its act. If the politicians, 
eager to wage a nasty campaign for next spring’s presidential 
and parliamentary elections, try to halt the change, the “per- 
manent victim” will be not Mr Chirac but France itself. m 


RES, aay Pi ARS 3 = SA 


Britain’s Conservatives 


It has to be Ken 


But Kenneth Clarke still needs to reassure Tories on Europe 


FOREIGNER could be for- 

given for wondering why 
on earth Britons seem so inter- 
ested in the interminable efforts 
of an opposition party to 
choose a new leader, especially 
since the said party has been 
crushed by Tony Blair in two 
general elections, and has long looked unable to be led out of a 
paper bag. Moreover, that foreigner might say, Britain's Con- 
servative Party is most divided about whether or not it likes 
foreigners—at least European ones—so why notignore it until it 
grows up? Yet thatis precisely the point. The Tories’ leadership 
contest is playing out, in slow motion, the party’s funda- 
mental divide over relations with the European Union. And 
since that divide has echoes in the country as a whole—mad- 
deningly xenophobic one moment, the epitome of globalisa- 
tion the next—it is well worth watching. 

This week Tory members of parliament narrowed the lead- 
ership candidates down to two, between whom the 300,000 
ordinary party members will choose in mid-September (see 
page 47). The choice is stark: between Kenneth Clarke, the 
paunchy, plain-speaking, mine’s-a-pint man of great ministe- 
rial experience and with strong views in favour of Britain join- 
ing the European single currency; and Iain Duncan Smith, the 
upright former soldier with no ministerial experience, in fa- 
vour of capital and corporal punishment, and with strong 
views against Britain joining the euro. Both men say they will 
work with the other if they lose. But the chance of a split in the 
party must be far from negligible. 

So which should the Tory members choose? Above all, 
they need someone who can make their party look like a via- 





ble government, who can give Mr Blair a mauling, who will 
have the flexibility to keep the party united, and who can still 
leave them feeling good about being Conservatives. 

Our choice, arising both from our selfish, non-party-politi- 
cal views and from a sense of what could be best for the Tories, 
would be Mr Clarke. Although Mr Duncan Smith's inexperi- 
ence should make little difference (he could learn), his inflexi- 
bility must count against him. In office, he could doubtless 
soften his stance on hanging and flogging. But his position on 
the euro is immutable: he is against joining in principle, what- 
ever the situation, whatever the state of the EU, now and for 
ever. This makes too much of a mere currency arrangement. 
But also he would be a double-or-quits choice for the Tories: if, 
in a referendum, Britons were to vote to join he would either 
have to quit as leader, recant, or declare that he would cam- 
paign henceforth for withdrawal. Tactically, to choose a never- 
man would be madness. 

Yet Mr Clarke, too, has problems on Europe. His great virtue 
in other policies is that he combines intelligence and a sense 
of principle with pragmatism. On the euro, however, he 
sounds like a priest. To succeed, he will have to do two things. 
One will be to emphasise that although he favours joining it, 
the euro is not the be-all and end-all of his political life. The 
second will be to recognise that there are wider reasons, be- 
yond the euro, why Tories—and indeed the general public— 
distrust the EU. Tories fear, with Lady Thatcher, that having de- 
feated socialism at home the £u will restore socialism through 
the backdoor. Mr Clarke must respond to that worry, showing 
that he realises that Europe does have a bearing on other pol- 
icy positions, and that he has ideas of his own for a constitu- 
tional framework for the Eu in which Britain—and especially 
Tories—could feel athome. = 
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Sanctions policy 


Stop helping Fidel and Saddam 


The case for thinking again about America’s sanctions 


66T WOULD encourage Con- 
gress to stop for a while. I 
mean, stop, look, and listen be- 
fore you impose a sanction.” 
Thus Colin Powell, America’s 
secretary of state, during his 
confirmation hearings at the 
start of the year. It is hard to 
think of any policy that is more counter-productive than 
America’s approach to sanctions. However, even if the United 
States deliberately wants to aid dictators like Fidel Castro 
while irritating its allies—which is what it achieves, on the evi- 
dence so far, by its persistence with sanctions—it would do 
well to make the policy a little more selective, and clearer. 
George Bush came to office pledging to simplify and reduce 





America’s use of sanctions. He has not succeeded. Dozens of 
bills threatening sanctions for everything from weapons-pro- 
liferation to money-laundering, and at least one calling for 
more sanctions, are being considered by Congress. The House 
of Representatives seems set to renew the Iran-Libya Sanc- 
tions Act, a law that imposes sanctions on foreign companies 
that do business in those two countries. 

True, on July 16th Mr Bush decided not to activate Title III of 
the Helms-Burton act, which would allow American compa- 
nies and individuals to sue foreign ones that use property 
seized by the Castro government. Yet he has left in place a 
trade embargo, endless constraints on foreigners who do busi- 
ness with Cuba (a bona fide member of the World Trade Orga- 
nisation), and limits on the amount of cash Cuban-Americans 
can send to relations on the island, a restriction that has just » 





> been reinforced. 

Indeed, the main arguments against sanctions are illus- 
trated by their role in propping up Mr Castro. They have pro- 
vided the dictator with a convenient excuse for all that is 
wrong with his country. They are also woefully indiscrimi- 
nate weapons: plenty of poor Cubans, not to mention per- 
fectly respectable foreign business people, have suffered need- 
lessly. And sanctions are as difficult to get rid of as they are 
easy to invent, since giving up sanctions nearly always in- 
volves a climbdown by the sanctioner. If Mr Bush gave up the 
embargo, Mr Castro would claim victory. 


Look at the evidence 
Imposing restrictions on particular sorts of trade has some- 
times worked. The United Nations arms embargo on Saddam 
Hussein, which has slowed his nuclear ambitions, is one ex- 
ample. Yet, as Iraq also illustrates, wider sanctions can have 
horrific consequences when they are twisted by callous dicta- 
tors against their own people—Iraqi infant mortality has risen 
by 160% since 1991, though only in the areas where Mr Hus- 
sein controls the distribution of food and medicine. And, asin 
Yugoslavia, sanctions in Iraq have increased local corruption 
by making legitimate trade so difficult. 

None of this suggests that sanctions should be altogether 
banned. Apart from anything else, they are one of the few dip- 


lomatic threats, short of war, that the democracies can wield 
against the Saddams and Milosevics of this world. The sport- 
ing sanctions against apartheid South Africa certainly (and 
properly) caused the ruling white minority considerable pain. 
There is a case for making America’s current ones “smarter” as 
well. But the woeful overall track-record of sanctions surely 
demands that they be used sparingly, and not as some default 
option, as many congressmen seem to think. 

Besides, with America’s sanctions there is an added injus- 
tice: their extra-territoriality. Impose restrictions on your own 
companies and people if you want to. But Helms-Burton also 
mauls non-Americans—for instance, banning directors of 
companies that have bought Cuban assets from visiting the 
United States (including a former editor of this newspaper). 
Under the Iran-Libya act, the president can choose to bar any 
foreign firm investing more than $20m in the Iranian or Libyan 
oil industry from selling goods in America or receiving big 
loans from American banks. But would supporters of such 
measures applaud if Europe decided to do just the same, ham- 
mering American firms and barring their ceos from Paris be- 
cause it dislikes Mr Bush’s policy on global warming? 

The Cuban embargo has helped Mr Castro to outlast nine 
American presidents. Who knows what invidious records the 
other embargoes might yet help to achieve. Mr Powell's in- 
stinct was correct: it is time to stop and think. = 





Climate change 


Life after Kyoto 


Itis time to start work on alternative global mechanisms for dealing with climate change 
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aap San EN Stuart Eizenstat, the 
| oman who negotiated the 

_ Kyoto Protocol, a UN treaty on 
climate change, on behalf of the 
f x Clinton administration, thinks 
oaa ~ o “with great remorse” that the 
NU" =œ Kyoto treaty is dead. Yet the Eu- 

MISIO Pe a0" ropeans do not quite agree. 

Instead, they are fighting hard to salvage Kyoto at a big envi- 
ronmental meeting this week and next in Bonn (see page 65). 
The treaty was dealt a serious blow a few months ago when 
George Bush affirmed his strong opposition to it. The EU could 
still, in theory, ram it into force if Japan now also signs up; but 
the Japanese are playing coy. So the treaty may well collapse 
in the coming months—and the Europeans can then join Mr Ei- 
zenstat in bidding Kyoto a tearful farewell. 

The real question now should be: what ought countries 
that genuinely care about climate change, as opposed to those 
that prefer moralistic posturing, to do after the death of Kyoto? 
European leaders will be tempted simply to throw mud at the 
United States. Mr Bush indeed deserves much blame for clum- 
sily wrecking a painstakingly negotiated effort to respond to 
what looks increasingly to be a real threat of global warming. 
Yet if only acrimony and finger-pointing follow the demise of 
Kyoto, there will be little chance of any co-operation on any 
global climate treaty for many years. 

That would be a pity, for the best approach to tackling this 
most global of problems must be through a binding global 
treaty. To give Mr Bush his due, Kyoto was and remains a badly 


flawed treaty. Its targets are too ambitious, and its timetable 
too short; this has made it front-loaded and so needlessly ex- 
pensive. And although rich countries, which have produced 
most greenhouse-gas emissions, should act first, Kyoto fails to 
impose commitments on poor countries, even though within 
decades India and China will be the biggest emitters. 


Kill Kyoto to save it? 

Optimists still insist that such flaws in Kyoto could be fixed by 
sincere negotiators willing to find clever ideas for compro- 
mise. The targets could be made more reasonable, and the 
timetable extended, hugely lowering the costs of complying 
with the treaty, and also making it easier to win a promise of 
action by poor countries. Sadly, the Kyoto process has not 
been blessed with much sincerity or cleverness: the Ameri- 
cans have been lacking in the first, and the Europeans woe- 
fully inadequate in the second. The resultant bitterness goes a 
long way to explaining why Kyoto has in effect reached a dead 
end, whatever Japan eventually decides. 

The Europeans’ response to this now seems likely to be to 
thumb their noses at the Yanks and go ahead and implementa 
high-minded, “European” version of Kyoto. Their idea is that, 
as with some earlier free-trade deals, their good example will 
eventually lure the Americans back on board. But the trade 
analogy does not hold: freer trade is of greatest benefit to the 
liberaliser itself, whereas Kyoto imposes costs, giving non-par- 
ticipants all the advantages of free riders. Moreover, if the Eu- 
ropeans do indeed proceed with an inflexible implementation 
of Kyoto, they will make it even less likely that an American 


> administration will ever join a global climate pact. 

The best hope for action on climate change may lie neither 
in fussing for months to produce a rump Kyoto Protocol, norin 
its partial implementation by Europe on its own; but, rather, in 
hastening its demise. Then countries that are serious can forge 
ahead with trading schemes, carbon taxes and the like on a do- 
mestic or regional level. Europeans, for example, could con- 
tinue with their plans for an EuU-wide carbon-trading 
scheme~and even keep to their Kyoto targets if they can per- 
suade European industry that it will not thereby be unfairly 
burdened. Mr Bush, similarly, could put his recently mooted 
notion of a North American emissions-trading regime to the 


test, though he would have to accept some mandatory targets 
(which he has so far rejected) to make it work. 

Those countries that do nothing of substance will then be 
shamed to be shown up as hypocrites. And, once the dust 
from Kyoto has settled, all countries can then try again to agree 
a treaty which is binding in its targets yet flexible in its mecha- 
nisms, is long-term in scope, adapts as science and technology 
improves, and includes poor countries. It would be worth the 
delay of a few years to get a treaty that America could em- 
brace. Climate change will be with us for at least a century. It 
will need a solution large enough and durable enough to last 
atleast that long. m 
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India and Pakistan 


Hope among the ruins 


The India-Pakistan summit in Agra looked like a disaster. It wasn’t 


HERE is an old saying 

among diplomats that 
“nothing is agreed until every- 
thing is agreed,” which is why, 
despite all the goodwill and op- 
timism at the start of last week- 
end’s Indo-Pakistani summit, 
the ending came with recrimi- 
nation, deadlock and a midnight dash for the airport (see page 
23). Pervez Musharraf, Pakistan’s self-appointed president, 
and Atal Behari Vajpayee, India’s prime minister, could not 
agree on any form of joint statement, or even to hold a press 
conference explaining what had gone wrong. 

What had gone wrong, of course, was Kashmir. Had a way 
been found to fudge the Kashmir issue, much else was ready to 
be approved: joint action on narcotics, confidence-building 
measures to reduce tension between the two nuclear- 
equipped military establishments, oil pipelines, trade and, 
most important of all, regular annual summits, six-monthly 
foreign ministers’ meetings and a host of the lesser official dia- 
logues that form the normal framework for intercourse be- 
tween neighbours who are not enemies. But Kashmir, as had 
always seemed likely, held all else hostage. 

On this issue, it is difficult for either side to make any form 
of concession. In many Indian minds, talk of autonomy, let 
alone independence, for Kashmir threatens the much wider 
unravelling of the country. For Pakistan, riddled as it is with 
tens if not hundreds of thousands of well-armed Islamic mili- 
tants for whom the Kashmiri jihad is a sacred cause, any hint 
of backsliding is dangerous. Mr Vajpayee heads a coalition 
government and faces strong opposition to compromise from 
hardliners within his own Hindu-nationalist party. General 
Musharraf may not have a coalition to worry about, but he 
certainly has two powerful and in practice not entirely distinct 
groups to keep on the right side of: his own fellow-officers, and 
the jihadis, who even before they heard of the collapse of the 
summit were threatening a return to war. That is why both 
sides often seem so determined to delimit the outcome of any 
negotiating procedure before they even begin it. 

After the Agra meeting, can there be any picking up of the 
pieces? Two good consequences, at least, may have emerged 
from the summit. The first is that, before things got tricky, Mr 





Vajpayee and General Musharraf had agreed on a return meet- 
ing in Islamabad, possibly in December, and that after it col- 
lapsed the principle of the visit was reaffirmed. They are also 
likely to meet in September at the UN General Assembly. 

The second is that India was apparently ready to take at 
least a step towards acknowledging what is obvious to any 
non-Indian: that Kashmir is a serious obstacle standing in the 
way of normal relations between the subcontinent's largest 
countries and that, without progress on it, there cannot be 
much progress on anything else. This would have constituted 
a big shift. India’s previous formulation, dating back to the La- 
hore summit of 1999, was to treat Kashmir as simply one of a 
large range of questions for the two countries to discuss. To 
Pakistan, that is problematic. What it fears, reasonably, is that 
India would scoop up all the benefits of anormalised relation- 
ship, while continuing to stall on Kashmir. The status quo suits 
India better than Pakistan since it currently controls most of 
the state. With the summit deadlocked, the Indian concession 
is off the table again: but in Agra it was there in principle. 


The price of progress 
Progress, in any event, seems to have only been on offer at a 
price. In return for moving closer to an acceptance of the cen- 
trality of Kashmir, Mr Vajpayee insisted that Pakistan should 
agree that the problem of “cross-border terrorism” had to be 
discussed. These are hard words for any Pakistani president, 
even a dictatorial one, to accept. To Pakistan the activity of the 
Kashmiri militants is not terrorism but freedom-fighting: and 
nor is it “cross-border”, since the “line of control” separating 
Indian- from Pakistan-held Kashmir is not viewed as a border 
at all, the militants being Kashmiris fighting in their own land. 
But on this, his first foray to India since he left it as a child in 
1947, General Musharraf needed to buttress his authority at 
home by standing his ground, so itis entirely possible that at a 
later meeting a form of words may be found to bridge the gap. 
Itis true that both sides found it disappointingly hard to re- 
sist sounding off in public while the talks were under way, 
never wise in a sensitive negotiation. But if the two meetings 
go ahead as planned before the end of the year, and if Pakistan 
can rein in the militants before they commit the sort of atrocity 
that would derail the entire enterprise, there is still a chance 
that the foundations of the Agra summit can be built on. = 


ay, 
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The wealth effect 


six -In your survey of the 
new rich June 16th) you make 
an often overlooked point; 
personal wealth frequently 
brings with it problems that 
require careful handling if af- 
- fluence is not to become a 
curse rather than a comfort. 

=- However, you omit an impor- 
tant recent finding from a Dan- 
ish survey of almost 1,000 
people who committed sui- 
cide. It found that if you suf- 
fered from mental illness, 
being wealthy significantly in- 
creased your risk of killing 
yourself. 

The authors suggest richer 
people with a psychiatric dis- 
order might feel more stigma- 
tised and ashamed about 
having a mental illness. How- 
ever, as seeing a psychothera- 
pist is more of an acceptable 
lifestyle choice for the wealthy 
_ rather than the poor, the find- 
ing is even more puzzling. An- 
other possibility derives from 
the psychological theory that 
explanations most accessible 
to us to account for our predic- 
aments are vital determinants 
of our morale. Not having 
money is an extremely conve- 
nient explanation for most of 
us about why we are not as 
content as we would like. But 
the wealthy are forced to con- 
~ clude that their unhappiness 
might be more difficult to 
solve than merely pursuing 
the next pay rise. 

. Perhaps the reason we 
-stubbornly refuse to see that 
money is not the solution to 

< all our problems is that this 
would deeply threaten the ra- 
: tionale underlying most of 
our busy lives. Paradoxically, 
it could be that economics is 
finally delivering us back to 
the ancient understanding 
that there is more to life than 
“money. 

DR RAJ PERSAUD 

Consultant psychiatrist 

The Maudsley Hospital 

London 


srr ~ You miss an established 
connection between econ- 
omic inequality and death. 
Public-health research shows 
that all people, not just the 
poor, living in countries with 
greater income inequality 


have a shorter life expectancy. 
Furthermore, a similar rela- 
tionship has been found for 
geographical areas within 
countries, including America. 
Although the underlying 
mechanism behind this cor- 
relation is under debate—can- 
didates are psychosocial 
deprivation, destroyed social 
cohesion and certain material 
conditions correlated with 
macro-inequality—our current 
knowledge on these matters 
suggests that economic in- 
equality costs lives. 
MAGNUS BYGREN 
Stockholm 


sır - You choose to belittle de- 
mocracy by defining it as a 
mere set of laws allowing for 
the defusion of potential so- 
cial explosions. The spread 
across classes of economic 
rights to protection from the 
miseries brought about by un- 
controlled markets you call a 
“backlash” against economic 
downturn. Many of democ- 
racy’s proponents see this as 
the defining characteristic of 
the institution. 

All credit for realising that, 
in periods of economic down- 
turn, “such times also tend to 
be those when anger about in- 
equality comes to the fore and 
starts to have political and so- 
cial consequences.” This being 
the case, never in the post-war 
period have western econo- 
mies needed a recession as 
desperately as they do now. A 
period of low growth or con- 
traction may provide the 
democratising effects of defla- 
tion and a re-emergence of the 
social safety net that we 
should expect as an essential 
sign of democracy. 

RICHARD WEIGEL 
Aiea, Hawati 





Gains from trade 


sır ~ Your article on the bor- 
der between the United States 
and Mexico (“Between here 
and there”, July 7th) misses 
one of the best exchanges tak- 
ing place between the two 
countries: the trade of Ameri- 
can technology for the tradi- 
tional Mexican art of being 
happy under any circum- 
stances. The people living in 





this new Mexican-American 
hybrid land will be able to 
learn from each other how to 
enjoy life while being highly 
competitive and tremen- 
dously productive, one of the 
biggest challenges for human- 
kind in the 21st century. 
ALFONSO MARTINEZ CEARRA 

Bilbao 





Paying the pilot 


sir ~ Asa captain for a large 
American airline, I read your 
leader on air travel with inter- 
est (“Air travel, air trouble”, 
July 7th). You say that the se- 
niority system needs to be 
scrapped in order to alter the 
basis of pilots’ pay. Even if this 
were done, there would un- 
doubtedly be some relation- 
ship between long service and 
pay. But scrapping a seniority- 
based system would remove 
one of the fundamental rea- 
sons that aviation has become 
so safe. 

The existing system allows 
captain and crew to serve 
their most important constitu- 
ents: the passengers. The saf- 
est decision is not necessarily 
the most economical and the 
system allows a crew to fol- 
low the course of action they 
feel is most safe without fear 
of disfavour from their em- 
ployers and the loss of a cov- 
eted position. The seniority 
system also assures that a co- 
pilot or other crew member 
will not withhold information 
or insight in the hope of un- 
dermining a captain and thus 
increasing the chance of as- 
suming his seat. 

Judging pilot proficiency in 
terms of “whether a pilot is 
good at keeping fuel consump- 
tion down, landing gently and 
so on” misses the primary 
skill of good piloting: sound 
and independent judgment. A 
rigorous and frequent system 
of evaluation by regulators en- 
sures that all airline pilots 
meet a high minimum stan- 
dard. Finding who is “better” 
among this group would only 
lead to discovering the most 
enthusiastic sycophant or the 
most willing to put a com- 
pany’s interests first. 

GARY. KENT 
Chandler, Arizona 






The Economist J 





sır - More than almost any 
other profession, pilots’ pay 
conforms to the economic 
principle that remuneration 
follows productivity. While 
seniority does determine the 
type of aircraft and position 
one can hold, pay is deter- 
mined by how many seats a 
pilot is flying around. A com- 
muter pilot in the right-hand 
seat (a first officer) might make 
an abysmal $17 an hour flying 
ten people at 3oomph. A pilot 
in the same seat on a Boeing 
747-400 would move 400 peo- 
ple at twice the speed and 
make $200 an hour. Are you 
arguing that wages should be 
lowered to allow airlines to 
bring the commuter pilot’s 
pay into line with their rela- 
tive productivity? 

SCOTT MENTINK 

Seattle 





Political honours 


six - Itis not only in America 
that politicians are so revered 
that they have monuments or 
public works named in their 
honour (Lexington, July 7th). 
The Marshall Islands has re- 
named the Kwajalein Missile 
Range. It is now known as the 
Ronald Reagan Ballistic Mis- 
sile Defence Test Site at Kwaja- 
lein Atoll. The rest of the 
facility will retain its original 
name~-United States Army 
Kwajalein Atoll—leaving some 
leeway for naming other parts 
of the much-targeted site in 
honour of other deserving 
dignitaries. 

ESPEN RONNEBERG 

Morganville, New Jersey 


SIR ~ I cannot imagine how 
Senator Robert Byrd and Con- 
gressman Bud Schuster have 
the gall to name public works 
after themselves (no doubt 
enormous egos help). As a tax- 
payer, my only consolation is 
to read “Ozymandias” again, 
and laugh. 

TODD ROSENTOVER 

Bethesda, Maryland @ 








International 
Monetary Fund 


For its headquarters in Washington, D.C. (USA), 
the International Monetary Fund (IMF) is seeking: 


Director, African Department 


The International Monetary Fund, an international organization 
with a diverse staff — men and women drawn from over 120 
countries — has an opening for the position of Director of its 

African Department. 


The Director of the African Departrnent holds the top position 
overseeing the IMF's relations with 44 of its Sub-Saharan Africa 
member countries. The Director works under the overall guid- 
ance of the Managing Director and in close collaboration with 
other members of the Fund's top management team, and 

is responsible for providing strong intellectual leadership and 
strategic vision in planning, managing, and supervising the 
work of the approximately 200 staff members of the depart- 
ment. The Director will also be responsible for further develop- 
ing the Fund's strategy in Africa. 


The African Department's primary functions are: to advise 
management and the Executive Board on matters concerning 
the economies and economic policies ofall 44 Sub-Saharan 
Africa member countries; to provide macroeconomic policy 
advice to these countries; and to implement Fund policies with 
respect to these countries, aimed at promoting and preserving 
macroeconomic stability, and improving the conditions for 
sustained economic growth. 


The African Department carries out its responsibilities by: 


® Keeping abreast of, and advising on, economic, financial, and 
political developments in the countries within its area. 


* Conducting the Fund's business with these countries through 
periodic consultations with the individual member countries, 
the negotiation and documentation of programs involving 
possible access to Fund credit or loans, and the review of 
performance under these programs. 


* Playing a leading role in the formulation of Fund positions 
vis-a-vis these countries in such matters as the Fund's 
monitoring and assessment of their economies, remedial 
economic policies, and access to Fund loans. 


© Coordinating technical assistance to member countries, 
and, in a few cases, participating directly in technical 
assistance projects. 


* Assisting member countries in the formulation of strategies 
for poverty reduction and economic programs supported by 
the Fund’s Poverty Reduction and Growth Facility. 


e Participating in multilateral debt relief activities, particularly 
the enhanced Initiative for Heavily Indebted Poor Countries. 


e Collaborating with the World Bank, other multilateral 
institutions and bilateral agencies, and regional organizations 
in Africa. 


* Consulting with official and private creditors on the financing 
of economic programs and the rescheduling of external debt 
service of member countries. 


Requirements: 

Applicants should have-at least 15-20 years of extensive and 
strong operational and policy background in macroeconomic 
management. Substantial African experience is highly desir- 
able. The successful candidate must have high-level experience 
in supervising the work of others, and a demonstrated track 
record in strategic thinking, organizing and delegating work, 
and staff management. The successful candidate must also 
have a proven record as a team player and the ability to work 
effectively in a collegial environment. A strong commitment to 
the overall mandate of the Fund is important. Strong commu- 
nications skills are required, and an excellent command of both 
English and French is strongly preferred. 


To Apply: 

Interested candidates from a wide variety of countries 

are encouraged to apply online, by August 20, 2001, at: 
www.imf.org/recruitment. Please make explicit reference to 
Vacancy No. R01283B, with a clear indication of a telephone/ 
fax number or e-mail address where you can be contacted, 


Further details about the role and function 
of the IMF are provided on its Web site: 


http://www. imft.org 


- The Economist July 21st 2001 










L IFAD - INTERNATIONAL FUND FOR 
AGRICULTURAL DEVELOPMENT 


The International Fund for Agricultural Development (IFAD) is a specialized 
agency of the United Nations and an international financial institution, which 
focuses øn rural development. It is a dynamic and innovative organization, 
mandated to mobilize resources to alleviate poverty in developing countries and 
improve the sustainable: livelihood of the rural poor... Since its establishment, 
IFAD has financed 584 projects and programmes in115 countries to which it has 
committed USD 7.4 billion in loans and grants: IFAD is located in Rome 
(www.ifad.org) and seeks a: 


VICE PRESIDENT 


The second most senior official, to provide support and policy advice to the 
President across all functions, and to deputize for the President in his absence. Main 
areas of responsibility: strategic planning/budgeting, financial management, 
organizational development/change management. He/She chairs internal committees 
and boards and assists the President in the mobilization of financial resources and in 
the advocacy efforts of IFAD towards the international development community. 

Desired Qualifications. Advanced university degree in Economics, Business 
Administration or a development-related discipline; senior management experience 
at the international level in a financial institution, UN agency or similar development 
organization; strong track record in leadership and management; proven ability in 
financial and investment management; excellent communication and networking 
skills; ability to work in different cultural, social and political environments; fluency 
in English and working knowledge of one of IFAD’s other official languages: 
Arabic, French or Spanish. 
































































Please submit application, no later than 31 August 2001, to: 
Russell Reynolds Associates - Via Appiani, 7 - 20121 Milano, Italy 
Fax: +39 02 655 2837 - Email: agavazzi @russellreynolds.com 













The vacancy is only open to candidates from non-OECD Countries. Nationals of 
Mexico, Republic of Korea and Turkey may, however, apply. Women are 
particularly encouraged to apply. 


Attractive remuneration package offered. 


Chief, Media Services Branch 


The leading United Nations Agency in the field of population and 
development is seeking qualified applicants for the position of Chief, 

, based in New York. The incumbent is 
responsible to assist the Division Director in planning and organizing the 
work of the Division, including specifically media publications, advocacy 
for resource mobilization, the State of World Population Report, video 
and graphic presenntions and other advocacy publications. The 
incumbent will direct media relations team in media outreach with 
international media and UN Press Corps. This includes media seminars 
| and training, support for special media reporting activities, press 
releases, video news releases and press conferences. 


UNFPA seeks an incumbent with: an advanced university degree in Social 
Sciences, Humanities, Jourrelim or a related field; at least fikoen years in 
increasingly responsible position in the field of information/journalism at 
the international level; general experience in Government, international 
organizations or NGOs at the national level. The candidate must be 
| computer literate. The candidate must have demonstrated ability to take 

| initiative, sound judgement; ability to organize work and to work in 
harmony with persons of different national backgrounds. Strong interest 
in development work especially the mission of UNFPA and dedication to 
UN principles. 


Proficiency in English is required for editing and drafting; knowledge of 
e commensurate with 


either French or Spanish desirable. 
UNFPA offers an attractive compensation P 

| experience. Please send application marked VA/FPA/027/01 to: Ms. Doreen 
Cross, Personnel Officer, nnel Branch, UNFPA, 220 East, 42nd Street, 

New York, N.Y. 10017; Fax: (212) 297-4908 or to team2@unfpa.org. 

Application deadline: | September 2001 We will only be able to 

respond to those applicants in whom UNFPA has a further interest. 

Women and nationals from developing countries are encouraged to apply. 


UNFPA 
r 


United Nations 
Population Fund 















































L IFAD - INTERNATIONAL FUND FOR 
AGRICULTURAL DEVELOPMENT 


The International Fund for Agricultural Development (IFAD) is a specialized 
agency of the United Nations and an international financial institution, which 
focuses on rural development. It is a dynamic and innovative organization, 
mandated to mobilize resources to alleviate poverty in developing countries and 
improve the sustainable livelihood of the rural poor. Since its establishment, IFAD 
has financed 584 projects and programmes in 115 countries to which it has 
committed USD 7.4 billion in loans and grants. IFAD is located in Rome 
(www.ifad.org) and seeks an: 


ASSISTANT PRESIDENT 


Member of the senior management team, to provide support and advice to the 
President on all major issues of concern to the Fund. As Department Head, 
establishes objectives and priorities and leads the formulation and implementation of 
the Department's annual programme of work and administrative budget. Main areas 
of responsibility: resource mobilization, external relations, communications and 
policy coordination. 

Desired Qualifications. Advanced university degree in Economics, 
Communications, Business Administration or a development-related discipline; 
senior management experience in resource mobilization at the international level in 
a financial institution, UN agency or similar development organization; proven 
leadership capacity; excellent communication and networking skills; ability to work 
in different cultural, social and political environments; fluency in English and 
working knowledge of one of IFAD’s other official languages: Arabic, French or 
Spanish. 





Please submit application, no later than 31 August 2001, to: 
Russell Reynolds Associates - Via Appiani, 7 - 20121 Milano, Italy 
Fax: +39 02 655 2837 - Email: agavazzi@russellreynolds.com 


Women are particularly encouraged to apply. 


Attractive remuneration package offered 


UNITED NATIONS 


The United Nations Secretariat is seeking a senior professional for the following position: 
Director, D-2 


international Computing Centre 

FUNCTIONS: As the Executive Head of the Centre, the Director is responsible for 
ensuring that the services of the ICC respond to the needs of its 

izations. The incumbent is accountable for the operational & financial perfor 
of the services provided by the ICC, and is ible for all project, technical, personne! 
and administrative matters required by the activities of the Centre. Specific duties include: 
*The presentation of a business plan for the with a time horizon of two to four years. : 
*Responsibility for product selection, procurement, relationships with vendors, 
negotiation and contracts on behalf of the Centre, 
*Extensive liaison with the clients of the Centre, senior level coordination and oversight 
bodies of the United Nations and the diplomatic community. 


Qualifications: University degree and qualifications in a discipline closely related to 
Science.A postgraduate degree in Business Administration is highly desirable. 
ition to extensive technical j applicants must. have i 
experience in finance and accounti as demonstrating how. they 
maintained and developed their and skills following their graduation. The 
skills profile for this position requires detailed knowledge of the prepara of requests 
for proposals/offers and their subsequent evaluation, as well as supplier of contracts, This 
position also reguires excellent communication skills, both verbal and written; More 
than 20 years of professional ence of which at least 10 at a senior level in the 
ent of a large and complex information technology service organization. Given 
Centre operates a wide range of processing, storage and networking facilities, 
including mainframes, multiple servers, routers and switches and mary other 
ies, applicants must strate extensive experience in a comparable 
environment. This : eporlence must specifically include disaster recovery, capacity 
i i odologies and cost recovery, as well as a strong track record in 
ment, as well as in the 


In 


management of staff, contractors and vendors. 
ce in high security, high availability continuous operations is essential, 
Applicants must lemonstrate extensive experience of advanced technology 
procurement, contract tiation and in the ent of large projects. Experience 
of the United Nations andor other international Civil Service would be an advantage. 
Langua: 
of da other. Knowledge of other UN official languages is highly desiral 

Deadline of Applications: 18 August 200! ; 
The position is based in Geneva. Preference will be given to equally qualified . 
women. The United Nations offers a competitive benefit package. (Please refer to 
our homepage www.un.org for more information.) 

Detailed curriculum vitae, including date of birth and nationality, should be sent to: VA- 
01-D-ICC-0X2093-E-GE, Staffin, Office of Human Resources 
New York, NY. 10017. 


Management, Room S-24 Un Nations, 

Fax No: 212-963-3134 or 212-963-9560. E-mail Address: oO 
Due to the- volume of applications, all internal candidates and only those 
external candidates under serious consideration will be acknowledged. 


The: Economist July 21st. 2001 


s: The job requires fluency in English or French and working knowledge 
e. 














European Bank 


for Reconstruction and Development 


The European Bank for Reconstruction and Development (EBRD) 
is seeking to recruit a (m/f) 


Telecommunications 
Regulatory Specialist 


to work on a one-year consultancy contract. basis in its Telecommunications 

Regulatory Development Programmes. The Programmes have been set up to 

assist the countries of Central and Eastern Europe and the CIS to implement 

structural and sectoral reform to achieve privatisation, demonopolisation and 
liberalisation in their economies. 


The successful candidate will report to the Business Group Director of Industry & 
Commerce and will work closely with the Legal Transition Team of the EBRD's 
Office of the General Counsel. 


Job description: ° Design to implemen- 
tation of technical assistance projects, 
which would also include the approval, 
procurement and monitoring process; 

¢ Monitoring of international trends and 
telecoms development in EBRD’s coun- 
tries of operation to identify current and 
anticipate future needs; * Transfer of 
know-how and carrying out of small 
research projects on the impact of 
policies on the industry development; 

e Liaison with IFIs, international organi- 
sations, the EC and local authorities of the 
EBRD's countries of operation to main- 
tain good co-operation and enhance the 
effectiveness of initiatives. 


PI 


3 © Strong back- 
ground in regulatory economics and/or 
competition law; ¢ At least five years of 
experience in regulated industries, pre- 
ferably in telecoms policy and/or regu- 
lation; ¢ In-depth knowledge of the in- 
dustry, best international practices, EU 
policy and law, WTO principles, best inter- 
national practice in competition law and 
policy, tariff modelling and cost account- 
ing system for the telecoms operators; 
¢ Experience with development projects, 
particularly legal reform assistance; 

* Result oriented, willing to travel and 
interest/knowledge of the EBRD's 
countries of operations. 


Further information about the EBRD can be found on our Website: www.ebrd.com 


Please send or email your CV in English by 17th August to 
Louise Elwell, EBRD, One Exchange Square, London EC2A 2JN, UK. 
Email: ELWELLL@ebrd.com 


International Finance 
Participation Trust (IF PT) 


is a newly planned Canadian trust, whose mission is to 

present Canadian pension trusts and endowment funds 

with higher yielding foreign investment opportunities in 

the world's emerging markets. IFPT will provide 

ry, ae investors with greater risk adjusted retums than are 
Crp ATION available in the mature Canadian markets. 


IFPT Management Inc.. which manages the Trust, is seeking to fill two key project finance 
specialist positions who shall report to the Vice President, Portfolio Management. 


R PROJECT OFFE 


A seasoned, project finance specialist with hands-on experience in large projects over a variety 

of sectors in emerging markets. Candidates will 
be familiar with all aspects of project finance, and able to organize multidisciplinary 
analysis efforts to assess credit risk for investment recommendations; 
have full command of the tools in structuring project finance deals to make them bankable; 
will have keen analytical abilities, a facility with numbers, excellent writing skills, and an 
ability to clearly articulate effective solutions to complex business problems. 

The candidate would have a successful track record of 12-15 years with increasingly large project 

deals in multicultural settings involving multsourced financing from multilateral, bilateral and 

commercial sources. 

FIXED RATE MARKETS ANALYST 

An experienced, fixed rate markets analyst with 4-6 years experience in monitoring and 

transacting in bond markets, preferably emerging market issues. Candidates must 

. have a strong grounding in credit analysis and a facility with numbers, financial statements 
and financial projections; 

. be well versed in yield mathematics, fixed rate instruments analysis, all aspects of interest 
rate movements and be familiar with bond rating procedures; 

. be resourceful in research, and familiar with on-line market databases. 

Having good writing and presentation skills, typical candidates will also have an MBA from a 

recognized school in the field. 





Based in Montréal, both positions offer a rewarding compensation package. Interested applicants 
may forward a detailed résumé, indicating their position of interest, and covering letter, in 


confidence, to A 
John A. Neysmith 


IFPT Management Inc. 
1130 Sherbrooke St, West 
Suite 920 
Montréal, Qc 
Canada H3A 287 
e-mail: jneysmith @ifpt.com 
Only applicants that best match the requirements of this position will be acknowledged. 
Further details about IFPT and its employment opportunities are available at: 
http://www.ifpt.com 


CARIBBEAN ANTI-MONEY LAUNDERING PROGRAMME 
EXECUTIVE SEARCH 


The Caribbean Anti-Money Laundering Programme is a five-year programme which commenced in March 1999, funded by 
the European Union (EU) through Cariforum, the United States Government and the United Kingdom, and implemented by 
the CFATF. It has been developed for operation in the Caribbean Basin Member Countries. This programme, which includes 
training and other initiatives affecting the legal/judicial, enforcement agencies and financial services sectors of the region, is 
aimed at reducing the incidence of money laundering, and the seizure and forfeiture of property cannected to such activity. 


We are now inviting applications, subject to a two-year contract, to assist in the delivery of this 
programme, for the post of: 


You will be a trained, experienced senior financial sector professional with an in-depth knowledge of money 
laundering issues and their application within the financial sector. 

You will have had experience developing regulations and/or guidance notes for the sector re: money 
laundering, together with a sound understanding of the political/social/economic dynamics of the region. 
Sound communication skills are essential, as is PC keyboard literacy. 

Knowledge of aid programmes in regional consulting programmes and training experience are desirable. 


To apply, send your CV and a covering letter, including daytime telephone number and current salary details to: 
The Programme Manager, 
Caribbean Anti-Money Laundering Prograrnme, 
Sackville Street, Port of Spain, Trinidad, W.L. 


Fax: (868) 627-3472. Or apply via e-mail to: cfatf. programme @cfatt.org 
Closing date: 15th August, 2001 


The Economist July 21st 2001 














Executive Focus 


CPI @ MIND 
CPI@MIND is a 3rd millennium corporation devoted to knowledge 
engineering and concept. management, drawn from outstanding 
intellects. CPI denotes Conscious Photonic Intelligence, a. proposed 
hardware implementation of a scientific model of conscious higher- 
level processing in the human brain. In 2001, a mixed hardware and 
software implementation CPI2001 will be developed as a prototype, 
` performance-tested and benchmarked under controlled conditions 
against natural human intelligence in one or more prescribed domains. 
A fully photonic central processor is planned. 


The theory behind this development is described in a manuscript (The 
Origin of Consciousness, Burton, March 2001) an overview article (A 
Model of Consciousness in the Brain, Burton, May 2001) and a 
recently lodged patent (Conscious Photonic Intelligence, Burton, 
2001) following 15 years of research (Burton, Psychobiology 18 
(1990) 119-194). 


CPI@MIND is looking to recruit three pivotal directors of this 
development: 

Chief Software Architect 

(CSAOI, familiar with Bullant) 

Chief Technology Integrator 

(CT101 familiar with ePON) 

Chief Knowledge Engineer 

(CKEO1, familiar with neural and rule based systems) 
who will jointly plan the development program and the next stage of 
International recruitment. Each will be financially secure, fund his/her 
own participation, and earn equity in the corporation. 


No agents need apply; direct indications of interest with qualifications 
and experience distilled to 2 pages should be directed to 
--burton@enternet.com.au in the first instance. Parties meeting initial 

criteria will be sent the manuscript. 


OF THE UNITED STATES. 


Chief Executive Officer 


The Humane Society ofthe United States (HSUS), one of the world's largest and most influential animal protection 
organizations, seeks a dj ic new Chief Executive Officer. With an active mailing list of over seven million 
individual constituents and nearly 800,000 members, the Society: aims to mobilize public opinion domestically and 

3 Sl ie ‘protect all animals from cruelty, abuse, and exploitation, and to preserve natural habitat and biodiversity 
worldwide. i 


Founded in-1954, the. HSUS operates a far-reaching array of programs in advocacy, public-education, applied 
research, and stipport of allied organizations. The Society hasan annual operating budget of over $60 million, with 
headquarters in Washington, DC, an operations center in Gaithersburg. Maryland, ten regional offices throughout the 
‘United: States, and several domestic and international affiliates. The full-time staff of 242 represents an ut 

assembly. of expertise and experience in a broad range of animal protection fields, including veterinarians, wildlife 
biologists, animal behaviorists, lawyers, and other professionals. 


invrecent years, the HSUS has grown through major initiatives in the intemational and environmental arenas. The 
Society has also dramatically enhanced its visibility.and influence in political and.consumer advocacy, upgraded its 
publications and other coniiunications vehicles, and achieved extraordi success in building membership and 
financial resources. The CEO will lead a continuing process to sharpen and clearly articulate an integrated vision for 

‘ the HSUS and provide the leadership voice to embody and advance the vision externally: Internally, s/he will instill a 
sense of shared purpose and sustain the development of a high-performing organization with outstanding cohesion 
and.effectiveness among its:stalf: The CEO will also lead fund raising by galvanizing board, volunteers, and staff, as 
well as through personal efforts. > 


‘The Chief Executive Officer must be:a proven leader with personal fervor for the Society's purpose and a track record 

of success as the senior executive, of a complex, dynamic, far-flung enterprise. The HSUS' next leader may come from 

a nonprofit, public sector, or business beeen Extensive experience in setting and implementing organizational 

strategy: managing through growth. and. change: financial and staff management; and fund raising, is. required. 

Evidence of successful interactions with a volunteer board of directors is preferred. A global orientation, preferably 
» with intemational experience, is required. 


Inquisies, applications and. nominations should be directed in confidence. by 3 August 2001. to: 


Usa Savereid 
Isaacson, Miller 
334 Boylston Street, Suite 500 
Boston, MA 02116-3899 
Fax: 617-262-6509 
HSUS,2168@tmsearch.com 
www imsearch.com 


More information on The HSUS can be found at www.bsus.org. 


The Society isan equal opportunity employer and seeks a diverse pool of candidates. 








RICHMOND 








THE AMERICAN INTERNATIONAL UNIVERSITY IN LONDON 





















PRESIDENT 


The Board of Trustees of this unique University, with dual: American and British 
accreditation seeks an outstanding successor in the summer of. 2002 to Walter 
McCann, the current President who will be retiring after 10 years distinguished service 





The University occupies two exceptional London campuses, a suburban- campus in 
Richmond for lower-division students and an urban campus in Kensington as well as 
two centres in Florence and Rome. Highly regarded-as one of the premier American 
liberal arts colleges overseas, it has recently built a new library and a state-of-the-art 
Technology Centre that includes a Cisco Academy: The University serves 1,200 full- 
time students. 





Founded in 1972, the University is a non profit Delaware incorporated American 
University with 501(c)(3) status licensed to award 20 degrees at both the 
undergraduate and graduate levels. It is accredited by the Middle States accreditation 
body and its degrees are also validated by the British Open University. 


The right candidate will be a dynamic, energetic, entrepreneurial leader with an earned 
doctorate with considerable experience of American higher education able to lead the 
University to a new level of accomplishment and recognition. He or she must strongly 
support the multi-cultural ethos of Richmond. 


A substantial salary and good benefits are available including exclusive use of an 
excellent President's house. 










For details about the University contact www.richmond.ac.uk 
Further information and a detailed job description may be obtained in confidence 
from: 

Dr John Kuhnle, Managing Director, Korn/Ferry International, 

900 19th Street, NW, Suite 200, Washington DC 2006-2105, USA 

Tel: 202-822 9444 Fax: 202-822 8127 
e-mail: John.Kuhnle@kornferry.com 
Deadline for applications: October 1, 2001 


worldlin í 


Editor, World Link 


The magazine of the World Economic Forum 


The World Economic Forum is a unique institution that 
provides a platform for the stakeholders of society to address 
the key issues on the global agenda. 


With unparalleled access to global thinkers and. policy-makers, 
World Link provides provocative analysis of the trends impacting 
upon business and society. Its contributors include: leading 
political, business and academic figures. 


The successful candidate will have a deep interest in international: 
business and social issues, editorial and/or journalistic experience, 
and a strong academic background. Based in London, the role} 
involves managing a small editorial team and liaising closely. with. 
the World Economic Forum in Geneva. The position will command 

a competitive employment package. 


Please reply in writing or by fax with a résumé by August 10: 


Christopher Fordham 

World Link Publications Limited 
Nestor House 

Playhouse Yard 

London EC4V 5EX 


Fax +44 20 7779 8727 Please quote reference WLE 
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The Inter-American Development Bank, ihe 
largest regional multilateral development institution, based in Washington, 
DC, is now reviewing candidates for the position of: Be 


Economist 


‘The selected candidate will provide expert advice on economic policy: matters and carry | 


out economic analysis and macroeconomic assessments to the authorities in the countries 


li OF Brazil. Argentina, Chile, Urugnay, Paraguay and Bolivia: This will involve economic | 


policy dialogue activities and contribute to define and develop the Bank's agenda in 
assigned countries. ý 
-Functions of the Positions: 
oe Analyze economic and social issues related to assigned countries. 
<+ “Participate in the dialogue on.macroeconomic policy between high-ranking officials 
and the Bank to-establish: a framework for policy discussions and help identify 
priorities for Bank activities. 
Perform research on macroeconomic and sectoral topics related to the Bank’s agenda 
in the assigned countries. 
Formulate recommendations for operational documents and overall strategy on 
macroeconomie related topics. 
Conceptualize and prepare Bank's country strategy documents, prepare periodic 
economic performance and outlook reports, sector studies, and briefings on 
macroeconomic issues. 
* Follow major development in MERCOSUR and other regional trading blocks. 


Selected Candidate’s Profile: 
Hold a Ph.D. degree in Economics from an internationally recognized institution. 
Have a minimum of 6 years of relevant professional and experience at the 
national/international level. Experience in applied research appropriate to design of 
policy proposals to foster economic and social development of Latin America and the 
Caribbean is desirable. 
Have excellent oral and written communications skills in Spanish or Portuguese and 
English. 
Interested candidates are invited to visit the IDB website and refer to 
Vacancy Announcement No, 01/44 for further information and application procedures. 


The Organization for Security and Co-operation in Europe ‘is engaged in early 
warning, crisis management, conflict prevention and postconflict rehabilitation. 


The Secretariat based in Vienna is looking for 


Deputy Director, Mission Support Services 
To support the Director for Management and Finance in the formulation ‘of 
strategy, planning, directing and further development of mission. support services 
for OSCE Missions. You will assist the Heads of Mission in determining the 
mission requirements, co-ordinate in preparation of field budgets, ensuring the 
availability of appropriate budgetary control. You will provide advice and 
guidance to senior management and mission staff with respect to regulations and.” 
procedures related to mission support. A 


Press Officer 
To support the Spokesperson/Head, Press and Public Information Section in press 
related activities, Your duties will be to maintain contacts with media 
representatives to direct their-attention to those activities and achievements of the 
Organization which will be of interest to the public or to concerned groups; to 
cover conferences and meetings held by the Organization or its officials, or at 
which the Organization is represented and to monitor the international press. 


The OSCE Mission in Kosovo (OMIK) is looking for 


Head of Human Resources 
To support the Director for Administration and Support in planning, coordinating: 
and directing all human resources related activities of the Mission. You will 
manage the operations of the Department by overseeing the development, 
implementation and day-to-day execution of operating policies related to 
recruitment of staff, staff training, classification of posts, staff management 
relations, staff welfare, medical services and social security matters. 


For further details on the above positions, please check our Website: 
hitp://www.osce.org (vacancies 55/01, 63/01 and 64/01) 


You can apply online or send your application to 
OSCE Personnel Unit, 
Karntner Ring 5 - 7, 
A-1010 Vienna, Austria, 
or by fax: +43-1-514 36-96. 


Weigh up the possibilities 


Economist 
£45,540 pa inclusive 


he Greater London Authority is unique. It is the only strategic authority in the country with a directly elected Mayor. 
The scope of our remit is wide-ranging, aiming to lead the way for other authorities to follow, establishing a progressive, 
flexible, leading-edge work environment that will meet London’s needs. 


You'll be central to helping us achieve our goals. Working alongside Ken Livingstone, Assembly members and senior managers, 
you'll be advising on the short and long-term impact of their decisions on the Authority's strategies, Government initiatives and 
London's economy as a whole. In addition, we'll also challenge you to develop and implement financial and economic modelling 
techniques that will enable the Assembly to meet and exceed the needs of Londoners. 


This is an extremely high profile role, where your economic evaluations and appraisals can mean the difference between 
Projects getting off the ground, or not. Thats why along with an MSc in Economics or equivalent experience within a 
comparably complex organisation, we'll also be looking for an impressive knowledge of UK and international systems 

of national accounts and related economic statistics. Your ability to use IT applications to present key economic data in an 
accessible format is also vital. Above all, it will be your sharp economic insight and political sensitivity that will impress us 


above all else. 


_ For more details and a job application pack, contact the GLA recruitment team on 020 7983 4143 or 020 7983 4244, 
minicom 020 7983 4157 quoting reference FPSFOS/E, or e-mail glajobs@london.gov.uk or visit our website at 


www.london.gov.uk 
Closing date for receipt of applications: 10 August 2001. 


GREATERLOND: AUTHORITY 





The GLA aims to represent the diversity of London in its recruitment 
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How the bug can spread 


Argentina and Turkey are standing on the brink of financial chaos. Could another 
emerging-market meltdown be in the making? 


RGENTINA is staring disaster in the 
face. Last week, the government had 
to pay 14% on dollar-denominated short- 
term domestic debt, overnight interest 
rates hit 300% and the country lost $3 bil- 
lion-worth of reserves as investors fretted 
about default, devaluation or both. After a 
brief respite this week, the financial mar- 
kets again became nervous as strikers re- 
newed doubts about the government’s 
ability to deliver its draconian plan of 
spending cuts (see page 35). 

Earlier in the week it had been Turkey’s 
turn to cause the jitters. The lira plum- 
meted to yet another new low against the 
dollar—it has fallen by over 50% since Janu- 
ary. Stocks plunged, bond yields soared 
and the government failed to complete an 
auction of domestic debt. Investors re- 
turned tentatively to Turkish assets when a 
nationalist minister opposed to the coun- 
try’s imF-backed economic recovery plan 
resigned on July 17th. But fears that the 
plan is falling apart persist. The spectre of a 
debt default still looms. 

Nor is the trouble confined to Turkey 
and Argentina. Brazil too has been hit 
hard. Its currency, the real, has fallen by 
about 25% since the beginning of the year. 
To stop it slipping further, interest rates 
have risen, exacerbating the country’s debt 
problem. 

The malaise has spread more widely. 
Currencies and financial markets have slid 
in countries as distant as South Africa, Po- 
land and Singapore. The Economist's latest 
poll shows that growth forecasts are being 


slashed for emerging economies almost 
everywhere (see chart 1). Not surprisingly, 
twitchy investors are asking themselves 
whether a full-blown emerging-markets 
crisis is in the air. After Mexico in 1994, East 
Asia in 1997, Russia in 1998 and Brazil in 
1999, is another now due? 

There are some eerie parallels between 
1998 and today. In July three years ago, 
Russia was facing deep fiscal problems, 
but it bought itself breathing space on its 
debt payments through a bond swap. Ar- 
gentina, also in deep fiscal trouble, bought 
itself time with a huge bond swap in June 
this year. By mid-summer 1998, Russia was 
having trouble selling domestic debt; re- 
serves were falling and overnight interest 
rates were soaring. Argentina had similar 
problems last week. In mid-August 1998, 
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Russia was forced to devalue and default 
on domestic debt. This set off a chain-reac- 
tion of panic across the globe. This “conta- 
gion” between seemingly unrelated finan- 


cial markets and assets caused (in 
President Clinton’s words) “the most dan- 
gerous financial crisis for 50 years”. 

Things are a bit different today. Unlike 
the Asian economies in 1997 and Russia in 
1998, far fewer emerging economies have 
fixed exchange rates. Markets are also 
much less leveraged, and hedge funds play 
a considerably smaller role than they did 
then. According to Joyce Chang of invest- 
ment bank J.P. Morgan, hedge funds make 
up around 10% of emerging debt markets 
today, compared with 35-40% at the time 
of the Russian crisis. 

On the other hand, America, the 
world’s biggest economy, is no longer 
booming. In 1998 it was a powerful engine 
of growth, helping the troubled East Asian 
economies to export their way out of their 
difficulties. This year, America has been 
dangerously close to recession. Industrial 
production has fallen for nine consecutive 
months—the longest decline since 1982. 

Some old hands are worried. Former 
Clinton administration officials fret pri- 
vately that the outlook in emerging mar- 
kets is grim. Stanley Fischer, number two 
at the 1mF, who played a key role in previ- 
ous crises, said recently, “We're obviously 
seeing contagion from Argentina to Brazil, 
and from day to day other markets are be- 
ing hit...the last thing anyone should be is 
complacent.” 

Others, notably Paul O’Neill, America’s 
Treasury secretary, are less worried. Mr 
O'Neill, a man who has publicly warned 
against exaggerating the risks of contagion, 
this week dismissed fears about risks from 
Argentina in an interview with The Econo- 
mist. “You think five years from now any- 
one will remember this?” he asked. 

According to Mr O'Neill, Argentina’s 
travails are a localised difficulty in a coun- » 





> try with a long history of problems. 
“They've been off and on in trouble for 70 
years or more,” he said. “They don’t have 
any export industry to speak of at all. And 
they like it that way. Nobody forced them 
to be what they are.” 

Countries with close links to Argentina, 
particularly Brazil, would be affected, said 
Mr O'Neill, but he reckoned there was little 
likelihood of generalised contagion. 
“There’s not the horrific movement [in fi- 
nancial markets] that feels like a wild fire 
out of control in the desert.” Earlier epi- 
sodes of contagion, he explained, boiled 
down to a stampede in markets. “Big guys 
on horses with whips were hoping the 
stampede would keep going because they 
were making an enormous amount of 
money taking advantage of the stam- 
pede.” Today’s markets were more sophis- 
ticated. Continuing the colourful meta- 
phors, Mr O'Neill pointed out that “the 
sheep are not all running for the cliffs”. 
John Taylor, his point man on interna- 
tional issues, is equally sanguine. He re- 
cently suggested that, while a number of 
emerging countries are facing problems at 
about the same time, there is little evi- 
dence of automatic contagion. 

Are America’s Treasury officials correct 
in believing that the risks of contagion to- 
day are much smaller than they were in 
the past, or are they being dangerously 
complacent? The answer depends on 
three factors. What will happen in Argen- 
tina and Turkey? How will the markets re- 
act? And how strong are the emerging 
economies’ defences? 


Routes of contagion 

Economists reckon that problems can 
spread among emerging markets through 
two main channels. The traditional route 
is via trade links. This was important in 
East Asia in 1997-98, as about half of 
emerging Asia’s trade was with other 
countries in Asia. However, neither Argen- 
tina nor Turkey is an important market for 
other emerging economies, so the risk of 
this sort of contagion is much smaller this 
time. Brazil’s total exports to Argentina ac- 
count for just over 1% of its GDP. 

Far more important is contagion 
through the financial system—the type 
that Mr O'Neill was referring to. Trouble in 
one emerging economy can serve as a 
“wake-up call” to investors to look more 
discriminatingly at others with similar 
problems. Argentina’s travails, for in- 
stance, are hurting Brazil because they fo- 
cus attention on Brazil's own large debt 
burden. Some financial contagion can oc- 
cur for technical reasons: investors might 
sell Mexican assets to rebalance their port- 
folios after losing money in Argentina. Or 
there can be a generalised panic as inves- 
tors lose their appetite for risk. 

So far, financial contagion from Argen- 
tina and Turkey has been limited. Al- 
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though other countries’ currencies and as- 
sets have been hit, overall bond spreads 
(the gap between the interest rate a coun- 
try pays on its dollar debt and American 
Treasury bonds) remain well below levels 
during previous crises (see chart 2). Mar- 
kets have become much more discriminat- 
ing than they were three years ago. Ex- 
clude Argentina and Turkey, for instance, 
and spreads on the emĪmBI index, the bench- 
mark index for emerging markets, have 
risen by less than 70 basis points (hun- 
dredths of a percentage point) since the 
end of June. 

But, of course, neither Argentina nor 
Turkey has actually defaulted on any debt 
yet. The panicked reaction in 1998 came in 
the wake of a chaotic Russian default and 
devaluation. Much therefore depends on 





exactly what the crisis countries do. Many 
analysts reckon Turkey is relatively small 
fry. If it is forced to default, it may do so 
only on its domestic debt. Even its external 
bonds are a fairly small part of the emerg- 
ing debt markets. 

Argentina, in contrast, is a much bigger 
deal. Its external bonds account for 20% of 
the most actively traded emerging-market 
bonds. Add in the possibility of a subse- 
quent default in Brazil, and over a third of 
all emerging-market bonds would be af- 
fected. But here, too, there are several sce- 
narios. Conceivably, Argentina will mud- 
dle through and avoid default. The June 
bond swap together with the recent deci- 
sion to balance the budget on a cashflow 
basis means that Argentina may not need 
more money from the markets this year. 
Some short-term domestic debt is falling 
due (the type that precipitated last week's 
jitters), but there are rumours that the gov- 
ernment will arm-twist local banks into 
swapping maturing short-term debt for 
one-year bonds. 

Short-term relief, however, does not re- 
move Argentina’s fundamental problem: 
its debt has risen to unsustainable levels 
because its economy has stopped grow- 
ing. The economy is not growing because 
low confidence keeps interest rates high, 
and the peg to a strong dollar erodes com- 
petitiveness. That is why many analysts 
reckon some sort of default is unavoid- 
able. But that, too, could take place in sev- 
eral ways. 

Michael Gavin, an economist at UBS 
Warburg, distinguishes between two de- 
fault scenarios. An “orderly restructuring” 
of Argentina’s debt, where politicians re- 
main in control, maintain market confi- 
dence and manage a pre-negotiated de- 
fault, could end up having only a small 
impact on the debt markets. A chaotic de- 
fault, where politicians lose control, could 
end in hyperinflation and a complete shut- 
down of emerging debt markets. The ques- 
tion is whether such a thing as an “orderly” 
default is possible. 

Taken alone, even the worst case in Ar- 
gentina is unlikely to shut down emerging 
debt markets entirely. The biggest risk is 
that higher spreads and lower confidence 
force Brazil to default too. And a combined 
Brazilian and Argentine default could 
scare remaining investors out of emerging- 
market debt altogether, and that could 
cause huge problems for those emerging 
economies that depend on external fi- 
nance. Which countries are most at risk? 


Weathering the storm 

Every big observer of emerging markets, 
from the rmF to the investment banks, has 
a model that tries to predict which country 
is most likely to hit trouble. Most of them 
use a combination of a number of finan- 
cial and economic indicators that have 


proved useful as early warning signals in »» 





> previous crises. 

`- œ Foreign debt. What matters is both the 
level of debt and its rate of increase. Past 
experience suggests that alarm bells 
should start ringing once total debt reaches 
around 200% of exports. On that basis, 
Brazil, Colombia, Peru, Turkey and Indone- 
sia give cause for concern, while Argen- 
tina’s debts of over 420% of exports are 
frightening. Measured as a share of GDP, 
rather than exports, Brazil’s debt is bigger 
than Argentina’s, and this year it has been 
rising more quickly. At today’s interest 
rates, Brazil’s situation is unsustainable. 

e Budget deficits. Hefty government bor- 
rowing has often led to a country’s down- 
fall. Turkey’s deficit is expected to rise to al- 
most 15% of GDP this year. Brazil, the Czech 
Republic, Indonesia, Malaysia and Taiwan 
have budget deficits of 5-7% of GDP. Most 
worrying is Indonesia, where outstanding 
government debt amounts to 110% of GDP. 
e Short-term borrowing. Almost as im- 
portant as the level of debt is its maturity. 
Countries with excessive short-term for- 
eign debts (of less than 12-months matu- 
rity) can suddenly face a liquidity crisis if 
they cannot roll over existing credits. 
Short-term debts currently exceed foreign- 
exchange reserves in Turkey, South Africa 
and Indonesia. In the rest of East Asia, by 
contrast, short-term debts have been sig- 
nificantly trimmed since the 1997-98 crisis 
and reserves have been built up. For in- 
stance, the ratio of short-term debt to re- 
serves has fallen in South Korea from over 
300% in 1997 to 38% in 2001. 





e Current-account deficits. The bigger a 
country’s deficit the more new funds it 
needs to raise each year. Mexico, Brazil, the 
Czech Republic, Hungary and Poland all 
have current-account deficits of at least 4% 
of GDP. In contrast, all the East Asian econ- 
omies are running current-account sur- 
pluses; Russia is also well placed, with a 
surplus of 10% of GDP. 
e Exchange rates. Both a country’s ex- 
change-rate regime and the level of its cur- 
rency matter. Countries with pegged ex- 
change rates have fared badly in previous 
crises, as have those whose currencies had 
appreciated rapidly and eroded their com- 
petitiveness. Pegged to the dollar, the Ar- 
gentine peso has risen by 15% in real trade- 
weighted terms since 1997. But even that is 
less than the 40% rise in the Mexican peso. 
Most Asian currencies look super-com- 
petitive, but three of them are still pegged 
to the dollar: China, Hong Kong and Ma- 
laysia. The Chinese yuan looks safest, 
thanks to a current-account surplus and 
relatively modest external debts. China is 
also one of the few emerging economies 
that is expected to remain strong this year, 
with growth of 7-8%. If Argentina is forced 
to devalue then the Hong Kong dollar will 
come under pressure, as it did in 1998. 
However, speculators will find the Malay- 
sian ringgit a much easier target. 
Measured against these criteria, most 
emerging economies look less vulnerable 
than they were in 1997-98. In 1997, they 
had a combined current-account deficit of 
$70 billion; last year, they ran a surplus of 


ee 


$110 billion. Nonetheless, there are warn- 
ing signals flashing. Brazil’s is red because 
of its budget deficit and, especially, its debt 
burden. Mexico has been partially shel- 
tered because its debts are more modest, 
but the Mexican peso could be riding for a 
fall. The Economist's Big Mac index sug- 
gests that the peso (like its Argentine coun- 
terpart) is overvalued relative to other 
emerging-market currencies. Mexico’s cur- 
rent-account deficit has also been widen- 
ing this year. 

Within Europe, Russia is in a comfort- 
able position thanks to a large current-ac- 
count surplus and broad budget balance. 
Poland, Hungary and the Czech Republic, 
in contrast, are more exposed as a result of 
their big external deficits. A drought of 
emerging-market funds could hit them 
hard. East Asian emerging economies are 
sheltered from an Argentine or Turkish de- 
fault by their current-account surpluses 
and lower debt levels. Indonesia, with its 
larger debts and even larger political wor- 
ries, is the main exception. 

However, the outlook for the rest of 
East Asia is far from rosy. That is because it 
is being hit hard by the sharp economic 
slowdown in America and the global 
slump in technology. Exports to America 
account for more than 20% of cpr in Hong 
Kong, Malaysia and Singapore, and those 
exports are especially concentrated on 1T 
goods. Singapore is already in recession: its 
GDP fell at an annual rate of over 10% in 
the first half of this year. Taiwan has also 
probably experienced two quarters of de- 
clining output. Excluding China, develop- 
ing Asia is likely to experience its second- 
slowest year of growth in over two de- 
cades. This slump may have little to do 
with events in Argentina or Turkey, butitis 
another reason to beware of complacency. 

Thanks to the spectre of default from 
Turkey and/or Argentina, and the prospect 
of dramatically lower growth in East Asia 
(China aside) there are few truly bright 
spots in emerging markets. To be sure, a 
crash in one country may not cause the 
kind of generalised panic that it did three 
years ago. But today the risks may be more 
insidious. In Latin America, default and 
the drying up of foreign finance could pre- 
cipitate a political revolt against liberal 
economic policies. Continued slump in 
East Asia could re-expose those countries’ 
domestic financial weaknesses. 

But possibly the most serious risk of all 
is that this would be the first emerging- 
market crisis to take place while the Ameri- 
can economy was also sputtering since 
Latin America’s meltdown in 1982. In that 
year, recession in America and Europe, to- 
gether with Latin America’s debt crisis, fed 
upon each other to give the world econ- 
omy its worst year since the depression of 
the 1930s. A prospect, perhaps, to take 
some of the colour out of Mr O’Neill’s 
cheeks—if not of his metaphors. # 





Summit ascended, but Kashmir not yet 
broached 


AGRA 


The Indo-Pakistani summit came close to success, and may yet achieve it if the 


hardliners on both sides can be restrained 


UST before midnight on July 16th, Presi 

dent Pervez Musharraf, Pakistan's mili 

tary ruler, put a dramatic end to a three- 
day summit in the Indian city of Agra by 
walking out of a final meeting with India’s 
prime minister, Atal Behari Vajpayee, and 
flying home to Islamabad. The summit 
had begun two days earlier with expan- 
sive gestures and well-choreographed 
symbolism. But it appeared to have broken 
down so badly over the disputed state of 
Kashmir and cross-border terrorism that 
there were immediate fears that the two 
nuclear powers would be tempted to step 
up their border skirmishes. 

Yet, a day later, both sides were insist- 
ing that there had been no breakdown, just 
a disagreement over a few words in a pro- 
posed declaration, which could be solved 
when they next met. First, the two foreign 
ministers held press conferences that 
mixed recriminations with hopes for the 
future. More significantly, both Mr Vaj- 
payee and General Musharraf then ad 
dressed their top officials and seemed to 
be trying to sideline their critics and sus 
tain the momentum for talks. Mr Vajpayee 
even told his Council of Ministers that the 
summit had been “successful”. 

It is not yet clear whether this will turn 
out to be merely an exercise in damage 


limitation or evidence of a meeting of 
minds between two leaders who may 
now be able to pull their countries closer 
together. Certainly, these two very differ- 
ent men—one a slow-speaking 74-year-old 
veteran politician, the other a loquacious 
but tough 57-year-old general who made 
himself president last month—seem to 
have got on unexpectedly well together. 
They met alone for almost six hours dur- 
ing the summit and it looks as though the 
eventual failure to reach agreement was 
caused more by their hardline ministers 
and advisers than by their own unwilling- 
ness to come to terms. 

General Musharraf had set an unex- 
pectedly favourable tone when he arrived 
in India on July 14th. At the tomb of Ma- 
hatma Gandhi, the father of the Indian na- 
tion, he praised Mr Gandhi's “struggle for 
non-violence and peace”. In the evening 
he surprised his hosts by admitting at a 
banquet that there could be “no military 
solution” to the 54-year-old dispute over 
Kashmir—a significant statement for the 
chief of army staff who had directed Pak- 
istan’s unsuccessful battles with India at 
Kargil in Kashmir two years ago. He added 
that the summit should set out to solve the 
issue “once and for all”. 

A joint declaration that was readied for 
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signature on Monday provided for annual 
summits between the two leaders and six- 
monthly meetings between their foreign 
ministers. It listed nine points for discus- 
sion, including the Siachen Glacier, where 
the two countries have waged an expen- 
sive and inconclusive battle for 17 years, 
other disputed border issues, narcotics, 
nuclear safeguards and trade. 

But Kashmir dogged progress. On the 
second day of talking Sushma Swaraj, In- 
dia’s information minister, pointedly 
failed to include Kashmir among the topics 
that she told journalists had been dis- 
cussed. Pakistan responded with a terse 
statement stressing Kashmir’s centrality to 
any talks, and General Musharraf next 
morning went on television for over an 
hour, repeatedly telling Indian editors 
over breakfast that “Kashmir is the main is- 
sue”. India, annoyed by such a publicity 
stunt in the middle of a summit, issued the 
text of a statement made a day earlier by 
Mr Vajpayee at the leaders’ first meeting, 
when he had virtually accused Pakistan of 
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> sponsoring cross-border terrorism and 

said this must be included in any talks. 

Some compromises were made. Pak- 
istan had wanted India formally to accept 
that there was a “dispute” over Kashmir. 
India has consistently resisted this be- 
cause it has regarded Kashmir as part of In- 
dia since the two countries were parti- 
tioned in 1947 and because it does not 
want to open the way for possible third- 
party mediation. General Musharraf com- 
promised by accepting the word “issue” in- 
stead of “dispute”, but disagreement con- 
tinued over how to express what both 
sides called the “centrality” of Kashmir. 

This would probably have been ironed 
out had there not been a final breakdown 
over an associated matter—the insertion of 
the words “cross-border” in the declara- 
tion. It appears that the two leaders agreed 
that the declaration should just refer to 
“terrorism”, but that hawks on the Indian 
side, apparently led by L.K. Advani, the 
home minister, insisted on adding “cross- 
border” in order to nail down Pakistan's 
responsibility for allowing Islamic mili- 
tants to cross into India from its territory. 
This was a deal-breaker for the general. 

The two leaders will probably meet 
next during the UN General Assembly in 
New York in September. Mr Vajpayee has 
also accepted an invitation to visit Pakistan 
but he may well hang back until there is 
less risk of hardliners again blocking pro- 
gress because of the Kashmir and terro- 
rism issues. This means finding a compro- 
mise that takes account of the “centrality” 
of the Kashmir question thatis required by 
Pakistan, and of the “cross-border terro- 
rism” issue demanded by India. Difficult— 
but certainly not impossible. m 





Russia and China 


Remaking history 


Though officially friends again, Russia 
and China still worry about each other, 
not just about America 


HEN Mao Zedong, fresh from his tri- 
umph in China’s civil war, signed his 
1950 treaty of alliance with Stalin’s Soviet 
Union and declared the two Communist 
giants’ “eternal and indestructible” friend- 
ship, the free world was rightly rattled. Yet 
the ideological cracks soon widened to a 
schism. This week, as China’s president, 
Jiang Zemin, beaming after winning the 
2008 Olympics for Beijing, arrived in Mos- 
cow to sign a 20-year friendship treaty 
with Vladimir Putin’s Russia, the superla- 
tives had a familiar ring. But can the paper 
signed hide the cracks beneath it? 
Their “strategic partnership” is de- 
cidedly not a military alliance but is none- 


Mao and Stalin (with Bulganin behind): something sticky on their hands? 


theless the foundation for a new interna- 
tional order, in which Russia and China 
are to be forever friends, never foes, en- 
thused Mr Jiang and Mr Putin. The rhetoric 
was partly intended to give Mr Putin a lift 
ahead of this weekend’s G8 summit in 
Genoa, where a weak Russia sits at the ta- 
ble with the world’s richest democracies. 
Indeed, the new treaty is clearly meant to 
be one in the eye for the real power in the 
post-cold-war world, America. Yet there is 
both more, and less, to the renewed vows 
of Russian-Chinese friendship than an 
anti-American huddle. 

Rhetoric aside, the new treaty may yet 
prove more durable than the old one by 
pushing the two sides to find practical so- 
lutions to some bilateral problems. As 
close neighbours with a troubled history, 
they have come a long way since their bor- 
der blows of the 1960s. This week they 
committed themselves to settling the mi- 
nor disputes that remain along their now 
4,000km (2,500-mile) border. Less happily 
for restive Islamic and Turkic groups either 
side of it, they each agreed to crack down 
on organisations that challenge the territo- 
rial integrity of the other. 

Meanwhile, trade is picking up a bit: 
likely to be worth about $10 billion this 
year, up from $8 billion last year—though 
this is still only a tiny fraction of China’s 
trade with America or Japan. Unofficial 
cross-border trade flourishes, but many 
Russians worry that, without proper con- 
trols, their sparsely populated far-eastern 
regions could be swamped by immigrants 
from much more densely populated 
China. This week the two countries gave 
more substance to economic ties by agree- 
ing to build a 2,400km pipeline to carry oil 





from Siberia to China’s north-east. 

More troublingly, for some Russians as 
well as for outsiders, they also intend to 
continue their military trade. This earns 
Russia about $1 billion a year from the sale 
to China of modern fighter aircraft, mis- 
siles, submarines and surface ships. Rus- 
sia’s generals worry that one day they may 
face a less friendly China with more Rus- 
sian weapons than they have in their own 
armoury. Outsiders are concerned that 
Russia has recently agreed to sell modern 
conventional weapons of various sorts to 
North Korea and Iran too. But the sales to 
China cause most alarm, since they give it 
the weapons it needs to step up military 
pressure on Taiwan or press its claim to the 
South China Sea. 

Tightening weapons ties, mutual sup- 
port over Russia’s war in Chechnya and 
China's claim to Taiwan, joint opposition 
to further NATO enlargement in Europe 
and to a closer America-Japan alliance in 
Asia, and a chorus of opposition to Amer- 
ica’s plans for missile defences: the list 
might well suggest a new anti-American 
alliance in the making. But the cracks are 
already apparent. Unlike China, which 
worries that America may use them to de- 
fend Taiwan against Chinese missiles, Mr 
Putin supports building regional anti-mis- 
sile defences and is now ready to explore a 
new set of strategic understandings with 
America. The new treaty—China’s initia- 
tive—is as much an effort to pin down Rus- 
sia as it is a nose-thumbing gesture at 
America. Meanwhile, Russia is acutely 
conscious that its post-imperial decline co- 
incides with the rise of China as a rival for 
influence and likewise wants to constrain 
it. The new friendship has an edge toit. m 


China’s pollution 


Exposing a dirty secret 


TANGAN, ANHUI PROVINCE 


Despite claims by Chinese environmental officials, rapid industrialisation is 
turning water supplies into black toxic soup 


tT Communist Party secretary of the 
village of Tangan, Zhao Hezeng, sur- 
veys the yellowing stalks in the paddy 
fields and the tar-black water in the gully 
alongside. The stream that feeds the gully 
is brown and foamy. It too would be black 
were it not for a recent fall of rain. Waste 
from factories upstream has turned the 
water the village depends upon for irriga- 
tion into a foul-smelling toxic soup. Farm- 
ers get itchy rashes on their arms from 
working in the fields. No one dares drink 
from wells closest to the stream. 

“The villagers are very angry,” says Mr 
Zhao. “They want the government to sort 
this out, but they are not optimistic.” More 
rain might help Tangan, in the central prov- 
ince of Anhui, to recover some of the rice 
crop in time for the September harvest. But 
Anhui, like much of central and northern 
China, is in the grip of its worst drought in 
years. Mr Zhao says it is possible that there 
will be no crop at all this year and that by 
winter some rice supplies may run out. 
Over the past 14 years, Mr Zhao has alerted 
the authorities several times to his village’s 
plight, with no obvious result. 

China says that environmental protec- 
tion is a top priority. But it does not allow 
ordinary citizens to take matters into their 
own hands. Only a handful of tiny NGos 
are allowed to work on environmental is- 
sues, and they are kept on a tight rein. Ev- 
ery Chinese knows that organised chal- 
lenges can lead to serious trouble. 

Across the country, rapid industrialisa- 
tion is fouling water supplies at an alarm- 
ing rate. Late last year Anhui officials in- 
spected rivers and streams in 71 places. Of 
the areas tested, 45 were found to be grade 
four or worse (China grades water purity 
onascale of one to five, with grade five be- 
ing fit only for irrigation). In two of the 
province's rivers, 2,000 tonnes of fish died 
last year because of pollution. Officials ad- 
mit that in Anhui, as indeed in the rest of 
China, the problem is getting worse, de- 
spite a few trumpeted improvements. 

One of the proclaimed successes con- 
cerns the Huai, the country’s seventh-lon- 
gest river, which flows through Anhui. 
About 150m people depend on the river 
and its tributaries for their drinking water. 
At least until the mid-1990s, it was the 
country’s most polluted large river system. 
A surge of pollution in 1994, caused by the 
simultaneous release of water that had 
been stored up in the Huai’s tributaries 
during the dry season, caused tens of thou- 


sands of people along the main river to fall 
ill. Since then the Huai has been the object 
of a clean-up supervised by the central 
government, the first in China aimed at 
dealing with an entire river system. 

The State Environmental Protection Bu- 
reau announced this year that its five-year 
anti-pollution campaign on the Huai had 
met its targets, and that in most areas the 
water was grade three, in other words fit to 
drink after treatment and boiling. In Huai- 
nan, a city in the middle reaches of the 
Huai, officials proudly show off their pol- 
lution-control facilities. The city says that 
by rigorously enforcing regulations it has 
succeeded in reducing industrial pollution 
to well within acceptable bounds, but that 
pollution caused by untreated sewage is 
still beyond the permitted limit. 

But Huainan is neither representative 
nor especially admirable. Last year report- 
ers from the official Xinhua news agency 
conducted interviews along the Huai’s 
tributaries, discovering foul-smelling oily 
black water, dead fish and polluted wells. 
The agency reported that water tables 
were rapidly falling because of the frantic 
search for clean water underground. It said 
that downstream of Anhui, in Jiangsu 
province, pollution in the Huai itself had 
caused more than $25m of damage to 
crops in 2000 and affected the drinking 
water of 2.4m people. 

The drought is not helping. Less water 
means higher concentrations of pollut- 
ants. But the underlying problem will not 
ease when the rainy season begins. A place 
such as Huainan can meet targets because 
the worst offenders in its area are state- 
owned enterprises (mostly chemical fac- 
tories) which have to obey orders from the 
local leadership. Far more difficult to con- 
trol are the thousands of smaller factories 
that have sprung up in the Huai River ba- 
sin in recent years, many of them highly 
polluting paper mills and dyeing and tan- 
ning plants run by towns or villages. 

In the coming years the task of cleaning 
up China’s rivers will become ever more 
arduous. As the central government's 
powers weaken relative to those of the 
provinces, it will become increasingly dif- 
ficult to enforce measures that threaten lo- 
cal economic interests. With economic 
growth outpacing that of tax revenues, it 
will be almost impossible to persuade 
bankrupt local bureaucracies to forgo the 
temptation of quick, environmentally da- 
maging, profits. m 


Indonesia 


Who’s in charge? 


JAKARTA 
Will President Wahid or parliament 
blink first? 


ILL he, won't he? Can he or can’t he? 

President Abdurrahman Wahid kept 
Indonesia on tenterhooks this week about 
whether he would order a state of emer- 
gency, his draconian answer to efforts to 
unseat him. He had threatened to do so at 
6pm on July 20th if no compromise had 
been reached by then in the long battle 
with parliament to end his presidency in 
mid-term. Mr Wahid also threatened to 
dissolve the legislature and call elections. 

The day before the deadline, Mr Wahid 
appeared to be backing away from the idea 
once again. A presidential spokesman said 
it might not be needed as efforts were un- 
der way to find a compromise. There were 
meetings with two of his chief opponents 
and talk again of a ceremonial role for the 
blind president as “father of the nation”. 
Mr Wahid said the threat still stood, but 
thatit might nottake effect until July 31st, to 
allow time for a solution. 

The vice-president, Megawati Sukarno- 
putri, Mr Wahid’s presumed successor if 
heis ousted, made it clear she still favoured 
impeachment. His arch-enemy, Amien 
Rais, speaker of the People’s Consultative 
Assembly (MPR), summoned its members 
to the capital, Jakarta, to be ready for a 
“snap impeachment” on the night of July 


2oth if need be. An aide of his said Mr Wa- »» 





Wahid heads for a showdown 


> hid would be “immediately impeached” if 
he issued his decree. 

But does Mr Wahid have the power to 
dissolve parliament anyway? Adnan Buy- 
ung Nasution, a prominent lawyer, said 
that, should he try, Mr Wahid might end 
up on trial like the ousted Philippine presi- 
dent, Joseph Estrada. The charge would 
not be corruption, but treason. Mr Nasu- 
tion is aname to conjure with in the Indo- 
nesian legal world, as deputy chief of the 
supervisory committee for the 1999 elec- 
tion and head of a legal team helping Gen- 
eral Wiranto, a former military chief, in the 
matter of alleged atrocities in East Timor. 

Mr Wahid is on shaky legal ground. He 
has sworn again and again to defend the 
1945 constitution. But nothing in that con- 
stitution or elsewhere gives him authority 
to dissolve the legislature. In fact, its sec- 
ond article states that “sovereignty is in the 
hands of the people, and is implemented 
in full by the People’s Consultative Assem- 
bly.” The Mpr appoints the president, not 
the other way around. His decree would 


_ presumably have to be based on an 


authoritarian 1959 law on emergencies, 
not exactly the tool of a democrat. A new 
statute was passed in 1999 but prompted 
bloody protests on the streets of Jakarta 
within hours. Several people died, and it 
was never signed into law. 

Unfortunately, there is a historical pre- 
cedent for Mr Wahid’s proposed action, 
anditis nota good one. On July 5th 1959 In- 
donesia’s founding president, Sukarno, is- 
sued a decree dissolving the Konstituante, 
a constitution-making body that had 
failed to achieve its goal in four years. It 
was the start of nearly four decades of dic- 
tatorship or near-dictatorship, first under 
Sukarno and then his successor Suharto. 

Dewi Fortuna Anwar, an adviser to a 
former president, B.J. Habibie, says there 
was really no constitutional basis for that 
decree either. However, it was accepted 
because of the critical problems facing the 
country then, with rebellions in several re- 
gions. And it had the support of the armed 
forces, which Mr Wahid does not. 

Indonesia’s legal system, however, is a 
mess and almost everything involving the 
constitution is open to conflicting interpre- 
tations. In the views of those legal experts 
on Mr Wahid’s side, if he declares an emer- 
gency he can in theory do anything he 
likes. But in the world of realpolitik, with- 
out support from the soldiers and police- 
men who would have to implement the 
state of emergency, it would not work. 

Insiders say Mr Wahid realises this. But 
should he decide, early on Friday morn- 
ing, to back down, he may feel he is left 
with no alternative but to employ his final 
weapon: the fanatical mobs of his native 
East Java, who revere him like a saint and 
may descend violently on the capital to de- 
fend him. The losers in this would be first 
Mr Wahid himself and then his country. m 






Number of pirate 
EEA Siion 2000 
Source: ICC International H 
Maritime Bureau 


Piracy in Asia 
Dangerous waters 





Gene 


La PACIFIC x 
OCEAN 






Regional efforts to combat piracy are taking shape 


HORTLY after the Selayang, a Malay- 

sian tanker, left Port Dickson in the Ma- 
lacca Strait last month, she was boarded by 
pirates who took her crew hostage and re- 
routed her round the southern end of Bor- 
neo. After a week-long chase, Indonesian 
air and naval units eventually recaptured 
the ship. Luckily, all 14 crew members 
were unharmed and most of the ship’s 
cargo of oil was intact. The crew of the 
Cheung Son—shot and thrown overboard 
when the ship was hijacked in the South 
China Sea in 1998—were not so fortunate. 

Piracy is a growing threat to ships and 
their crews. The International Maritime 
Bureau (IMB), a division of the Interna- 
tional Chamber of Commerce, reported 
over 460 attacks by pirates worldwide in 
2000, an increase of 56% over 1999. And 
the International Maritime Organisation 
(Imo), based in London, estimates that 
only half of the incidents are actually re- 
ported. Attacks range from petty theft by 
unemployed fishermen and opportunistic 
criminals—the great majority of inci- 
dents—to highly organised, gang-operated 
hijacking. 

Although there is growing competition 
from the seas that wash Bangladesh and 
India, the favourite pirate zone remains In- 
donesia’s waters and in particular the Ma- 
lacca Strait, which altogether account for 
over 40% of the reported attacks. The strait 
is one of the busiest waterways in the 
world, used by 200 or more ships daily. As 
they slow down, and lose their ability to 
manoeuvre in order to negotiate the nar- 
row and shallow waters, cargo ships are 
sitting ducks. 


In the mid-1990s, Indonesia, Malaysia 
and Singapore, the three states bordering 
the strait, appeared to have the situation 
under control, with only a single incident 
reported in 1998. But in 2000, 75 ships were 
attacked there. According to the ms, Indo- 
nesia’s deteriorating economic and politi- 
cal situation is at the root of the increase in 
piracy in the region. 

Legal loopholes are also to blame. Most 
Asian countries do not have adequate na- 
tional laws on piracy, though those that 
have treated it as a serious problem have 
made significant progress. Since China 
sentenced the 13 hijackers of the Cheung 
Son to death in 1999, pirates have been go- 
ing farther afield to dispose of hijacked 
ships and cargoes. To help countries fill 
this legal vacuum, the Comité Maritime In- 
ternational (cm1), a body of national mari- 
time-law associations, has been drafting a 
model national piracy law, which should 
be ready by the end of the year. 

National efforts, however, can extend 
only as far as territorial waters. When pi- 
rates make sail for neighbouring countries 
with their hijacked prizes, matters get 
more complicated. Some countries have 
had trouble investigating crimes that have 
been committed neither in their jurisdic- 
tion nor by their own nationals. When the 
Chinese authorities recovered the Global 
Mars, which had been hijacked near Ma- 
laysia last year, they had to let the crew— 
from the Philippines and Myanmar-—go. 
Only five Asian countries (China, India, Ja- 
pan, Pakistan and Sri Lanka) have ratified 
the 1Mo’s 1988 Rome convention, which 
provides an international legal framework 
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> tochase, prosecute and extradite pirates. 
Efforts to enhance regional co-opera- 
tion have been multiplying. Besides push- 
ing for more countries to ratify the conven- 
tion, the imo has developed a common 
code of practice to investigate crimes on 
the high seas, which it hopes will be 
adopted during its meeting next Novem- 
ber. Japan, anxious to secure its maritime 
lifeline, has also been pushing for more ac- 
tive collaboration. The 1mB’s Piracy Re- 
porting Centre—based in Kuala Lumpur— 
monitors ship movements around the 
world and co-ordinates pirate chases 
across borders. A few weeks ago it also 
brought together national authorities, ma- 
rine policymakers and ship-owners in 
Kuala Lumpur. If countries in the region 
take these efforts seriously, the pirates 
could be the ones in dangerous waters. m 


Japanese reform 


Sinking, not flying 


OSAKA 


The building of Osaka’s new airportis 
burdened by bureaucracy 


HE sea wall is built and the giant barges 

are swinging lazily into place, dumping 
their cargo of earth and rocks into the wa- 
ter. Building a second runway at the Kan- 
sai international airport, perched on a 
man-made island in the bay of Osaka, Ja- 
pan’s second city, has not been easy. Air- 
port officials have battled grimly against 
hostile public opinion, campaigning local 
politicians and budget planners at the Fi- 
nance Ministry, which keeps an anxious 
eye on the airport's ugly finances. At last, 
however, the sight of all that soil sinking 
into the sea has begun to lift their spirits. 
Only a severe earthquake, say airport offi- 
cials, can stop their plans now. 

The celebrations may not last. Sud- 
denly, there are new worries at “mini- 
Kasumigaseki”, the airport’s six-storey ad- 
ministrative offices, named after Tokyo’s 
bureaucratic district because of its hun- 
dreds of government officials. Junichiro 
Koizumi, Japan’s reform-minded prime 
minister, says he wants to take on his coun- 
try’s mighty bureaucracy. His targets are 
the myriad public-sector companies, 
called special corporations, whose busi- 
ness interests have spread into everything 
from mortgage loans to motorways. 

Mr Koizumi has already claimed one 
scalp, the Japan National Oil Corporation, 
whose accumulated losses, from financing 
nearly 300 failed or failing oil-exploration 
ventures, may run to $10 billion or more. 
In the autumn, say Mr Koizumi''s officials, 
the oil company will be divided and priva- 
tised. Officials at the Kansai airport must 


be wondering if they are to be next. 

The company that runs the airport is a 
special sort of special corporation, called a 
“third-sector” project. The idea of these 
projects, born in the late 1980s as a wave of 
privatisations swept Britain and then 
other countries, was to improve public- 
sector efficiency with private-sector 
money and management. At Kansai, this 
principle was not so much lost as never 
discovered. Almost all the company’s 
shares are owned either by the national 
government or by a consortium of five lo- 
cal governments. Its borrowings are guar- 
anteed by the government. Most of the 
company’s 500-odd staff are government 
workers on secondment. Most of its board 
members are former government officials. 

Shoddy management has hobbled the 
company from the start. The airport is built 
on a type of clay whose behaviour, under 
a heavy load, is hard to predict. When the 
management asked its scientific advisers 
how much the island would sink into the 
bay, says Koichi Akai, who chaired the sci- 
entific committee, the scientists came back 
with a wide range of possibilities. 

The managers chose the most optimis- 
tic estimate, and built their island and the 
company’s finances on the hope that they 
would be lucky. They were not, and more 
soil and more loans were needed. The ex- 
tra soil made the island heavier, so it sank 
even deeper into the mud. Although the 
airport opened in 1994, it is still sinking to- 
day, and Mr Akai reckons it may have an- 
other metre to drop. The extra soil, together 
with building work to protect fuel tanks 
and the terminal building have added $4 
billion to costs, putting the first phase of 
the project about 50% over budget. 

Flights to and from the airport did not 
match the company’s sunny forecasts, and 
its losses started to mount. If the airport 


Don’t mention global warming 


went ahead with phase two and built a 
second runway, it soon became clear, its fi- 
nances would collapse. The solution, in 
the minds of the Transport Ministry’s cre- 
ative bureaucrats, was to establish a sec- 
ond airport company. This second com- 
pany has borne the new runway’s huge 
construction costs, partly financed, this 
time, with subsidised, interest-free loans 
from the government. The second com- 
pany will lease the runway to the first com- 
pany when it is ready for use, in 2007. The 
first company will then buy the runway 
from the second company after a further 
30 years, and the second company will be 
duly wound up. Thanks to a ten-year holi- 
day on the debt, no one has to pay any- 
thing until 2007. 

But not even these arrangements have 
satisfied the Finance Ministry that the air- 
port's finances will improve. Last summer 
the ministry floated the idea that the pro- 
ject should be scrapped. Fierce lobbying 
put a swift stop to that, but the Finance 
Ministry still insisted on another financial 
restructuring. The plan, due to be unveiled 
at the end of August, will centre on con- 
verting yet more bank loans into subsi- 
dised, interest-free debt. At a meeting last 
month the airport’s shareholders once 
again reappointed the management. 

It is attitudes like these that Mr Koizumi 
must change if he is serious about tackling 
his government’s sprawling commercial 
interests. Officials work within a tradition 
of all-powerful bureaucracy, and their 
contempt for the humble citizen is bound- 
less. Yet the Japanese are not fools. “Japan 
is sinking,” says a middle-aged man as the 
airport train rumbles over a 5km bridge to- 
wards the island, “just like this airport.” 
What delight there would be in Osaka if 
Mr Koizumi left the airport standing, but 
buried its management. m 
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The Democrats 


More questions than answers | 


INDIANAPOLIS 


The Democrats’ attempt to find a post-Clinton identity is not going well 


OR a party that at the last election lost 

all three institutions of government for 
the first time in 48 years, the future of the 
Democrats ought to be reasonably bright. 
Thanks to Jim Jeffords’s defection from the 
Republicans, they already sort-of control 
the Senate. They are using that power to 
trumpet favoured policies such as extend- 
ing the Medicare system to cover prescrip- 
tion drugs, raising the minimum wage, 
and so on. Unlike other “out” parties, such 
as the Tories in Britain, the Democrats suf- 
fered no landslide, essentially tying the 
popular vote. And George Bush's polling 
numbers seem to be drifting slowly down. 

Yet to judge by this week’s annual 
meeting of the Democratic Leadership 
Council in Indianapolis, the party cannot 
make up its mind how to take advantage of 
its chances. The meeting was the biggest 
gathering of elected officials and party 
members since voting day (700 or so 
showed up) and the Democrats’ first 
chance to work out lessons from their de- 
feat for the 2002 congressional and the 
2004 presidential elections. 

The DLC is the modernising wing of the 
party: pro-business, pro-technology, pro- 
defence, pro new ideas of every kind. In 
the past, it has lambasted the left’s obses- 
sion with narrow interest groups, such as 
teachers’ unions and abortion-rights activ- 
ists. It has championed welfare reform, 
free trade, school choice (including vouch- 
ers) and even the partial privatisation of 
Social Security, although by adding priv- 
ate retirement accounts to the system, not 
by substituting them for it. 

With Mr Bush having abandoned 
school vouchers and with many Demo- 
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crats lining up to oppose his plans for mis- 
sile defence, Social Security and trade pro- 
motion, the pic might have used this 
occasion to remind its colleagues of the 
centrist message that won Bill Clinton two 
elections. Instead, the DLC chose to focus 
not on policies but ona particular electoral 
group: white male voters. 

In the 2000 election, Al Gore won only 
36% of the white guys’ vote. Democrats did 
almost as badly in races for the House, Sen- 
ate and state governors (ie, it wasn’tjust Mr 
Gore’s enticing personality). Their perfor- 
mance was even more miserable than it 
looks, because Ross Perot had siphoned off 
some white males in 1992 and 1996. His Re- 
form Party collapsed in 2000—yet the 
Democrats did not benefit one jot. 

White men account for almost 40% of 
the current electorate. They account for a 
high proportion of suburbanites, college- 
educated people and shareholders—all 
growing groups (see three panels in our 
chart) where Mr Bush did well. White men 
are ideologically more conservative than 
the population as a whole. Only 16% iden- 
tify themselves as “liberal” (ie, left wing) 
compared with 20% of voters in general. 

Democrats cannot turn themselves 
into conservatives. But the New Demo- 
crats think they can avoid giving the im- 
pression of being the big-government, 
anti-business party that Mr Gore seemed 
to trumpet last year. They can also sound 
(and sometimes be) more conservative on 
social issues. For example: 
© Those who go to church more than once a 
week voted almost two to one for Mr Bush, 
a surprising result considering that reli- 
gious Americans are not a homogeneous 
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group. The DLC answer: support federal 
funding of social work by churches, syna- 
gogues and mosques. Joe Lieberman, Mr 
Gore’s running mate, is preparing his own 
version of Mr Bush's “faith-based initia- 
tive” to bring to the Senate. 

+ Half of those who voted last time owned 
guns and two-thirds of them backed Mr 
Bush. Democrats, say the DLC, need to say 
explicitly that they support legal gun own- 
ership and the second amendment, rather 
than talking about tighter gun rules. 

e Only 44% of married couples backed Mr 
Gore (compared with 57% of singles). So 
the Democrats should be tougher about 
the sorts of things that worry parents, such 
as sex and violence on television. 

+ A huge 64% of military officers say they 
are Republicans, compared with just 8% 
who are Democrats—even though Mr Gore 
supported bigger spending increases for 
the military than Mr Bush. Answer (in so 
far as there is one): don’t oppose missile 
defence root and branch; get behind the 
notion of transforming the military 
against new threats. 

Such an agenda would perhaps make 
Democrats less off-putting to conservative 
white men. But does it really represent a 
winning electoral strategy for Democrats? 
There are several reasons for doubt. 

The first concerns the fourth panel in 
our chart. The most obvious source of new 
votes for Democrats in future is not white 
men but the fast-growing (though under- 
registered for voting) Latino population 
who, outside Texas and Florida, vote 
Democratic by two to one. Even in the 
short term, this demographic shift could 
have a massive effect. By one calculation, if > 
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whites, blacks and Latinos repeat their 
2000 voting patterns in 2004, the Demo- 
cratic candidate would win. 

Parts of the pLc’s agenda would no 
doubt consolidate the Democrats’ appeal 
to Latinos, who hold conservative posi- 
tions on, say, abortion. Still, that appears to 
be a secondary consideration. The DLC’s 
primary targets are white males. And even 
with that group there are problems with its 
sales pitch. 

Mr Gore’s failure with white males 
may have had less to do with “values” 
than with plain old economics. Middle-in- 
come earners did less well during the 
1990s than those at the top and, to a lesser 
extent, the bottom (where people saw 
their incomes rise for the first time in many 
years). So itis not certain how much a “val- 
ues based” appeal will help. 

Moreover, there is an exception to the 
general rule that Democrats did badly 
among white men. Thanks to a huge get- 
out-the-vote effort, unions won the indus- 
trial heartland states of Michigan and 
Pennsylvania for Mr Gore. Unions, in 
other words, have a proven track record in 
persuading white men to vote Democratic. 
That has given them increased influence in 
the party. And they do not think much of 


the New Democrats’ agenda. 

Unions disagree with the pLc about 
trade liberalisation and are far less enthu- 
siastic about the benefits of the new econ- 
omy. More immediately, they insist that 
Mr Gore’s bashing of Big Oil, Big Insurance 
and Big Pharma was popular and remains 
so. Indeed, the Democrats’ tactics in Con- 
gress are to generate support by attacking 
Mr Bush’s energy plans and by passing 
health-reform measures opposed by insur- 
ance and drugs companies. 

It is true that the DLO’s new prescrip- 
tions—which boil down to moderating the 
tone on social issues, rather than changing 
policy positions—could take some of the 
bitterness out of the Democrats’ perennial 
struggles between left and right. But the es- 
sential disagreement remains: unions do 
not think that populism is poison, as the 
DLC does, and they see no need for an 
elaborate agenda to appeal to the values of 
white men. 

“The pic got mugged by the reality of 
the 2000 election,” crows Robert Borosage 
of the left-wing Campaign for America’s 
Future. That is unfair. It was not the DLC 
that got mugged, but the party as a whole. 
The Democrats still seem dazed from the 
assault. m 





Missile tests 


If at first you don’t succeed... 


A timely hit in space has helped the Pentagon’s case 


Te time, nobody could accuse the 
Pentagon of building up unrealistic 
expectations. In the run-up to its fourth at- 
tempt to stop a long-range ballistic missile 
as it hurtled through space on July 14th, the 
Defence Department insisted again and 
again that it did not really matter much 
whether the $100m experiment worked. 

What were test failures, anyway—so the 
argument went—except a healthy sign that 
new ideas were being tried out, and new 
conclusions being drawn? As Paul Wolfo- 
witz, the deputy defence secretary, told 
Congress, all the best arms programmes 
began with one setback after another. 
“Failure is how we learn,” he insisted. “If a 
programme never suffers test failures, it 
means someone is not taking enough risks 
or pushing the envelope.” 

In fact, the test went according to 
plan—or so the Pentagon, very cautiously, 
asserts. First an intercontinental ballistic 
missile, carrying a mock warhead, was 
launched from an air base north of Los An- 
geles. Simultaneously, a decoy balloon 
was fired in a similar direction. Then, 
about 20 minutes later and 5,000 miles 


away, an interceptor rocket carrying a 
small “kill vehicle” was unleashed from 
the Kwajalein atoll in the Marshall Islands; 
within eight minutes, the killer had de- 
tached itself, figured out which was the 
fake target and collided with the real one at 
more than 16,000 miles per hour. 

Pictures relayed to the Pentagon 
showed an impressive flash of light; there 
was cheering in the control room. True to 
his low-key style, Donald Rumsfeld, the 
defence secretary, followed proceedings 
from home for the reason—his spokes- 
woman said—that it was “just a test”. 

Should American taxpayers be con- 
cerned, then, that not enough risks are be- 
ing taken or envelopes pushed? In one 
sense, yes. The target was cone-shaped, 
whereas the decoy was round, and there 
was only one of them. In real life, there 
might be lots of decoys, and they would be 
identical in shape to the real target. 

But politically, of course, it was a plea- 
sure to hit the target, particularly at a time 
when doubts about the whole idea of 
sharply increased spending on missile de- 
fences are growing among Democrats. The 





Shooting star? 


two tests last year were both embarrassing 
failures. The first one, in October 1999, ap- 
peared to be successful but was later pro- 
nounced a partial failure after it turned out 
that the interceptor at first homed in on the 
decoy, not the real target. This time the Pen- 
tagon is stressing that it will take several 
weeks to analyse the data from the test and 
see whether everything really worked. 

In any case, the promotion of a “culture 
of failure” has a purpose which goes far be- 
yond this month’s experiment. Mr Rums- 
feld has given notice of a sharp accelera- 
tion in the pace of testing, designed to 
create, as quickly as possible, an anti-mis- 
sile defence system consisting of three 
“layers”—in other words, with the ability 
to hit missiles during their ascent, at their 
mid-point, and on their way down. In 
2002 alone there will be ten tests, and the 
number could rise if there are any set- 
backs. Experimental interceptor silos will 
be built at two sites in Alaska. 

Philip Coyle, who supervised the Pen- 
tagon’s testing programme until a few 
months ago, but has since joined a left- 
wing lobby group, the Centre for Defence 
Information, believes that his erstwhile 
masters should at least be given credit for 
consistency. “If they are serious about ac- 
quiring layered anti-missile defences as 
soon as possible, they are doing the right 
thing,” he says. By his calculation, each 
layer will take up to 24 “developmental” 
tests (in other words, tests in which the 
conditions are rigged to be more benign); 
only then can operational tests, designed 
to reproduce real-life conditions, begin. 

Assuming at least ten tests a year, it 
might be realistic to deploy a reliable de- 
fence against a limited strike by about 
2010, Mr Coyle reckons. The Pentagon has 
suggested that a provisional shield might 
be erected much sooner, using equipment | 
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which had not yet been fully tested. But Mr 
Coyle predicts that the Pentagon's regional 
commanders-in-chief will be reluctant to 
take into service assets whose reliability is 
still in question. 

Another point on which Mr Coyle dif- 
fers from his former bosses is their conten- 
tion that pursuit of an anti-missile defence 
system will inevitably “bump up against” 
the Anti-Ballistic Missile treaty within a 
matter of months. In his view, the ground- 
based solution being tested this month can 
be pursued for several more years without 
breaking the treaty. As for the sea-based or 
air-based defences that Mr Rumsfeld also 
wants to develop, they would violate the 


treaty (which permits only a limited num- 
ber of fixed, land-based interceptors) once 
they were deployed. But the Pentagon 
does not yet have the ability to test treaty- 
busting interceptors launched from the sea 
or the air. 

In the longer run, though, sea-based 
systems, designed to strike missiles during 
their ascent, have big attractions. And if 
the Pentagon is sincere in saying that its 
main concern is with unpredictable little 
dictatorships (all the current examples of 
which happen to have coastlines), it may 
be possible to win Russian assent to the de- 
ployment of interceptors at sea. It has not 
beena bad week for Mr Rumsfeld. = 





Public life in Arkansas 


Murder, rape and Clinton-bashing 


LITTLE ROCK 


In other words, politics as usual in Little Rock 


RKANSAS politics retains the dark 
Southern-Gothic character of a Flan- 
nery O'Connor short story. Wayne Du- 
Mond is a case in point. He has just been 
charged with a woman's murder in Mis- 
souri. He is a suspect in another murder 
case. And he has awkwardly left the gover- 
nor of Arkansas, Mike Huckabee, with 
some questions to answer just at the start 
of a re-election campaign. 

Mr DuMond is not a particularly sym- 
pathetic figure. In 1972 he avoided prosecu- 
tion for the gruesome bludgeoning of an 
Oklahoma man by agreeing to testify for 
the state. The next year, he received a five- 
year deferred sentence after pleading 
guilty to an attack on a woman outside a 
Washington state shopping mall. In 1976 
he admitted raping another Arkansas 
woman, but was not prosecuted when the 
woman refused to testify. 

In 1984, in Forrest City, a small town in 
the Delta named after the Ku Klux Klan’s 
founder, Mr DuMond raped a teenage 
cheerleader who was a distant cousin of 
Bill Clinton. While awaiting trial, he was 
bound and castrated with a razor blade 
and fishing wire in his own home by vigi- 
lantes who were never identified. A few 
weeks later, fire destroyed his house. For a 
time, the county sheriff kept Mr DuMond’s 
testicles in a jar in his office and invited the 
media to view them. Although some peo- 
ple doubted the rape, Mr DuMond was 
sentenced to life in prison in 1985. 

Mr DuMond became a legend in Arkan- 
sas politics. Mr Clinton’s many enemies 
claimed that he had been framed by politi- 
cians trying to gain favour both with Mr 
Clinton and with another local grandee. In 
the early 1990s, Mr Clinton, away on the 


campaign trail, passed on Mr DuMond’s 
requests for parole to his lieutenant-gover- 
nor, Jim Guy Tucker. Mr Tucker, who was 
elevated to governor when Mr Clinton 
went to the White House, duly commuted 
Mr DuMond's sentence from life to 39 
years and six months. 

But Mr Tucker, who got entangled in the 
Whitewater mess, was ousted from office 
in 1996. The DuMond case then passed to 
his Republican successor, Mike Huckabee, 
who announced his intention to free the 
prisoner. Democrats dismissed this as 
Clinton-bashing. But in 1997 Mr Huckabee 


DuMond, back in court, back in politics 
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started the process of granting clemency, 
until a public outcry caused him to draw 
back. In his letter to Mr DuMond denying 
clemency, he nevertheless wrote: “My de- 
sire is that you be released from prison.” 

By coincidence, on that same day, the 
Arkansas Post Prison Transfer Board voted 
to parole Mr DuMond on condition that he 
leave Arkansas. Board members now say 
that Mr Huckabee put pressure on them to 
release him; the governor denies it. But 
both Texas and Florida refused to take Mr 
DuMond, so he stayed in prison. In 1999, 
having served 14 years (about four more 
than the average convicted rapist in Arkan- 
sas), Mr DuMond was released by the pa- 
role board to live with a relative in south- 
ern Arkansas. Last year, he got married 
and moved to Missouri, where he now 
faces the new murder charge. 

While Mr DuMond stews in a Missouri 
jail, Democrats in Arkansas claim that Mr 
DuMond will be Mr Huckabee’s “Willie 
Horton” during next year’s gubernatorial 
campaign (Mr Horton, a Massachusetts 
prisoner who was let out on a weekend 
pass and committed a murder, was used to 
much effect by Republicans against the 
state’s then governor, Michael Dukakis, 
during the latter’s 1988 presidential cam- 
paign). Mr Huckabee plays this down, 
pointing out that it was Messrs Clinton 
and Tucker who started the ball rolling. His 
approval rating is also still above 75%. 

But Arkansas politics can be as volatile 
as it is dirty, and the governor's professed 
keenness to let Mr DuMond go free may 
make him vulnerable. Even some of his 
supporters think an apology might be in 
order. That, though, would mean a victory 
of sorts for Mr Clinton: something no Ar- 
kansas Republican could countenance. m 
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California’s power crisis 


How to keep the fans turning 


LOS ANGELES, SACRAMENTO AND SAN FRANCISCO 


Asit wrestles with its convoluted electricity crisis, Californiais slowly teaching 
America how—and how not—to manage power 


(19 CTRICITY is too essential to be left 

to the market...Itis a critical, life-giv- 
ing resource, not a commodity.” So says 
Medea Benjamin of Global Exchange, a 
San Francisco-based group best known for 
opposing globalisation. Now it is turning 
its fury on electricity deregulation. Ms 
Benjamin, a Green Party Senate candidate 
last year, is leading a grass-roots move- 
ment to put the whole country’s electricity 
industry under municipal control. With 
ballot initiatives in San Francisco, San 
Diego and other cities, the “public power” 
movement is the one clear winner from 
this year’s power cuts and price rises. 

The idea that California, home of Rea- 
ganomics and Silicon Valley, should now 
embrace socialism is not as far-fetched as it 
sounds. Anti-market forces have been fu- 
elled by a botched deregulation five years 
ago of the state’s power sector that has led 
to soaring prices, near-bankrupt utilities, 
and black-outs. 

In a striking display of “public power”, 
the state government has stepped in to buy 
wholesale power on behalf of its utilities. 
Now it is trying to buy the power grid. 
Gray Davis, California’s governor, has 
even created a state Power Authority and 
anointed David Freeman, a wily veteran 
of government-run power agencies, as his 
“energy tsar”. 

Faced with this astonishing expansion 
of public power, some in the California 
legislature have been trying to rein in Mr 
Davis’s ambitions. Legislators this week 
debated whether to approve his plan to 
keep Southern California Edison (SCE), a 
big utility, from bankruptcy by buying its 
grid assets for the inflated price of $2.76 bil- 
lion. Separately, the governor is also buy- 
ing the grid assets of another utility, San 
Diego Gas & Electric (spG&e), which re- 
mains healthy. One assemblyman from 
his own party put it this way: “If we’ve 
demonstrated anything in the past few 
months, it’s that the state of California has 
no business being in the power business.” 

Yet the state looks likely to remain in the 
power business for years, especially if 
things get worse. The Independent System 
Operator (1so), which runs the grid, has 
forecast some 260 hours of black-outs this 
year. Economists at the University of Cali- 
fornia at Los Angeles worry that the power 
crunch will drag the state’s economy, the 
world’s fifth biggest, into recession. Even 
the energy tsar is cautious: “We've just 
landed at Normandy, butit’s along way to 


Berlin—and we may yet have to fight a Bat- 
tle of the Bulge.” 

The state has a bad record to live down. 
Mr Davis’s early handling of the power cri- 
sis was disastrous. He ignored the first 
warning signs, which came a year ago 
with price spikes in San Diego, and strug- 
gled for months to work out what to do. By 
reacting so slowly, Mr Davis may have cost 
taxpayers some $20 billion. This year, the 
state expects power costs to top $50 billion, 
up from $7 billion in 1999. 

Still, the governor can no longer be ac- 
cused of doing nothing. On the supply 
side, he has just helped hustle into service 
three power plants, the first big plants to 
open in the state in a decade. The demand 
picture is better, too: thanks to conserva- 
tion, demand is a tenth or so below last 
year’s level. More encouragingly, the peak 
price of power on the wholesale market 
has dropped considerably since March. Mr 
Davis, naturally, claims credit for that. 


The Californian answer 

His longer-term plan has three parts. First, 
the state is pushing public power, as is 
seen in the new power authority andin Mr 
Davis’s attempts to buy the grid. Second, it 
is purchasing long-term contracts: Mr Free- 
man negotiated a clutch of these a few 
months ago, at the height of the crisis. 
Third, it is pummelling producers (“price- 
gougers” and “bloodsuckers”, as Mr Davis 
prefers to call them) through price caps 
and rebates. After months of resisting his 
calls, the Federal Energy Regulatory Com- 
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A bright future for the governor? 


mission (FERC), America’s top electricity 
regulator, agreed in June to impose “soft” 
caps on wholesale prices. The FERC is also 
considering Mr Davis’s claim that generat- 
ing firms should pay a $9 billion refund. 

Do these three things add up to a coher- 
ent policy? Take public power first. Even 
market-minded experts accept that some 
state intervention was necessary to re- 
solve the crisis, but most of them argue 
that the state should withdraw once the 
botched deregulation is set right. 

It may not. The governor has sweeping 
powers to build and seize plants, and he 
has, in effect, taken over the state’s 1s0. The 
newly created power authority answers to 
him directly, not to regulators, and the new 
energy tsar insists that the authority is not 
temporary. He also promises to seize 
plants only as “a last resort”, but may find 
it hard to restrain himself: in early July, a 
committee of the state Senate passed a 
resolution encouraging him to “comman- 
deer” plants. Loretta Lynch, the head of the 
Public Utilities Commission, the state’s top 
regulatory body, wants deregulation to be 
scrapped altogether and the state to return 
to “cost-based pricing” regulation. 

Since Mr Davis long opposed efforts to 
increase retail rates to pass on those higher 
wholesale costs, the bill for power will be 
mostly picked up by taxpayers. To keep the 
state’s coffers full, it has tried to use its good 
(though fading) credit rating to tap the fi- 
nancial markets. Mr Davis plans to float a 
$13 billion bond (the largest-ever munici- 
pal offering in America) later this year. 

What about long-term power-pur- 
chasing agreements? The governor’s men 
insist that the recent drop in wholesale 
prices owes much to the long-term con- 
tracts. One reason to think otherwise is the 
astonishing number of power plants now 
being built across America (see chart 1 on 
next page). This supply-side surge is a natu- 
ral response to the sky-high wholesale 
prices of the past year—and one that 
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» would have produced lower prices any- 
way, long-term contracts or not. On cur- 
rent trends, there will be a glut in two 
years’ time. Joe Zenker of Cambridge En- 
ergy Research Associates, a consultancy, 
reckons the contracts may even have 
propped prices up. 

Another critic is Kathleen Connell, the 
state’s controller. “I dispute the governor’s 
assertion that long-term contracts have re- 
duced prices,” she says. “We are now com- 
mitted to long-term high prices negotiated 
in a short-term panic.” The governor's 
aides say that the average price of electric- 
ity reflected in those contracts, which 
make up the lion's share of the state’s 
needs over the next decade and beyond, is 
about seven cents per kw-hour. No doubt 
that seemed a bargain back in March, 
when prices had soared past 15 cents per 
kw-hour, but it already looks excessive to- 
day—never mind when the glut arrives. 

And price caps? The governor insists 
the FERC’s decision, on June 19th, to im- 
pose a limit on what generators can charge 
California and other western states 
prompted the recent price decline. It is pos- 
sible that these price caps have splashed 
cold water on an overheated wholesale 
market. But prices were heading down 
anyway thanks to increased supply. The 
great danger, as this paper has argued, is 
that the caps will not remain temporary: 
and that, if they stay, they will discourage 
fresh supply. 

A good new study from the Massachu- 
setts Institute of Technology illustrates the 
pitfalls. It shows that price caps can moder- 
ate price spikes, but at an unacceptable 
cost: capping prices dampens price signals 
and discourages investment, so shortages 
result. The perverse result is that the 
capped price can be higher than the level 
achieved without caps (see chart 2)—and 
that the average long-term capped price 
may be higher than the uncapped price. 

For all this, there may be a silver lining 
in the cloud. Spurred by California’s mess, 
federal officials are looking more widely at 
failures in the wholesale power market. 
One area where Mr Davis can claim a po- 
litical victory, if not necessarily a financial 


one, concerns the abuse of market power 
by generators. For months now, he has ar- 
gued that this is the root cause of his state’s 
power crisis. He has asked the FERC to in- 
vestigate suspicious breakdowns at power 
plants, possible collusion and other things 
that, he claims, have jacked up prices. 

The FERC, led by its market-minded 
boss, Curtis Hébert, has generally been 
sceptical. But about a month ago the 
FERC’s commissioners appointed a judge 
to supervise negotiations between the 
state and its power suppliers over refunds 
claimed by the state for alleged price goug- 
ing. Although the judge rejected Califor- 
nia’s demand for $9 billion, he agreed that 
its allegation of price gouging was justi- 
fied. As those talks broke down, the FERC’s 
commissioners must decide the case. 

An explosive new report by the Gen- 
eral Accounting Office, a federal watchdog 
agency, also suggests that the FERC has 
been negligent. The agency will now work 
to develop a new test of market power that 
may not allow suppliers to earn market 
rates in regional markets (like California) 
that it decides are “dysfunctional”’—in 
other words, non-competitive. A reflective 
Mr Hébert says his agency has learned 
from this crisis: “Looking in the rear-view 
mirror, we should have jumped in quicker 
with California.” 

The next weak link in the power-de- 
regulation chain is transmission and dis- 
tribution. Officials in California reformed 
the wholesale and retail power markets, 
but neglected the grid. As wholesale trad- 
ing has expanded, bottlenecks have built 
up in various places. One example is Path 
15, the chief grid connection linking the 
northern half of the state with the south- 
ern half. Black-outs have sometimes oc- 
curred simply because power has been 
choked off. 

Mr Davis has come up with a blunt an- 
swer: he wants the state to control the grid. 
Stephen Baum, the boss of Sempra Energy 
(which controls spG@e), thinks this is a 
sound plan. But the better way would be 
for regulators to consolidate America’s 
balkanised grid into just a few indepen- 
dent, regional operators, and then to give 
them strong incentives to upgrade the sys- 
tem. In this, too, California seems to have 
hada positive effect. OnJuly 11th, the FERC 
boldly ordered just such a consolidation. 

An even better way to get round bottle- 
necks is to expand distributed generation, 
or micropower. By placing small units 
close to the end-user, utilities (or end-us- 
ers) need not in the first place send so 
much power down those ageing lines. 

In the past, utilities sometimes used 
high “standby” charges or bogus safety 
worries to obstruct micropower. No lon- 
ger, insists the energy tsar. The state re- 
cently decreed that all “standby” charges 
are to be waived for the next two years for 
micropower units. “The utilities in the 


state are no longer capable of resisting,” Mr 
Freeman insists. “They are broke! And the 
people simply lack confidence in the grid’s 
reliability.” 

Thanks to those pricey long-term con- 
tracts, the economics of micropower look 
better than ever. Micropower technol- 
ogies, ranging from fuel cells to microtur- 
bines to small natural-gas plants, are tak- 
ing off. Mark Bernstein of the Rand 
Corporation, a think-tank, says firms are 
now taking even solar power seriously. 


Getting the signal 

Another flaw in California’s deregulation 
was the fact that retail tariffs were fixed 
even as wholesale prices were freed. Hav- 
ing received no retail price signals, con- 
sumers had no incentive to reduce con- 
sumption, no matter how high the 
wholesale price. Regulators have recently 
raised rates, but the new rates are fixed, 
too: they do not fluctuate with load, and so 
do not send price signals. Only introduc- 
ing real-time meters and real-time pricing 





for all customers would do that. 

Proper pricing is some years off, but 
regulators are at last dipping their toes into 
the water by installing smart meters as part 
of a trial. Estimates by the Electric Power 
Research Institute suggest that a drop in 
Californian demand of only 2.5% during a 
power crunch could reduce the wholesale 
peak price by up to 24%. 

The best news of all is that California’s 
power crisis may finally have provided a 
wake-up call to Americans, the world’s 
biggest guzzlers of energy. There are al- 
ready moves afoot, for example, to im- 
prove the efficiency of public-lighting fix- 
tures and to reduce the vast quantities of 
power wasted by appliances in “stand-by” 
mode. More generally, California’s trou- 
bles have strengthened the case for valu- 
ing power properly and usingit efficiently. 
A genuinely competitive market—with a 
vigilant regulator and proper price sig- 
nals—is surely a better way to achieve that 
than adding further layers of bureaucracy. 
By trial and by error, California continues 
to light the way for the rest of America. m 


Lexington The incredible shrinking VP 





Something is happening to Dick Cheney 











D ICK CHENEY spent part of this week doing one of the most 

dismal jobs in the world: holding town-hall meetings to try 
to sell his energy policy to a sceptical America. He was suffering 
from such a bad case of laryngitis that he had to sit by impas- 
sively while his wife delivered his speeches for him. And his 

_ speeches included the sort of touchy-feely tosh—“conservation 
is a must”—that Mr Cheney despises. 

Most vice-presidents start off with no influence and then 
gradually try to acquire some. Mr Cheney may be doing the re- 
verse. A few months ago, praise was heaped on him. This col- 
umn, it should be admitted, was the first to compare him to a 
prime minister. Others depicted him as a father-figure, a Mr 
Fixit, a steady hand and a Grand Panjandrum. He ran the transi- 
tion, chaired cabinet meetings, co-ordinated relations with Capi- 
tol Hill. All roads in Washington led to Mr Cheney. 

But now he is a much diminished figure. The former oil man 
is the prime exhibit for the argument that the Bush administra- 
tion is more interested in producers than consumers. He is being 
required to do more of the mundane jobs that traditionally bur- 
den vice-presidents: attending boring functions, tapping fat cats 
for further contributions, and floating trial balloons. Rather than 
beating a path to his door, Washington is whispering about how 
far the shrinking will go. Might Mr Cheney even be dropped 
from the ticket in 2004? 

The most obvious reason for this detumescence is that his 
early prominence was too good to last. Mr Cheney inevitably at- 
tracted a huge amount of attention as a comparative Washing- 
ton insider in a predominantly Texan entourage. He helped to 
dispel fears that the young Texan rube would be out of his depth 
in Washington. He was also the natural choice to run the transi- 
tion, having been involved in three of them in the past. 

But George Bush and his team are no longer strangers to 
Washington. Mr Bush has earned his spurs by pushing the tax 
cut through Congress. People like his national security adviser, 
Condoleezza Rice, are visibly more confident in their jobs. Karl 
Rove, his senior adviser, regards himself as the grand master of 
political strategy. Mr Cheney is just one voice among many. His 
reputation suffers, too, from one of his greatest virtues: that he is 
so self-effacing. Most vice-presidents, no matter how loyal, cher- 
ish dreams of following their bosses to the Oval Office. But Mr 





Cheney has no ambition to become president. 

There is also a more malicious explanation for Mr Cheney’s 
diminishing profile. The vice-president's fingerprints are on both 
of the administration’s biggest muck-ups. He was responsible 
for fashioning its energy policy, which has become Mr Bush’s 
equivalent of Bill Clinton’s “gays in the armed forces” fiasco. It 
was Mr Cheney who growled that conservation was nothing 
more than “personal virtue”, and now there is a fuss about the 
vice-president off-loading the energy costs of his residence— 
$186,000 and rising—on to the navy’s budget. Even worse, 
maybe, as the man responsible for managing the administra- 
tion’s relations with Congress, Mr Cheney stands accused of 
having lost Jim Jeffords, the Vermont senator who decided to 
abandon the Republicans because the White House had suppos- 
edly paid too little attention to him. 


Rockefeller’s revenge 

To blame Mr Cheney for these troubles is not entirely fair. Mr 
Bush’s own connections with the oil industry always made him 
vulnerable on energy. Mr Jeffords was probably going to quit 
anyway—and his beef seems to have been with Mr Bush rather 
than Mr Cheney. The vice-president is plainly the target of a fair 
amount of back-stabbing. But that in itself is a sign of another 
problem. All White Houses are ultimately organised to boost the 
president’s reputation over everybody else’s. The Texan mafia 
that surrounds Mr Bush is particularly protective of its boss. It 
bristled at all the jokes on “Saturday Night Live” about Mr Che- 
ney being the real president. It is now working hard to demon- 
strate that Mr Bush is really the man in charge. 

And it has the perfect excuse to do so: Mr Cheney’s health. 
The fact that he has had three heart procedures since becoming 
vice-president is an argument for giving him a rather lighter 
workload. It is also an argument for making sure that he is less 
than indispensable to the administration. A few months ago Mr 
Cheney’s death might have destabilised the young administra- 
tion. Now Mr Bush can survive without his former mentor, 

Mr Cheney can take comfort from the fact that he is still the 
most powerful vice-president in recent history. At this stage in 
his spell in office, Al Gore was still hidden from view, grinding 
away at his “reinventing-government” job, where he had been 
parked by the Clintonites. But Paul Light of the Brookings Institu- 
tion points out that Mr Cheney may have further to fall. 

The Bush loyalists know the president will face a tough fight 
in 2004, and are well aware of the electoral arithmetic. Mr Che- 
ney is an uninspiring campaigner. He comes from Wyoming, a 
reliably Republican state that has only three electoral votes. And 
the quality that most recommended him to the Bush ticket—his 
insider’s knowledge of Washington—is a fading asset as Mr Bush 
gains experience. Tom Ridge, who could help to deliver Pennsyl- 
vania’s 23 votes, and Colin Powell, who could galvanise moder- 
ate voters, are often mentioned as replacements. 

Mr Light speculates that Mr Cheney may be much more like 
Nelson Rockefeller than Mr Gore. Rockefeller started off as an in- 
dispensable prop to Gerald Ford. He was a considerable power- 
broker in the party and untainted by ties to Mr Ford's conspirato- 
rial predecessor, Richard Nixon. But over the next four years his 
position was progressively undermined as he was first stripped 
of important positions and then dropped from the 1976 ticket. 
One of the masterminds behind this policy of vice-presidential 
destruction was a rising young chief of staff: Dick Cheney. @ 





The Americas 


Argentina’s economic crisis 


Austerity, or bust 


BUENOS AIRES 





A drastic austerity plan will test the government's shaky political support 


HEN Domingo Cavallo was Argen- 

tina’s economy minister in the early 
1990s, his arrival at Buenos Aires restau- 
rants was sometimes greeted with ap- 
plause from diners grateful to him for kill- 
ing inflation and delivering growth by 
fixing the peso at par to the dollar. Four 
months ago, when President Fernando de 
la Rua turned to Mr Cavallo to try to haul 
the country out of a recession that has now 
lasted three years, Argentines again ex- 
pected miracles. But on July 14th, when Mr 
Cavallo escorted his daughter to her sump- 
tuous wedding, they were pelted with 
eggs by angry demonstrators. 

That summed up the surly mood with 
which Argentina greeted Mr Cavallo’s last- 
ditch effort to stave off a debt default and 
devaluation. This involves emergency cuts 
in government spending, aimed at imme- 
diately eliminating the fiscal deficit. “We 
will spend only what we collect in reve- 
nues and we will fight [tax] evasion to 
eliminate the deficit and our dependence 
on expensive loans,” said a tired-looking 
Mr Cavallo, after admitting that Argentina 
“had no more credit”. 

At first, the public reacted by queuing 
up to take their money out of the banks, 
prompting shortages of dollars. Bankers 
reported a brisk demand for safe-deposit 
boxes; Argentines have seen enough econ- 
omic crises to know that dollar accounts 


can be forcibly converted to devalued pe- 
sos by governments. 

But the seriousness of Argentina’s 
plight prompted the country’s warring 
politicians to rally round last weekend. 
With uncharacteristic determination, Mr 
de la Rua led the effort to get political back- 
ing for the “zero-deficit” plan, insisting that 
it was “non-negotiable”. He won grudging 
support from his own Radical Party, in- 
cluding Raul Alfonsin, a former president 
who has frequently sniped at austerity 
plans. On July 16th leaders of the Peronist 
opposition followed suit, promising to bal- 
ance the budget in the provinces they gov- 
ern. Businesses, too, have been prompted 
to sudden generosity: banks, pension-fund 
administrators and privatised utilities 
promised to advance up to $1 billion 
against next year’s tax payments. 


The risk of non-stick measures 

To avoid a repeat of last week’s debacle in 
which it struggled to sell treasury bills, the 
government was reported to be pressing 
pension funds to exchange short-term gov- 
ernment bonds for longer-term paper at a 
“patriotic” interest rate. But after a couple 
of calmer days in the financial markets, 
doubts surfaced again. The first question 
was whether the measures would stick. 
Mr Cavallo wants to trim total government 
spending by $1.5 billion this year and $4.3 
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billion next. The country’s provincial gov- 
ernors have been given the freedom to 
choose how they balance their budgets. 
Mr Cavallo will cut central-government 
salaries and pensions by 13% for the next 
three months; they would be increased 
again only if tax revenues allowed. 

These cuts face fierce opposition: trade 
unions staged strikes this week. Many in 
Mr de la Rua’s Alliance, including Mr Al- 
fonsin, argue that the budget gap should 
be closed by increasing taxes, such as those 
on privatised utilities and pension funds. 
Indeed, Carlos Ruckauf, the Peronist gov- 
ernor of Buenos Aires province, claimed 
that he faced a “default situation” after Al- 
liance members in the provincial legisla- 
ture blocked cuts. Mr Cavallo’s decrees cut- 
ting wages will be challenged in Congress 
and the courts—though officials were con- 
fident of victory. 

The second difficulty is that, in the short 
term, the cuts will prolong Argentina’s 
three-year recession. The current effort is 
the seventh austerity plan since Mr de la 
Rua came to office in December 1999. The 
previous ones were either diluted away by 
political opposition, or their effect was 
neutered by lower tax revenues, as econ- 
omic activity fell. That is why, on taking of- 
fice, Mr Cavallo scorned such measures in 
favour of tinkering with tariffs and taxes to 
try to stimulate growth. But the govern- 
ment'’s desperate hope is that if it pulls out 
of the local credit market, interest rates will 
fall, allowing growth to resume by the end 
of the year. 

That is still a long way off. Political sup- 
port for the government remains shaky: 
Mr de la Rua is deeply unpopular, and a 
congressional election is due in October. 
Mr Cavallo’s stock is falling, too. He is no- 


toriously irascible; he was kept away from »» 





> crucial talks with the Peronists after pick- 
ing a gratuitous row with Mr Ruckauf. 
Some of Mr de la Rua’s advisers urge him 
to form a new cross-party coalition, based 
on Mr Cavallo’s small party and the Pero- 
nist governors, who are more appreciative 
of economic orthodoxy than many of Mr 
de la Rua’s nominal supporters. 

Argentina has two underlying pro- 
blems. One is the rigidity of its exchange- 
rate peg, and the strength of the dollar. 
Aboutthis, the government can do little ex- 
cept wait for the dollar to weaken; in a 
largely dollarised economy, a devaluation 
would cause carnage. The other problem is 
a state bloated by pork-barrel spending 
and hampered by a creaky tax system. 
Rather than tackle this, for ten years gov- 
ernments borrowed. Now time has run 
out. The choices are austerity or bust. m 


Tourism in Peru 


Road to ruin 


cusco 


Popularity brings its own problems 


5 pan day after being sworn in as Peru’s 
new president in Lima, the capital, on 
July 28th, Alejandro Toledo plans to repeat 
the ceremony among the mighty terraces 
and temples of the Inca citadel of Machu 
Picchu. For Mr Toledo thatis a way of cele- 
brating his achievement in becoming 
Peru’s first elected president of indigenous 
descent. He also says it will boost the coun- 
try’s $1 billion-a-year tourism industry, 
which he sees as a good bet for much- 
needed jobs. But can the fragile ruins of 
Machu Picchu stand so much attention? 

Sheltered by clouds on an Andean 
ridge in the high rainforest of Cusco, Ma- 
chu Picchu was “discovered” only in 1911. 
Now it is Peru’s most famous attraction, 
and is increasingly besieged. In an acci- 
dent during the making of a beer commer- 
cial last year, a cameraman crashed on toa 
sacred sundial called the Intihuatana, 
snapping off a small section of the stone. 
Then a Japanese scientist caused further 
alarm: he claimed that Machu Picchu was 
slipping downhill, only to say later that he 
had been misquoted when officials af- 
firmed that the citadel was resting solidly 
on a granite block. 

But the biggest long-term threat is Ma- 
chu Picchu’s fast-growing popularity with 
tourists. Each year some 300,000 visit the 
site, which is surrounded by a large nature 
reserve sheltering more than 400 species 
of birds and dozens of rare orchids. In the 
dry season (May to September), up to 
2,200 people tramp around the ruins each 
day. With them come problems: the gra- 


dual erosion of the Inca roads to the site; 
the chaotic growth of Aguas Calientes, a 
nearby village that has become an ugly 
town; and rubbish and other pollution at 
the ruins. 

Part of the problem is poor manage- 
ment. Jurisdiction over Machu Picchu is 
shared by a gaggle of local and national au- 
thorities. In 1996 a five-year plan was 
drawn up to streamline the running of the 
site and its environment, financed by a 
$6.1m debt-swap agreement with Finland. 
There has been some progress. The nature 
reserve now has its own management 
unit. There are plans to seal an open-air 
rubbish tip at Aguas Calientes, and to 
spruce up the town. But only half of the 
money has been spent, partly because Fin- 
land insists that environmental projects 
should be undertaken only if the local au- 
thorities agree to keep them going by using 
part of the revenues from ticket sales for 
entry to the site. 

With Machu Picchu close to capacity, if 
the tourist industry is to grow, as Mr To- 
ledo hopes, Peru needs to boost the appeal 
of the country’s wealth of less famous cul- 
tural and natural wonders. Last year, 
though around 70% of the 1m tourists who 
went to Peru visited Cusco, less than 40% 
visted the next places on the popularity 
ratings, Puno and Arequipa. 

Tourism businesses are starting to heed 
the call to diversify. PeruRail, a joint- 
venture between Orient Express, a British 
luxury tourism outfit, and a local com- 
pany, is investing $17m to modernise the 
railway between Arequipa, Puno and Ma- 
chu Picchu. In April the company 
launched a plush service from Cusco to 
Puno using Pullman-style rolling stock. 
Tourists can make a side-trip to the Colca 
Canyon, where condors fly through one of 
the deepest gorges in the world. 

Alas, such plans were dealt a tempo- 
rary blow last month, when an earth- 
quake hit southern Peru, killing more than 
140 people and leaving 200,000 home- 
less. One of the towers of Arequipa’s 
handsome cathedral of white volcanic 
stone toppled backwards through the roof 





in a cloud of dust and rubble. The damage 
to the city’s colonial centre was otherwise 
remarkably light. Even so, many tourists 
have cancelled plans to visit Arequipa. 

But in a country rarely short of bad 
news, the underlying trend for Peru’s tou- 
rist industry remains one of steady 
growth. Managing the growth so that the 
increase in jobs does not come at the ex- 
pense of the sites the tourists wish to visit 
will be the next task for Mr Toledo—once 
he has communed with the Sun God. = 


Mexico's foreign policy 


Branching out 


MEXICO CITY 
The country has worldwide ambitions, 
butits destiny is North American 


ICENTE FOX, Mexico’s new president, 

was in Chicago and Detroit this week, 
pushing some big ideas, such as turning 
his country into the world’s car-making 
hub, and urging George Bush to legalise 
some 3m Mexicans living and working il- 
legally in the United States. Pipedreams? 
Perhaps. But Mr Fox has quickly made his 
mark north of the border. Mr Bush has met 
his Mexican counterpart three times this 
year. The two men seem to like each other. 
At Mr Fox’s urging, the two governments 
are looking at ways to improve the condi- 
tion of Mexican migrants. 

Ambitious, outgoing, even meddling— 
such is Mexico’s new stance abroad under 
Mr Fox. It is an attitude in the image of his 
foreign minister, Jorge Castaneda, an un- 
diplomatic university professor. And itis a 
big change. For much of the seven decades 
of rule by the Institutional Revolutionary 
Party (PRI), Mexico’s governments viewed 
the world as a place best left alone, in the 
hope that the world would reciprocate. 
Now, foreign policy has anew urgency. 

Mr Castaneda was a controversial 
choice. Some predicted that his plain 
speaking would sink him, and that his left- 
wing background would antagonise Re- 
publicans north of the border. Rumours 
(which he denies) that he may form anew 
left-wing political force make the presi- 
dent’s conservative National Action Party 
uneasy. One of Mr Castafieda’s conditions 
for accepting the job was that Mr Fox 
should at least listen to his views on all 
other matters too, and there is said to have 
been friction between him and other cabi- 
net members. But as a diplomat he has 
done distinctly well. The new government 
has been more innovative, and probably 
more successful, in foreign policy than in 
any other sphere. 

The traditionally prickly relationship 
with the United States is more co-oper-> 








Castafieda has views for Fox 


> ative. Take migration, which Mr Fox sees as 
part of “deepening” the North American 
Free-Trade Agreement (NAFTA). He says 
that, if the United States legalised existing 
Mexican immigrants, Mexico would do 
more to reduce the flow of new ones, by 
developing poor regions but also by an un- 
precedented offer to police its own border 
zone and migrant routes. That has already 
prompted growls in Mexico, and claims 
that it violates the constitutional right to 
freedom of movement. Also new is Mex- 
ico’s readiness to extradite drug-traffickers 
and other criminals wanted across the bor- 
der. The United States Congress, for its 
part, is debating a proposal to suspend its 
annual practice of “certifying” countries 
for their co-operation in the drug war, a rit- 
ual especially resented in Mexico. 

Next, Mexico wants to improve its ties 
with Latin America, which NAFTA caused 
it to neglect. It is trying to support Colom- 
bia’s search for peace by putting pressure 
on the FARC guerrillas; it has offered to 
work together with Colombia in fighting 
drugs. Mr Fox is promoting an ambitious 
joint development scheme for Central 
America, called the Puebla-Panama Plan. 

Mexico is also being more active in in- 
ternational bodies. It is vocal on human- 
rights issues that it used to be attacked for. 
And the government has continued the 
previous administration’s policy of cool- 
ing its once friendly relations with Fidel 
Castro's Cuba. 

The logic to all this activity, says Mr 
Castaneda, is that Mexico wants to learn 
from other countries, so it is getting more 
involved in their affairs. Foreign diplomats 
report that the government does listen. 
“There is an openness to ideas and willing- 
ness to discuss things, which is surely in 
Mexico's long-term interest,” says Adrian 
Thorpe, the British ambassador. 

Not everyone is happy, though. Mem- 
bers of the Asia-Pacific Economic Co-oper- 
ation forum (arec), which will hold a 
summit in Mexico next year, are frustrated 
at its lack of preparation. Despite having 
added trade promotion to his portfolio, Mr 
Castaneda has handed the summit over to 


Rebuilding El Salvador 


Homeless, and increasingly hopeless 


SANTA TECLA 


How do you rehouse a quarter of a country? 


EN thousand, four hundred and 

twenty-four aftershocks, and count- 
ing. El Salvadoreans still feel the rever- 
berations of the three separate 
earthquakes that hit them in January 
and February this year. The loss of 
335,000 homes either destroyed or badly 
damaged, which amounts to a quarter of 
the country’s housing, will be felt for 
much longer. 

The authorities reacted fairly fast in 
the immediate aftermath of the earth- 
quakes, putting up over 200,000 tempo- 
rary shelters in time for the start of the 
rainy season in June. But lasting solu- 
tions are harder. 

The government has found sites for 
new settlements, either on public land 
or by buying private land. It is offering 
cheap loans to help the slightly better-off 
build their own homes. It is also trying 
to expand existing programmes, such as 
an “adopt-a-home” scheme for foreign 
donors and Salvadoreans living abroad. 
In the cramped offices of the housing 
ministry, an American prospective phi- 
lanthropist peruses a list of contractors 
offering houses for $2,000-4,000 apiece. 
An official explains that he needs no per- 
mit; he just has to go to one of the new 
settlement sites and tell the builders 
where he wants the house. 

The government has appealed for for- 
eign aid to pay for homes for the poor. 
But so far, says Cesar Alvarado, the min- 
ister for housing, it has enough money 
for fewer than 30,000 homes. Of those, 
only 5,000 have been built, though a le- 
gion of non-governmental organisations 
are putting up another 5,000. The official 


the economy ministry. At a recent lunch 
with APEC ambassadors he raised more 
hackles by refusing even to discuss it. An- 
other criticism is that he is neglecting the 
inner workings of his ministry. That looks 
like a mistake. Partly because of the PRT’S 
approach to foreign policy, Mexico’s dip- 
lomatic service lacks the professionalism 
of, say, Brazil’s. 

For all its wider muscle-flexing, Mexico 
cannot avoid ever-closer ties within North 
America. For years Mexican politicians 
have paid lip service to the idea of a Free- 
Trade Area of the Americas (FTAA), which 
would give the rest of Latin America better 
access to the markets of the United States 
and Canada. Mr Castaneda is more hon- 
est: the FTAA is “not a big deal” for Mexico, 
he says. That is because its NAFTA part- 
ners already take more than 90% of Mex- 


target is to build 100,000 low-income 
homes within two years. Unless the gov- 
ernment seeks more allies, that looks un- 
reachable. 

Worse, the target underestimates the 
need. Officials say that some 50,000 
families live in high-risk zones. One of 
these is Las Colinas, a housing develop- 
ment in the town of Santa Tecla, where 
more than 1,000 people died in January 
when a single, devastating landslide 
came down on them. At Las Colinas, 
people are already moving back into 
houses on either side of the empty 
swathe cut by the landslide. 

Whether such families eventually 
leave their homes is up to them. Few are 
likely to do so. Even before the quakes, 
according to official figures, there were 
40,000 homeless families and over half 
a million people living in houses with- 
out a proper roof, floor or walls. Al- 
though almost 50,000 new homes were 
being built each year, they were barely 
enough to keep up with the deficit. To 
force people out of areas they have lived 
in for years would make the shortage 
worse, as well as being politically risky. 

Those who have moved face new 
problems. Some 800 families from Santa 
Tecla, for instance, are now living on 
what was to be the site of a prison 25km 
(15 miles) from their old homes. Even if 
they could get to where they used to 
work, says Mario Ernesto Melendez, a 
community leader, they might find they 
had no jobs: the earthquake put paid to 
many businesses. Some people are find- 
ing work building houses. But a lot more 
housebuilding is needed, and fast. 


ico’s exports, and it already has bilateral 
trade pacts with much of Latin America. 

Mexico likes to see itself as a bridge be- 
tween Latin America and the United 
States. But it is a bridge with barriers. Last 
month it announced tighter controls on its 
border with Guatemala. In return for 
closer ties with the United States, Mexico 
seems willing to act as a cushion against 
migration. To critics, that contradicts the 
spirit of the Puebla-Panama Plan. “How 
can they do that and claim they want 
closer ties with us at the same time?” asks a 
Central American diplomat. When the Un- 
ited States beefed up its own border de- 
fences for the onset of NAFTA in 1994, 
some Mexicans asked the same question. 
But Mexico’s new foreign policy is prag- 
matic. The government knows very well 
where the country’s destiny lies. m 


Israeli-Palestinian fighting 


Prospects of war 


JERUSALEM 





The ceasefire between Israel and the Palestinians is threadbare, even if full-out war 


is avoided 


S ISRAEL'S tanks encircled Bethlehem 
at mid-week, suspicions were reawak- 
ened that its army could be laying out a 
contingency plan for an all-out assault on 
the Palestinian Authority (PA). Israel de- 
nies this, insisting that however vigorous 
its military actions—including the helicop- 
ter rocketing of Palestinian targets, tank fire 
and incursions into Palestinian terri- 
tory—it is still only responding to, or pre- 
empting, Palestinian attacks. But after 
Monday’s suicide-bomb in Israel, which 
killed two Israeli soldiers, Israeli talk of 
“self-restraint” has subsided and the right 
is pushing for war. Whatever the political 
intentions, events on the ground are in 
danger of forcing the issue. 

Despite strong pressure from their mili- 
tants, both the Israeli government and the 
PA are trying to avoid full-out war. But war 
is the temper of the moment. In one of the 
worst weeks of the intifada, the Israeli 
army laid siege to Palestinian towns and 
villages, commandeered Palestinian 
homes and snatched “wanted” men from 
pA-controlled areas. Tuesday’s killing by 
helicopter fire of four Palestinians (includ- 
ing two leaders of the Islamic Hamas 
movement) was said by the Israeli army to 
be to prevent a “major terror attack” in Is- 
rael proper, with the target perhaps the 
closing ceremony of the Jewish Olympics 
taking place in Jerusalem. Palestinians said 


the four were at a party for a friend just re- 
leased from an Israeli jail. 

In response, and for the first time in the 
West Bank, Palestinian gunmen pitched 
two mortar bombs at the Jewish settle- 
ment of Gilo in occupied East Jerusalem. 
Earlier, Hebron, a divided West Bank city, 
had been shaken with violence after the 
killing of two Jewish settlers by Palestinian 
guerrillas on July 12th. Over the next five 
nights Israeli tanks twice rolled into the 
town, and battles raged between them and 
lightly armed Palestinian fighters. Over 
100 Palestinian civilians were injured (in- 
cluding a dozen children), and Jewish set- 
tlers set Palestinian farmland ablaze. 

“It’s a systematic war, daily and incre- 
mental and debilitating,” commented Ha- 
nan Ashrawi, a Palestinian spokeswoman 
who now also speaks for the Arab League. 
“It's an attempt to putinto effect a war plan 
by an occupying military force against an 
occupied people without the negative re- 
sponses that would accompany any kind 
of sudden or dramatic escalation.” 

Escalation, and its negative responses, 
have been dominating Israeli politics—as 
has the question of whether Ariel Sharon, 
the prime minister, or Shimon Peres, his 
foreign minister, is running Israeli policy. 
The two insist that they see eye to eye. But 
Mr Sharon is urged by his hardliners to re- 
spond more fiercely to Palestinian attacks 
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than Mr Peres would countenance. 

Just hours before the latest suicide 
bomb, the prime minister invited his La- 
bour Party colleague to the lion’s den of his 
Likud parliamentary faction. The right 
lashed out at Mr Peres. “You're a dip- 
lomatic pyromaniac, our children are be- 
ing murdered because of your pyromania- 
cal theories,” one Knesset member yelled. 
It was a scarcely disguised critique of the 
prime minister himself. “We brought 
Sharon to power and instead got Peres as 
prime minister,” is now a popular refrain 
among Jewish settlers in the West Bank. 

Mr Peres seems to have been successful 
in persuading Mr Sharon to calm his per- 
sonal attacks on Yasser Arafat. Only a cou- 
ple of weeks ago, Mr Sharon was repeat- 
edly calling the Palestinian leader a “bin 
Laden” with whom it was impossible to 
do business. “Why does your father talk 
about me like that?” Mr Arafat complained 
to Mr Sharon's son, Omri, when the young 
man was sent atthe end of last week to Pal- 
estinian headquarters in Ramallah to press 
for de-escalation. To his satisfaction, he 
was told that the prime minister would no 
longer denigrate him as a “terrorist”. 

But if Mr Sharon and Mr Peres have 
agreed, at least for the time being, to stop 
trying to delegitimise Mr Arafat, and to 
maintain his credibility as a future negoti- 
ating partner, what hope is there of such 
negotiations taking place? The answer, at 
this point, is virtually none. 

At a meeting with Mr Arafat in Cairo on 
July 15th, Mr Peres was partially successful 
in convincing his Egyptian hosts that nei- 
ther he nor Mr Sharon had an interest in a 
general conflagration. But after the meet- 
ing, President Hosni Mubarak said flatly 
that there was no prospect of peace so long 
as Mr Sharon remained in power. And on >> 






> these prospects, and the renewal of talks, 
Mr Peres has shown that he no longer takes 
issue with his prime minister. He too has 
begun to adhere to the strict Sharon max- 
im that there can be no resumption of po- 
litical negotiations until all violence is 
ended entirely. Violence on the Palestinian 
side, that is: Israel does not include acts, 
such as the demolition of Palestinian 
houses or the undercover assassination of 
Palestinian targets, as violence. 

Israel insists on seven days of absolute 
Palestinian quiet before any move can be 
made towards implementing the political 
ingredients of the Mitchell commission’s 
proposals, and thus haul the conflict back 
towards negotiations. That was the upshot 
of last month’s unprepared, and in the end 
counter-productive, mission by Colin 
Powell, America’s secretary of state. Yoel 
Markus, a columnist on Haaretz, put it pun- 
gently: “The Bush administration... made 
Sharon the presiding judge in a case in 
which he himself is one of the parties be- 
fore the bench.” Mr Peres, no less than Mr 
Sharon, accepts this predicament. m 


Egyptian unemployment 
Summer of fury 


CAIRO 
Egypt’s growing pile of woes risks 
spontaneous combustion 


N MOST places with raging unemploy- 

ment, news that the government is hir- 
ing 170,000 people would be a cause for 
joy. In Egypt last week, the announcement 
sparked protests that left dozens injured. 
Tempers were shortened, and not merely 
because of the country’s fierce summer 
heat, chronically stale politics and floun- 
dering economy. The mass job offer, it 
turned out, was aimed only at recent grad- 
uates, leaving thousands of older bureau- 
crats-in-waiting in the lurch. Stunned by 
their fury, the government hastily 
scrapped the age limits. This cooled public 
rage, but did little to deal with the root pro- 
blems that make Egypt prone to such out- 
bursts. Nor did it ease the impression that 
the country’s ageing and authoritarian 
leaders are increasingly out of touch. 

The anger of the would-be public ser- 
vants was understandable. Some have 
been waiting for jobs since 1985. That was 
the year the government quietly began to 
disregard a 1950s-era guarantee of state 
employment for every university gradu- 
ate. It had to: the state’s overstaffed offices, 
factories, schools and police already em- 
ployed a third of the workforce. 

Hiring restraint and privatisation over 
15 years have reduced that proportion to 
one in four, yet that still leaves some 6m 


Egyptians on the state payroll. Govern- 
ment planners had hoped that a shift to- 
wards market economics would spur 
enough growth to soak up the 800,000 
people who join Egypt’s job market every 
year. They were right, for a time, but a two- 
year slump has tipped unemployment to 
crisis levels. 

Sketchy official statistics claim the fig- 
ure is about 9%, but independent econo- 
mists reckon unemployment is twice that, 
and growing fast. The untidiness of 
Egypt's economy, with its armies of ven- 
dors, servants and day labourers, helps 
disguise the scale of the problem. But the 
dearth of decent jobs means that ad- 
vertisements for even the lowliest govern- 
ment positions bring avalanches of appli- 
cations. Millions of holders of paper 
degrees, products of an education system 
geared towards volume rather than excel- 
lence, will accept wages of $50 a month, 
plus job security, rather than risk their 
chances on the street. 

To its credit, the government has in- 
vested heavily in make-work projects and 
micro-financing. Yet the government ap- 
pears keener to contain unemployment as 
a security threat than to release the econ- 
omic potential that might actually solve 
the problem. Momentum for privatisation, 
for example, has all but died due to con- 
cerns about layoffs. This leaves Egypt with 
such burdens as a state steel concern 
whose 25,000 workers produce less than 
private plants with a tenth of the work- 
force, and a state broadcasting monopoly 
with over 30,000 employees, whose 
shoddy productions are rapidly losing out 
to satellite broadcasts from abroad. 

Aside from promising more jobs in the 
wake of last week’s unrest, the govern- 
ment took the opportunity to arrest 25 
members of the Muslim Brotherhood. 
Though officially outlawed, the group is 
the only credible opposition force in par- 
liament. Brotherhood sources believe the 
arrests may presage a wider crackdown. 

President Hosni Mubarak also abruptly 
replaced seven provincial governors, 
mostly with men plucked from the top 
ranks of the army and internal security 
forces. The action, unusual for a president 
renowned for his cautious aloofness from 
administrative matters, seemed to reflect a 
determination to impose discipline. Many 
see it, however, as a sign of frustration. 

The president and the unemployed are 
not the only Egyptians frustrated by the 
government's performance. Since being 
installed two years ago amid a hail of criti- 
cism against its predecessor, the cabinet 
chaired by the prime minister, Atef Ebeid, 
has limped from crisis to crisis. Summing 
up Egypt’s black mood, Mustafa Bakri, the 
maverick editor of a tabloid newspaper 
addressed a plea to Mr Mubarak. “We're 
suffocating, Mr President. We want to 
breathe again, Mr President.” = 





African unity 


Gadfly Qaddafi 


LUSAKA 
Few disagree with the Libyan leader’s 
pan-African plan 


UAMMAR QADDAFI has been buzz- 

ing around Africa recently like a fran- 
tic bee. Last week he was pressing his ideas 
for the unification of the continent at the 
African leaders’ summit in Zambia. Then 
he, his female bodyguards and a motor- 
cade 80 cars long, swarmed to Zimbabwe 
to witness its fuel shortages. This week he 
was in Uganda, making a new friend, a 
boy king, and visiting Yoweri Museveni, 
the president, an old friend. 

Why this Afro-enthusiasm? Dictator of 
Libya for more than three decades, Mr 
Qaddafi would now like to be something 
far grander: president of all Africa maybe? 
He has been pushing his pan-African cre- 
dentials for several years, even though his 
pan-Arab plans have come to naught. But 
he is particularly active now. An at- 
tempted coup in May in the Central Afri- 
can Republic was put down with the help 
of Libyan troops and combat helicopters. 

That same month Mr Qaddafi per- 
suaded Sudan and Uganda to restore dip- 
lomatic relations, as a step towards peace 
talks to end their proxy war. Before the 
Organisation of African Unity (OAU) met 
in Zambia’s capital Lusaka this month, the 
colonel paid off the debts owed to it by 
some small West African states. Some dip- 
lomats muttered darkly about Libya’s “un- 
principled” activities. But most African 
leaders find it pays to agree to whatever the >> 
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> Libyan Brother Leader suggests, because 
he hands out cash generously to friends. If 
they do not agree with him, their enemies 
get the cash. In Lusaka the cash flowed 
freely—even foreign journalists were of- 
fered bundles by Libyan officials. 

Colonel Qaddafi’s foreign jaunts and 
bribes have produced results—at least in 
name. The moribund oau has been re- 
born as the African Union. Speakers lined 
up in Lusaka to herald the unification of 
Africa. Some said the African Union 
would be just like the European Union. 

However, unlike Europe when the EU 
was founded, much of Africa is still at war. 
The most exuberant supporters of the Afri- 
can Union say that peace will break out 
when Africa’s borders disappear. African 
conflicts “philosophically and historically 
expose the unity of Africa,” claims Colo- 
nel Qaddafi, with unfathomable logic. 

Plans are already afoot to give the un- 
ion institutions. Mauritius has volun- 
teered to play host to an African court of 
justice. Colonel Qaddafi gallantly offered 
to house the continent's parliament, but 
since he does not allow one for Libya, this 
was turned down. Some suggest that Af- 
rica should have its own central bank and 
currency—the “afro”, joked Tito Mboweni, 
South Africa’s central-bank governor. 

Most Africans and their leaders like the 


Burundi 


Doubtful peace 


KIGALI 


dream of unity but their record of political 
and economic organisation at national or 
regional level suggests it will remain just 
that, a dream. The political commitment 
and the money to make it come true are 
not there. And when Colonel Qaddafi be- 
gins to talk of his African vision, more seri- 
ous leaders fall back in horror. He speaks 
of “going back to an Africa before colonial- 
ism, an Africa of tribes and kings”. That 
may interest his young Ugandan monarch 
friend but appals leaders who want a 
modern Africa. They also ask why, if the 
colonel preaches peace and unity, he sup- 
ported Liberia's war in West Africa. Libya’s 
invasion of Chad in 1980 is also remem- 
bered by black Africans, as is the mass ex- 
pulsion of West African migrant workers 
from Libya last October, after black Afri- 
can immigrants had been attacked by 
mobs and atleast 150 people killed. Not ex- 
actly an action that reflects the borderless 
Africa Colonel Qaddafi claims to want. 

The danger is that his grand scheme 
will draw attention from a more serious 
plan by South Africa’s president, Thabo 
Mbeki, and supported by Egypt, Senegal, 
Algeria and Nigeria. It promotes good gov- 
ernment, freer trade and economic 
growth. Unlike the colonel’s dreams, this 
could actually improve the lives of ordin- 
ary Africans. @ 


The latest peace agreement looks good but not many Burundians believe in it 


ED by Nelson Mandela, the interna- 
tional acclaim for an agreement signed 
last week in Pretoria suggests that the po- 
litical deadlock in Burundi has been bro- 
ken and eight years of civil war may be 
over. Few Burundians think so. 

All the 19 parties that signed an accord 
in Arusha, in Tanzania, last year have now 
agreed—at least on paper—who should be 
the boss. For the first 18 months of a three- 
year transition period the country will be 
led by President Pierre Buyoya, who came 
to power ina coup in1996 andis Tutsi. Dur- 
ing this period, a Hutu leader, Domitien 
Ndayizeye, will serve as deputy president 
and the two will switch roles for the sec- 
ond half of the transition period. A starting 
date will be worked out at a meeting of all 
parties on July 23rd in Arusha. 

Many observers think the sudden will- 
ingness to compromise in Pretoria is just a 
facade. “They're all playing games; they'll 
go back and camp stubbornly on their pre- 
vious positions,” says one. This is a hard 
war to bring to an end. It does not have a 


front line or two well-defined opposing 
groups. It is full of paradoxes and cross- 
overs. For example, a senior member of 
the National Assembly is the brother of 
the leader of one of the country’s two 
main rebel groups. Rebels attack villages, 
steal cattle and burn houses but spare the 
homes of their relations. 

Neither side can win. The sympathy of 
the Hutu majority lies firmly with the re- 
bels, so there is little chance that the Tutsi- 
led army will ever destroy them. On the 
other hand, the rebels stand no chance of 
overthrowing the government. The whole 
region seems set for a war of attrition be- 
tween the beleaguered but well-armed 
Tutsis in power and the more numerous 
and resentful Hutus. 

The new accord, negotiated by Mr Man- 
dela, has the same shortcomings as all the 
other failed agreements. First, only un- 
armed parties have signed. The accord ex- 
cludes the country’s two armed rebel Hutu 
groups: the Forces for National Liberation 
(FNL) and the Forces for the Defence of De- 


mocracy. The FNL immediately said it was 
not bound by the agreement and pledged 
to fight on. 

President Buyoya is not known for 
compromise either. This agreement leaves 
him in power for the moment and gives 
him a smooth, face-saving exit. He has 
been disavowed by both Hutus and Tutsis. 
He is associated in the minds of most Hu- 
tus with the attempted coup that over- 
threw the first democratically elected Hutu 
president in 1993. Most Tutsi parties, on the 
other hand, consider Mr Buyoya too will- 
ing to compromise with the Hutus. 

The agreementalso fails to take account 
of the neighbours: Rwanda, Tanzania and 
Congo. Small and landlocked, Burundi de- 
pends heavily on them, but its civil war 
has extended into their territory and poli- 
tics. Tanzania has half a million Burundian 
Hutu refugees encamped on the border. Its 
government is so divided over Burundi 
that the president, Benjamin Mkapa, will 
not take a firm stand. Many members of 
his cabinet want justice for the Hutus. Oth- 
ers just want peace in Burundi. Some are 
indifferent. Hutu rebels can easily infiltrate 
the camps in Tanzania and use them as a 
base for attacks on Burundi. 

The Rwandan government, militarily 
strong, believes that whoever is in power 
in Burundi will have to co-operate with it. 
Rwanda watches its “twin” closely, more 
so now that infiltrators from Congo are 
heading back into southern Rwanda via 
Burundi. The Rwandans fear that anti- 
Tutsi sentiment in both countries could 
bring their rebel movements together. 

Burundi’s war is also inextricably 
linked to the war in Congo. As President Jo- 
seph Kabila comes under increasing pres- 
sure to stop supporting rebellious exiles 
from Rwanda and Burundi, he appears to 
be pushing both groups eastwards. Thou- 
sands are reported to be heading for Bu- 
rundi from the south-east. Soon they will 
be clashing with Burundi’s notoriously 
chaotic army. Any fighting will be nasty 
but not militarily decisive, and will make 
the peace accord look irrelevant. m 








Europe’s single currency 


Trust or mistrust thy euro neighbour? 


BRUSSELS 


With less than six months to go before Europe's single currency is issued in notes 
and coins, strains are beginning to appear among the 12 countries in the euro-zone 


HERE are things about Italy that have 

always made other countries in the 
euro-zone nervous. That traditionally care- 
free approach to public finance, those ha- 
bitual devaluations of old, that huge pub- 
lic debt. So when the new Italian govern- 
ment recently announced that it was likely 
to run a much bigger budget deficit this 
year than its predecessor had promised its 
EU partners (see next article), there was a 
sharp intake of breath in European finance 
ministries. 

Within a couple of days the Italian 
economy minister, Giulio Tremonti, had 
come up with a plan that he said might al- 
low him to hit the original deficit target 
after all. But that may have only calmed 
matters for the moment. Many in Brussels 
are not convinced by the Tremonti plan. 
They fear that by the end of the year it will 
be clear that the Italians have indeed bro- 
ken through the agreed deficit limits. At 
that point, just a month or so before the 
launch of notes and coins, the European 
Commission would probably feel obliged 
to issue a formal reprimand to Italy. 

The euro group has seen this problem 
coming for a while. When the commission 
controversially rebuked Ireland earlier this 
year—for cutting taxes in the middle of a 
boom~many eurocrats said sotto voce that 
the real point had been to send a signal to 
Italy that the euro club was serious about 
¿holding its members to their promise to 


run fiscal policies that reflected the general 
European interest. Indeed all euro coun- 
tries have signed up to a German-inspired 
“stability and growth pact”. This states that 
any country in the euro-zone that runs a 
fiscal deficit of more than 3% of GDP could 
be subject to huge fines of up to 0.5% of 
GDP. As well as agreeing to this draconian 
procedure, club members have agreed to 
maintain budgets that are, in normal 
times, “close to balance or in surplus”. The 
EU’s latest guidelines foresee all euro coun- 
tries achieving this goal by 2004. 

The authorities behind the euro, in the 
commission in Brussels and in the Euro- 
pean Central Bank in Frankfurt, think it is 
crucial to the credibility of their fledgling 
currency that the countries that adopt it 
should be seen to stick to these commit- 
ments. But some argue that the rules make 
little sense. By joining the euro, national 
governments have already given up two 
traditional tools for managing their econo- 
mies—their unilateral ability to vary inter- 
est rates and to devalue their currency. 
Critics say that euro-zone governments 
should in consequence have been allowed 
maximum freedom to use their remaining 
tool—fiscal policy. After all, if a govern- 
ment like Italy’s were to abuse that free- 
dom, by running up unmanageable defi- 
cits, it would be the Italians who suffered 
worst because the markets would charge a 
risk premium for lending to Italy. 
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But defenders of the stability and 


growth pact disagree. They argue that big 
budget deficits in Italy or elsewhere might 
indeed have a negative “spillover effect” 
on the other euro members. The main pro- 


blem they fear is that profligate countries ` 


would drive up the overall deficit of the 


euro-zone and spark inflation. That, in. 


turn, would make it harder for the Euro- 
pean Central Bank to lower interest rates. 
So the disciplined countries would pay an 
economic price for the spendthrift habits 
of the others. The commission also thinks 
that if Ireland and then Italy are “allowed 
to get away with it”, it will become ever 
harder to enforce fiscal discipline across 
the entire zone. One country running a lax 
fiscal policy is one thing. What if four or 
five did so at once? 


And indeed, though the spotlight has 
fallen on Italy this week, it is not the only _ 


malefactor. In a recent report the commis- 
sion singled out four countries in danger of 
breaching their budget-deficit promises: 
Germany, France and Portugal—as well as 
Italy. Awkwardly, that group includes the 
euro-zone’s three largest economies. The 
Germans, always the strongest advocates 
of fiscal discipline, now find themselves in 


budgetary difficulty because Chancellor _ 


Gerhard Schréder’s government is push- 
ing through a bunch of tax cuts in the mid- 
dle of an economic slowdown. The 
French, who were miffed to be lumped in 
with the bad boys, were fingered for not 
using good economic times to bring their 
budget back into balance. 

The small size of the Portuguese econ- 
omy means that its problems affect other 
euro countries less. Portugal, however, is a 
good example of how membership of the 
single currency can be a mixed blessing. 
The euro-zone already has a single interest 


rate, a lot lower than the one Portugal > 




















42 Europe y zs ae 4E TRE TEN 


> needs. Partly as a result, the country has ex- 
perienced a credit boom and now has a 
current-account deficit of over 10% of GDP 
and the zone’s highest inflation. That in 
turn has fuelled bigger public spending 
and a rising budget deficit. Last month, in 
an effort to regain control, Antonio Gu- 
terres, Portugal’s prime minister, sacked 
his finance minister and then pushed 
through a batch of emergency budget cuts 
(see next article). 

None of the countries being urged to 
squeeze their deficits will be helped by the 
global slowdown that has now clearly 
spread to Europe. When economies are 
growing more slowly, tax revenues go 
down and social-security claims go up. But 
none of the strains within the euro-zone is 
unmanageable yet. No country is close to 
breaching the 3% limit, which would con- 
jure up the nightmare of large fines being 


Italy's finances 


Rocky road ahead 


ROME 





imposed by the commission in Brussels. 

The real test of fiscal stability in the 
zone may come, not this year, but in 
around a decade’s time when baby-boom- 
ers are retiring and pension commitments 
begin to strain budgets across Europe. The 
European Commission now calculates 
that “public pension expenditure will rise 
by 3-5% of GDP in most EU countries over 
the next few decades”. But pushing 
through pension reform, to lighten this 
burden, is extremely hard. A recent effort 
by Greece’s government was put on ice 
after demonstrators filled the streets of 
Athens (see page 43) and Greek newspa- 
pers ran alarmist stories about “Brussels” 
forcing Greece to cut pensions. 

That is just one anecdote. But it illus- 
trates a big problem for all euro countries. 
How can they keep their promises to each 
other—and their voters sweet athome? m 


The economy minister blames his predecessor and vows to do better 


OINTING smugly at a board with lots 

of figures on it, Italy’s economy minis- 
ter, Giulio Tremonti, went on prime-time 
television last week during the main 
news bulletin to warn his compatriots 
that they might have to tighten their 
belts a bit before enjoying the promised 
entrepreneurial fruits of Silvio Berlus- 
coni’s new centre-right government. At 
the top of the board was the caption: 
THE CENTRE-LEFT’S LEGACY. This year, 
Mr Tremonti explained, Italy’s budget 
deficit would be between €23 billion 
($20 billion) and €32 billion some 1.9- 
2.6% of the country’s GDP, far more than 
the 0.8% that the outgoing government 
had promised to other euro members. 

Mr Tremonti’s lecture lasted only a 
few minutes but caused the intended 
ructions, at home and abroad. The left 
fumed. Giuliano Amato, its last prime 
minister, rubbished Mr Tremonti’s fig- 
ures. Vincenzo Visco, the departed trea- 
sury minister (as Mr Tremonti’s job used 
to be called), scolded his successor for 
trying to “terrorise the public”. 

So is there a big hole in Italy’s public 
finances? The Bank of Italy’s governor, 
Antonio Fazio, supported Mr Tremonti. 
But economists and bankers vary on the 
matter. Most agree that the deficit will be 
larger than projected; the dispute is over 
exactly how much larger. 

Having duly noted the left’s failings, 
Mr Tremonti this week began to soothe 
European and Italian nerves by unveil- 
ing a five-year plan that includes a pro- 
mise to cut both taxes and public 
spending, each by 1% a year, and to bal- 





Tremonti makes them tremble 


ance the budget by 2003. This year’s in- 
herited goal of squeezing the deficit to 
0.8% has not changed but will, says Mr 
Tremonti, be “terribly hard” to meet. 

In any event, Mr Tremonti’s own plan 
assumes that Italy’s economy will grow 
by more than 3% for each of the next five 
years and that unemployment will fall 
from 10% today to less than 7% by 2006. 
Given that Italy has not grown that fast 
in any year during the past decade and 
that a world slowdown is under way, his 
projections look worryingly optimistic. 

A better-founded hope is for the 
faster sale of state assets. That way, Mr 
Tremonti reckons he can raise some $54 
billion in the next five years, leaving him 
with enough spare cash to embark on 
some of the grand infrastructure plans 
promised during the election campaign. 
Most daringly of all, he says his govern- 
ment will tackle Italy's vastly profligate 
public-pension scheme. If it succeeds in 
that, it would be a triumph indeed. 


Portugal's politics 
Guterres stumbles 


LISBON 
The prime minister parades his 
achievements. Voters are not impressed 


Fe" employment, poverty alleviated 
by a minimum guaranteed income, 
lower taxes, membership of the euro, 
700,000 new home-owners, nursery 
schooling for all, an 80% rise in the lowest 
old-age pensions, a big increase in univer- 
sity places. Antonio Guterres, Portugal's 
Socialist prime minister, reeled off an im- 
pressive list of achievements in a televi- 
sion interview last week. Alas for him, the 
popularity of soap operas and “reality” 
shows meant that Mr Guterres managed to 
draw only 8% of the national audience. 

His appeal to voters is not much better. 
Opinion polls show his Socialist Party be- 
hind the opposition Social Democrats, the 
main party of the centre-right, for the first 
time since he led his lot back to office in 
1995. Among a panel of 98 top business- 
men, 86 rate his performance over the past 
three months as “poor” or worse. 

Disgruntled ex-ministers—a body that 
is ever growing—are as caustic as opposi- 
tion leaders. They accuse Mr Guterres of 
weak leadership. He has shied away from 
difficult decisions and set no goals for the 
country to aspire to, they say. To the oppo- 
sition’s delight, Joao Soares, the mayor of 
Lisbon, last week became the first promi- 
nent Socialist to break ranks and suggest 
that a general election two years ahead of 
schedule would clear the air. Is the man 
who modernised the Socialist Party, led an 
elated Portugal into the euro and personi- 
fied anew mood of confidence, buoyed by 
low interest rates and strong economic 
growth, losing the plot? 

His replacement of six leading minis- 
ters onJune 29th left the impression that he 
was responding to opposition pressure 
rather then asserting leadership; it was a 
public-relations catastrophe, says Mr 
Soares. Nor is the economy helping. The 
Bank of Portugal has cut its economic- 
growth forecast for 2001 by half a point to 
2.0-2.5%, down from 3.2% last year. The 
stockmarket is down by more than 20% 
since January. 

The real causes of Mr Guterres’s fall 
from grace, however, lie closer to the early- 
morning queues of people waiting to 
make appointments for hospital treatment 
that they will not receive for months, to the 
voters frustrated by the snail’s pace of the 
court system, and to small businessmen 
who feel their initiative is being stifled by a 
creaking bureaucracy. Public services are 
failing. After years of Socialist power, Por- 
tugal’s voters, unlike Britain’s, are notto be » 
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fobbed off with excuses which blame ear- 
lier, rival governments or promises that all 
will be put right if only the people will 
have patience. 

Nor should they be. Portugal's 10m 
people spend 15% of GDP, more than any 
other Eu country, to pay an army of nearly 
700,000 civil servants. Many are under- 
employed and unproductive, through lit- 
tle fault of their own. Yet pay in the public 
sector has risen far faster in the past 15 
years than in the private sector, leaving it 
today, on average, some 45% higher. 

Perhaps because state employees ac- 
count for about 8% of the electorate, Mr 
Guterres has eschewed radical reform of 
the public administration. Indeed, the 
state has recruited more than 50,000 new 
employees since he took office. The slow- 
down in the economy, and therefore in tax 
revenues, has now forced him to promise a 
cut of €750m ($640m, about 0.6% of GDP) 
in public spending this year and to an- 
nounce a batch of long-term measures to 
restructure government spending. 

Needed, no doubt, but not likely to win 
votes. If Mr Guterres this autumn cannot 
get a tight budget for next year through par- 
liament, where his party is one seat short 
of an overall majority, he will probably 
have to face an early election, at a time 
when he will be ill-placed to fight one. = 


Greece's threatened reforms 
A need to clear 
the air 


ATHENS 
Costas Simitis, amodernising prime 
minister, must fend off a challenge 


WO summers ago, thousands of Greek 

holidaymakers were glued to their mo- 
bile telephones, checking prices and trad- 
ing shares as they lounged on the beach. 
As the stockmarket soared, ministers in 
Greece's centre-left Pan-Hellenic Socialist 
Movement, better known as Pasok, de- 
lightedly claimed credit for having 
launched popular capitalism. 

More recently, the Socialists have been 
changing their tune. After falling for 
months, the stockmarket on July 16th hit a 
three-year low. Small investors, the worst 
hit, feel wretched. Stockbrokers who let fa- 
voured customers buy shares on credit 
face bankruptcy. Last year the government 
used some cash from privatisation sales to 
prop up the market. But as amember since 
January of the euro club, Greece is obliged 
by European Union rules to spend its spare 
cash slimming the bloated public debt. 

No wonder Costas Simitis, the prime 
minister, is feeling the heat. One polling 
company says his approval rating has sunk 
below 30%, his lowest ever. Most voters 


Stronger-wristed 


BERLIN 






The German capital’s next mayor is homosexual, and most Germans don’t mind 


vie iis GAY, and that’s just fine,” de- 
clared Berlin’s acting mayor, Klaus 
Wowereit, as he accepted the Social 
Democrats’ nomination to be their can- 
didate in October to take the job for a 
full term. In a country where the two 
main opposition parties still have 
“Christian” in their names and where 
“protecting the family” is enshrined in 
the constitution, Mr Wowereit's candour 
was bold. True, Parisians had elected a 
professed homosexual as their mayor 
earlier this year, but surely the Prussian 
denizens of the capital of Hitler's homo- 
phobic Reich could hardly be likened to 
those free-thinking, fun-loving French? 

Why not? Before Hitler came along, 
homosexuals and other nonconformists 
had long been drawn to Berlin’s artistic 
milieu, exotic night life and relaxed so- 
cial mores, especially after the first 
world war. And after 1945 “alternative” 
West Berlin was a magnet to pacifists, 
artists, hippies, gays and others dodging 
military conscription in the only part of 
Germany that was exempt from it. 

Now Berlin is the nation’s “gay capi- 
tal” as well as, once again, its political 
one. This year over 500,000 people 
flocked to take part in Europe’s biggest 
homosexual spectacle, the Christopher 
Street Day Parade—not to be confused 
with the city’s yearly and mainly hetero- 
sexual Love Parade and its rivals, the 
Fuck Parade and the Erotica Carnival. 


seem to think that Costas Karamanlis, the 
untested leader of the conservative oppo- 
sition, would do a better job. Dissatisfac- 
tion with Pasok, in power for all but three 
of the past 20 years, is running high. 

After five-and-a-half years as prime 
minister, Mr Simitis, an ex-academic fond 
of hard work and detail, is under fire from 
some former supporters. Businessmen, 
less cowed than in the past, want him to 
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Simitis needs a firmer hand 


So if a homosexual politician were to 
stand a chance anywhere in Germany, 
Berlin would probably be the place to 
start. Pollsters guess that Mr Wowereit’s 
honesty will lose him few votes. Over 
three-quarters of Germans say they 
would not mind having a gay mayor in 
their capital, two-thirds say they would 
accept a gay chancellor, and half claim 
they would not be put out if their own 
son or daughter admitted to being gay. 

Still, notably few politicians have 
openly “come out”. No federal minister 
has ever done so. Of the Bundestag’s 666 
current members, only three—all on the 
left—say they are gay. Yet at least a score 
are thought to be, half of them from the 
staunchly “pro-family” Christian Demo- 
cratic Union and its more conservative 
Bavarian sister party, the Christian So- 
cial Union. 

The centre-right opposition has been 
trying to block a law that would give ho- 
mosexual couples many of the rights of 
married heterosexuals in such matters as 
inheritance, pensions, welfare benefits 
and immigration, though not tax or 
adoption. Granting legal weight to gay 
partnerships, say many right-wingers, 
would undermine the constitutionally 
protected family and even “promote de- 
cadence”. But this week the Constitu- 
tional Court rejected such arguments, 
paving the way for the new law to take 
effect on August 1st. 


move faster with liberalising the economy. 
Lumbering state enterprises still dominate 
telecoms, transport and power produc- 
tion. Taxes are high and paying them is a 
complicated and time-consuming affair. 

Mr Simitis is clearly rattled. Though a 
dedicated reformer, he shelved plans to 
overhaul the decaying pay-as-you-go pen- 
sion system, after public-sector unions, his 
power base in Pasok, held demonstrations 
in protest against even the modest reforms 
he had proposed. Despite pressure from 
Brussels, the timetable for preparing anew 
pension law is vaguer than ever. 

Mr Simitis fought back by insisting that 
Pasok’s next congress should be in Octo- 
ber, six months earlier than planned. He 
will stand for re-election as the party 
leader. But he may be opposed. 

George Papandreou, the foreign minis- 
ter and son of Pasok’s populist founder, 
the late Andreas Papandreou, would be 
the best-qualified alternative. He would 
have a better chance than most to unite the 


party’s two main factions: its old-fash- » 


> ioned tax-and-spend populists and pro- 
euro modernisers. So far, though, he has 
proved a loyal member of the modernis- 
ing faction. He is ready to wait, telling 
friends he has plenty of time to bid for the 
leadership in the future. 

Not so Akis Tsochatzopoulos, the age- 
ing defence minister who leads Pasok’s 
populists. Despite two defeats at the hands 
of Mr Simitis for the top job, he would still 
like to be prime minister. The October con- 
gress could be his last chance for revenge. 

The betting is still on Mr Simitis. But 
simply winning would not be enough. He 
has to win handsomely to shut the popu- 
lists up while he forges ahead with re- 
forms. If not, the achievements of the past 
few years—low inflation, faster growth 
than the £u average and an acceptably low 
budget deficit—could be reversed. Greece’s 
hopes of emulating Portugal and Spain, 
both now looking forward to ever-greater 
prosperity through their membership of 
the Ev, would then start to fade. m 


France's secret service(s) 


Letters of cachet 


PARIS 
Arich variety of agencies watches 
over—or just watches—the nation 


HY, over the course of each year, 

with the approval of its parliament, 
should France’s. government need some 
$50m in “special”—that is, secret—funds 
whose dispersal, much of it in crisp bank 
notes, is at the sole discretion of the prime 
minister? One embarrassing reason, as 
both President Jacques Chirac and the 
prime minister, Lionel Jospin, have come 
close to admitting, is to reward over- 
worked ministers and officials in ways that 
the taxman need never know about. In- 
deed, Mr Chirac confesses that between 
1992 and 1995, when he was merely mayor 
of Paris, he used special funds from an ear- 
lier stint as prime minister to pay for family 
trips abroad. 

But another reason is to finance secret- 
service operations. This year some $30m 
of the special funds goes to one such 
agency, the General Directorate of Exter- 
nal Security (DGsE). This is the body 
whose agents in 1985 were sent to stop the 
eco-activists of Greenpeace using their 
ship Rainbow Warrior to interfere with 
French nuclear tests in the Pacific. The ship 
ended on the floor of Auckland harbour in 
New Zealand with a bomb-hole in the side 
and a Greenpeace photographer dead. 

Doubtless there have been other such 
operations to protect French national inter- 
ests, though without such public repercus- 
sions. Unofficial sources talk of operations 





in Algeria, both during its bloody war of 
independence and more recently to pro- 
tect French citizens from Islamic extrem- 
ists; in Vietnam in the 1950s; in Libya in the 
1970s; in Congo-Brazzaville in the 1990s. 
Recently a former Moroccan secret agent 
confirmed long-held rumours that French 
agents had been involved in the 1965 kid- 
napping, torture and killing in France of 
Mehdi Ben Barka, leader of the Moroccan 
opposition. 

But how does France define its inter- 
ests? Pragmatically and widely is the an- 
swer. In 1999 British Aerospace officials ne- 
gotiating in Toulouse with their colleagues 
at Airbus Industrie found that documents 
had been filched from their hotel rooms by 
agents of the Directorate for Territorial Sur- 
veillance (pst), the internal counter-espio- 
nage agency. One reason why the French 
government, unlike backbench parlia- 
mentarians, has sung rather piano in the 
European chorus criticising Echelon, the 
electronic eavesdropping system operated 
by the United States, Britain, Canada, Aus- 
tralia and New Zealand, is that it has a sim- 
ilar system of its own. 

Not that foreigners are the only ones 
honoured with the attentions of the gum- 
shoes. Back in the early 1970s, the Canard 
Enchainé, a Paris weekly that specialised in 
printing embarrassing official documents, 
caught a pst “plumber” busy planting a 
bug in its offices. Indeed—as in other coun- 
tries, be fair—the secret services are widely 
believed to spy on each other. 

Services, plural? Very much so: the 
DGSE and psr are just two in an alphabet 
soup of them. Besides the DGse, the de- 
fence ministry has the DRM and the ppsb. 
The pst answers—though probably no 
more than it chooses to answer—to the 
ministry of the interior; so does the RG. 
And the prime minister’s office has its own 
surveillance agency, the Gic. No wonder 
some 100,000 telephone lines a year are 
said to be tapped. One of those lines in the 
1960s and 1970s no doubt belonged to a 
Trotsykite known as Comrade “Michel”. 
Today he is known as Lionel Jospin. = 
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The danger of 
over-doggedness 


NICOSIA 


Rauf Denktash is asked to think again 


NEW argument is taking shape on the 

divided island of Cyprus. This time 
the Turkish-Cypriots are fighting not 
against their old enemies, the Greek-Cypri- 
ots, but among themselves. Some 6,000 
Turkish islanders waving Eu banners and 
chanting anti-Ankara slogans gathered last 
weekend in Inonu Square, in the Turkish 
bit of Nicosia, to protest against mainland 
Turkey’s government—and against their 
own leader, Rauf Denktash. Some went so 
far as to liken him to Mussolini and Hitler. 
Others heaped praise on the Greek-Cyp- 
riot leader, Glafcos Clerides. The demon- 
stration, large by Turkish-Cypriot stan- 
dards, took place a few days before official 
celebrations on July 20th to mark the 27th 
anniversary of Turkey’s military interven- 
tion on the island. 

The veteran Rauf Denktash, who has 
led the Turkish-Cypriots for over 30 years, 
knows that a growing number of them dis- 
agree with his stubbornness in the talks 
about reuniting the island. He insists that 
everybody must recognise the sovereign 
separateness of the Turkish part of it be- 
fore any deal is possible. His critics would 
sooner sit down and try to negotiate a 
loose confederation between the two 
parts of the island. 

Ever since Turkish troops landed onitin 
1974, when a coup by Greek-Cypriot ex- 
tremists briefly threatened to make Cyprus 
part of Greece, the 200,000 or so Turkish 
residents of northern Cyprus—from which 
nearly as many Greeks fled after the inva- 
sion—have enjoyed peace and security. 
But, hit by an international embargo, they 
have also grown a lot poorer, while the in- 
ternationally recognised Greek-Cypriot 
part of the island has grown much richer, 
and will do even better if its application to 
join the Eu succeeds. The Turkish-Cypriot 
part has stagnated. Turkey’s five-month- 
old financial mess has made matters 
worse. Embarrassingly for Mr Denktash, at 
least 2,000 Turkish-Cypriots are said to 
have applied for Greek-Cypriot passports 
in the past two months. 

Mustafa Akinci, leader of the liberal 
Communal Liberation Party, wants less in- 
terference from Turkey in the island’s af- 
fairs. In May this cost him his job as deputy 
prime minister in the Turkish-Cypriot gov- 
ernment. A newspaper critical of Mr 
Denktash, Avrupa, has been hit by a bomb. 

Mr Denktash has accused advocates of 
a Greek-Turkish dialogue of being “spies 
on the payroll of foreign diplomats”—and »» 





> has recently said he has evidence to prove 
it. A group called the National Action 
Movement, which goes around villages re- 
minding residents of atrocities committed 
by Greek-Cypriots before 1974 and heaps 
praise on “our saviours from the Mother- 
land”, is said to have been conceived by Mr 
Denktash and his mentors in Turkey. 

Still, a growing number of mainland 
Turks also question the merit of leaving 
things as they are. If Mr Denktash agreed to 
resume the reunification talks, they say, 
the Eu might delay Greek Cyprus’s entry 
into the Union, a new Cypriot confedera- 
tion might take shape, and everybody 
could be better off. The ground is wob- 
bling under those dug-in heels. m 


Bulgaria's royal prime minister 


The wrong job? 


SOFIA 
It may not have been wise of ex-King 
Simeon to become prime minister 


ROWNS off to Simeon Saxe-Coburg- 

Gotha for becoming the world’s first 
dethroned monarch to have won back 
power at the ballot box. This week, some 
55 years after he was unceremoniously 
kicked out by Russian-run Communists as 
a boy-king only nine years old, he was 
asked by Bulgaria’s president to form a 
government. Since his Simeon II National 
Movement won 120 out of the 240 seats in 
last month’s general election, he should 
win a parliamentary nod of approval: the 
main opposition United Democratic 
Forces, a right-wing coalition whose big- 
gest component is (confusingly) the Union 
of Democratic Forces (UDF), says it will not 
contest his nomination; and a party of eth- 
nic Turks, with 21 seats, is set to join him in 
coalition. But how will the former king set 
about running the country? And will he, 
among other things, regain his crown? 

The upr, led by Ivan Kostov, a poor 
communicator, lost power because it was 
reckoned by most Bulgarians to be too cor- 
rupt. It had not, in fact, governed badly. 
After all, it took over in 1997 after the ex- 
Communists, who had come back to 
power in 1994 following a first botched at- 
tempt at reform by inexperienced free- 
marketeers, had all but bankrupted the 
country and almost caused a revolution in 
the streets. Of all the once-communist 
states buffeted by transition, Bulgaria was 
probably in the unholiest mess. 

The upr stemmed that tide of chaos. It 
managed to steady the currency; brought 
down inflation; saw the economy grow by 
an average of around 4% during its last 
three years in office; persuaded the Euro- 
pean Union and NATO to accept Bulgaria 


as a serious candidate for both clubs; and 
kept the country out of Balkan imbroglios 
to the west (in Serbia, Kosovo and now in 
Macedonia). 

But many—perhaps most—Bulgarians 
failed to see their standard of living return 
even to communist-era levels. Moreover, 
they loathed seeing well-connected crooks 
prosper apparently without Mr Kostov do- 
ing much to restrain them. That is why, in 
despair, they looked to their former king to 
fulfil his grandiose promise to make peo- 
ple better off within 800 days—and to 
clean the country up. 

How? Mr Kostov on taking office made 
exactly the same promises to squelch cor- 
ruption. Old ideas are being aired anew. 
The arrests of some of the biggest crooks 
may, it is thought, be exemplary. The re- 
vamping of the customs service is over- 
due. The privatisation agency may be over- 
hauled. Far greater openness in selling 
state assets is pledged. 

For sure, Simeon has a clutch of eager 
young bankers and accountants, some of 
whom have done well in Wall Street andin 
the City of London. “Our economic philos- 
ophy is much the same [as the UpDF’s],” 
says Milen Velchev, a 35-year-old Merrill 
Lynch man tipped to be finance minister, 
“but our policy [for implementing it] will 
be more radical.” He reels off a list of mea- 
sures he hopes to enact: abolishing taxes 
on profits reinvested in the company; low- 
ering income tax gradually from a top rate 
of 38% to 29%; removing capital-gains 
taxes; letting foreigners buy land; and rap- 
idly privatising the big companies that Mr 
Kostov funked selling off, notably tele- 
coms, the tobacco monopoly, gas distribu- 
tion, energy utilities and two big banks. 

That sounds fine. But Bulgaria is, alas, 
still in thrall to a host of powerful and of- 
ten criminal business interests, some with 
strong links to Russia. Mr Kostov wanted to 
sell off many of the same assets—but 
found that those interests were very hard 
to thwart. Indeed, their tentacles reached 
into parts of the upr that a few years ear- 
lier had sounded as keen as Simeon’s lot 
now do to root out corruption. 

The ex-king’s integrity has not been 
questioned but his outfit will face the same 
pressures and temptations. For a start, it 
will have to turn itself into a proper party. 
Then it must decide how to deal with ad- 
versarial politics, despite its bid to be a 
movement for national unity. Formed 
only in April, it lacks organisation and 
hierarchy, beyond the iconic figure of the 
former king. And it probably lacks money. 

“There’s a mad rush to offer cash to the 
king,” says a western banker in Sofia, the 
capital. Some companies with bad reputa- 
tions have been angling for influence. Ilya 
Pavlov, who runs Multigroup, the coun- 
try’s biggest and most controversial con- 
glomerate, once tied to Gazprom, Russia’s 
giant gas company, is keen to befriend the 





From king to exile to prime minister to... 


king. Michael Chorny, a Russian-born met- 
als magnate with a poor reputation, is 
thought still to be behind a newspaper 
that now lauds Simeon to the sky. 

Though most of the returning western 
bankers and lawyers seem sincere and 
commonsensical, others who have the 
king’s ear are less widely trusted. Stoyan 
Ganev, a former foreign minister in the 
early 1990s who may well run the king’s 
office, is a friend of the Rev Sun Moon, a 
South Korean minister-cum-businessman. 
Other Mps in Simeon’s movement have 
eyebrow-raising connections. 

The ex-king himself remains enigmatic 
and aloof. “He is a good listener and gives 
free rein to his experts,” says an economist 
in his team, admiringly. But Simeon will 
soon have to show that he can be decisive 
and even ruthless. No sign of that yet. 


What about that crown, then? 

It is unlikely that he intended to become 
prime minister. It was just that nobody 
else seemed to fit the bill. Now he will have 
to take the blame if improvements are not 
visible fairly soon—and if the crooks who 
have plundered the country retain or re- 
gain influence on high. 

Had the ex-king stayed out of govern- 
ment, pulling strings from behind the 
stage, his chance of recovering the throne 
(an ambition he has not acknowledged 
but probably quietly harbours) was not 
bad. He might, if the constitutional court 
had allowed him, have had a good shot at 
winning the presidency when it came up 
for the voters’ choice this autumn. Indeed, 
he looks rather well suited to being a con- 
stitutional monarch. But now he will be 
enmeshed in the grubbiest of party poli- 
tics. It will be hard. In a year’s time, per- 
haps earlier, he may look much less regal— 
and much less able to work miracles. m 








HO would choose to be premier of Spain’s bloodstained 
Basque region? For 22 years Juan Jose Ibarretxe was his 
party’s choice for the job, treading a fine line between, on the 
one side, the separatist gunmen of ETA and, on the other, re- 
cently, the political bludgeoning of Spain’s ruling People’s Party, 
eager to oust his non-violent but still pro-independence Basque 
Nationalist Party (PNV) from office. And all without being mas- 
ter in his own house. Now, re-elected in May with an increased 
share of the vote, he has the chance to show his real worth. 

Mr Ibarretxe’s first problem, and far the greatest, is ETA. But 
his second is within his own party: its veteran leader, Xabier Ar- 
zalluz, a 68-year-old still in his heart fighting Francoist repres- 
~~ sion. It was Mr Arzalluz who cajoled ETA into a ceasefire in 1998, 

=> in return for a joint political offensive to win greater indepen- 
. dence. When that got nowhere and ETA, after 14 months, called 
: off its truce, it was Mr Ibarretxe who had to break his party’s 
new-formed links with ETA’s political wing, hold office without 
a majority and bolster morale in the regional police force as it 
faced renewed street violence and murder, all under a hail of in- 
sults from the government in Madrid, which treated his admin- 
istration and ETA almost as two sides of one coin. And, by the 
way, he had to govern too, for the Basque region has even wider 
powers-—in taxation, for instance—than do most in Spain. 

Now, elected with nearly 43% of the vote and 33 seats in the 
75-seat parliament, six more than in 1998, the pNv-headed alli- 
-ance has to prove the voters right. Mr Ibarretxe has made a fair 

start. ETA, whose political wing took a battering in the election, 
-. showed its view of democracy by a murder in Madrid the night 
~ before he addressed the new session of the Basque parliament 
last week. Once again he had to begin an important speech 
remonstrating with the terrorists, his features twisted with genu- 
ine distress. But he went on in firm voice, celebrating what he 
described as “a feast day for Basque democracy”—and con- 
demning ETA in the harshest terms used by any PNv leader 
since the truce broke down, a compliment that ETA returned 
with two murders on July 14th, the very day on which he was to 
swear his oath of office under the legendary oak tree of Guer- 
nica where Basque elders used to meet. 
- ‘Still more strikingly, he promised to rebuild bridges with 
_ other political parties and to work with the central government 











Charlemagne Juan Jose Ibarretxe 


The premier of Spain’s Basque region is looking for political progress, not trouble 









in the fight against terrorism; and he set any moves towards 
Basque self-rule within the framework of existing institutions. 
That, in his eyes, could mean—for a start—more devolved pow- 
ers. It could also mean (to him, though the centre does not think 
so) a constitutional change that would admit the now-unrecog- 
nised possibility of steps to independence. 

This conciliatory tone was in striking contrast to Mr Arzal- 
luz’s sometimes irascible and always fiery language. It was typ- 
ical of aman whose appeal lies in his integrity, capacity for hard 
work and attention to detail. It was those qualities that drew 
friends of his to suggest he should stand for office as mayor in 
his home town of Lloido soon after he had finished studying 
economics and business at a nearby public university. 

There he had been considered a solid, methodical student, 
hardly the stuff of which nationalist politicians are made. Born 
in Alava, the least Basque of the region’s three provinces, he was 
not a Basque-speaker, let alone a member of the pnv, though 
his family had nationalist sympathies. But once bitten by the po- 
litical bug, Mr Ibarretxe joined the party and rose swiftly, mov- 
ing to the provincial assembly where he caught the eye of PNV 
leaders including his predecessor as regional premier, Jose Ant- 
onio Ardanza, another cool and contemplative politician much 
unlike Mr Arzalluz. While Mr Ibarretxe struggled to learn the 
complex Basque language—a necessity for anyone with ambi- 
tions in the party—Mr Ardanza pulled him into the government 
in 1995, made him his deputy and set him to handle complex fi- 
nancial negotiations with the central government. 

He did it shrewdly. After a marathon session until well after 
midnight, Spain’s finance minister suggested that the negotiators 
should get a few hours sleep, leaving the documents to be 
drawn up and signed thereafter. Mr Ibarretxe insisted on copy- 
ing the deal by hand and signing it that night, lest the Catalan 
nationalists, whose aid the government needed in the central 
parliament, should learn the terms and demand the same for 
their region, prompting the government to backslide. 

He will need this canny doggedness in his new dealings with 
the centre. Mr Ibarretxe has not abandoned the commitment to 
independence expressed by Mr Arzalluz in the approach to 
ETA’s truce; but he has set limits, notably that any discussion of 
proposals for further autonomy will take place in the Basque 
parliament, and not, as in 1998, in an all-nationalist conclave. 
Spain’s prime minister, Jose Maria Aznar, though still insisting 
that the fight against Era comes first, has responded in a far mel- 
lower tone than had been heard for many months. 


The road ahead? 

Does that mean political progress? Mr Arzalluz seems to think 

so. He used to doubt Mr Ibarretxe’s effectiveness, but now recog- - 
nises that it was the calm style of the younger man (Mr Ibarretxe 

is 44) that won the Pnv victory in May, and avers that he him- ~ 
self is ready at last to retire. That would open the way for fresh 
thinking in the PNv. 

Socially, his ideas are further left than has been usual in the 
PNV, traditionally—in this respect—close to local big business. _ 
People, he insists “are more important than the market”. But on 
the big issue, Basque independence? Like many politicians in 
Spain, Mr Ibarretxe is adept at twisting European notions to suit 
his needs. “We do not want to create an old-style nation-state,” 
he says. “Subsidiarity and loss of sovereignty are familiar terms 
to us in the European context. Why make them taboo here?” m 
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Putin’s choice 





Is Russia under President Putin heading for regeneration, stagnation 
or decay? Probably all three at once, says Edward Lucas 


ROM the outside, it looks pretty good. 

For more than a decade, Russia has 
been, more or less, a democracy and a mar- 
ket economy, and on civilised terms with 
its neighbours. Against the dismal stan- 
dards of Russian history, that is a big 
achievement. But so far the fruits have 
been meagre, bringing little comfort to 
most Russians. All they can see around 
them is physical, cultural and moral decay. 

The paradox is underpinned by three 
contradictory trends at work in today’s 
Russia. The first is revival. This started un- 
der Mikhail Gorbachev, as the Communist 
monopoly of power and the planned 
economy collapsed together. That allowed 
the beginnings of independent life in 
many spheres. Freed from totalitarian con- 
trols, the energy and brains of millions 
have brought countless changes for the 
better. There are plenty of new businesses, 
and such old ones as have survived are 
better run than they used to be. There is 
room for public-spiritedness and do-good- 
ers. The crippling fear of the gulag is gradu- 
ally being eroded by time. And Russians 
have started travelling. Instead of being 
isolated and bombarded with propa- 
ganda, millions every year see other coun- 
tries with their own eyes. That has already 
begun to change their view of the world. 
And for many of those who cannot travel, 
at least ideas from all over the globe are 
only a mouse-click away. 


The second trend, though, is stagnation. 
The collapse of communism, it turns out, 
was superficial and partial. Well-con- 
nected people and organisations—espe- 
cially the security services—started 
clawing back power straight away, and 
many became rich as well as powerful. 
Changes for the better are often stopped in 
their tracks by greedy bureaucrats, and by 
the peculiar difficulties and perversities of 
life in Russia. The state, at all levels, dislikes 
criticism and opposition. Many Russians, 
for their part, still hanker for the certain- 
ties, real or imagined, of the past: tradition, 
authority and unity, rather than experi- 
ment, competition and pluralism. 

The third trend is accelerating decline. 
Nobody in Russia’s political or economic 
elite has seriously tried to halt the down- 
ward slide that underlay the Soviet Un- 
ion’s defeat in the cold war. Most of what 
the Soviet Union built was shoddy to start 
with, but modern Russia lacks the money 
and willpower to sustain even that unim- 
pressive standard. As a result, the country 
is falling apart. Things built during the So- 
viet era are crumbling, leaking, rusting and 
rotting. Spills, collapses and fires that in 
other countries would cause a huge public 
outcry are shrugged off as everyday 
events. The education system is being cor- 
roded by low salaries and corruption. 
Worst of all, Russians are simply dying out: 
smoke-ridden, drink-soused lifestyles, to- >» 





> gether with unchecked infectious dis- 
eases, have created a demographic abyss. 
According to one gloomy prediction, the 
population could fall from 145m now to 
55m by 2075. 

At first these three big shifts were 
masked by the wild optimism, savage pes- 
simism and sheer upheaval following the 
collapse of the Soviet Union. In 1993, Rus- 
sia flirted with civil war when the presi- 
dent of the day, Boris Yeltsin, turned heavy 
artillery on the parliament building. For 
much of the 1990s, political extremism 
seemed a real threat: in the 1993 par- 
liamentary election, the ultra-right party 
of Vladimir Zhirinovsky won a quarter of 
the votes. Mr Yeltsin beat his Communist 
rival, Gennady Zyuganov, in the 1996 
presidential election partly by rigging it. 
Oligarchs (politically influential tycoons) 
strutted the stage, apparently more impor- 
tant than politicians or officials. In the 
provinces, local chieftains ignored the cen- 
tre and declared their tinpot republics 
“sovereign”. Organised crime became a 
feature of everyday life. 


Pride before the fall 

On the economic front, the early 1990s 
brought hyperinflation and food panics. 
But there were also high hopes, fuelled by 
the thought of vast quantities of under- 
used brainpower and raw materials that 
were now joining the world economy. 
Some talked of a coming boom that might 
take Russia’s income per head above 
Spain’s by 2010. Such wishful thinking led 
to the financial bubble of 1997-98, when 
hot money from abroad piled into flimsy 
stocks and bonds, culminating in the de- 


Good in part 


OR the first time since the collapse of 

communism, Russia has a balanced 
budget, a thumping trade surplus, bulging 
reserves and a growing economy. This is 
heartening by past standards, but set 
against what needs to be done, it is still 
only a modest success, achieved in unusu- 
ally helpful conditions. To reach the level 
of prosperity that even one of the poorer 
members of the European Union, such as 
Portugal (which Mr Putin has singled out 
for comparison), enjoys today, on a crude 
calculation Russia would need to grow by 
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fault, devaluation and banking collapse of 
August1998. This was followed a year later 
by a big money-laundering scandal. Rus- 
sia turned from darling to pariah. 

In the main, both the fears and the 
hopes have now receded. Life may not be 
much better, but atleast it has become a lot 
calmer. Indeed, by past standards Russian 
politics and economics are now quite dull. 
Most people who matter agree about the 
economic and political direction the coun- 
try has to take: it must embrace markets, 
private property, a stable, convertible cur- 
rency, regular elections and freedom to tra- 
vel abroad. Where once the Duma-—the 
lower house of parliament—furiously 
tried to impeach the president, and the 
Kremlin sacked prime ministers on a 
whim, the worries now are about missed 
growth and inflation targets or the slow 
progress of useful bits of legislation. 

Thatis notto say that everything in Rus- 
sia’s garden is lovely. Poisonous patches 
include the costly and debilitating war in 
Chechnya; officialdom’s contempt for out- 
siders, especially weak and poor ones; cor- 
ruption; the ill-treatment of minorities; 
and blindness towards the past. But how- 
ever skewed and unfair the rules are today, 


8% a year for the next 15 years. 

That looks very ambitious. Thanks to a 
big devaluation and a high oil price, the 
economy last year did grow by a spanking 
8%, but that boomlet is fizzling out already. 
This year’s growth will be more like 4%. At 
that rate, it might take Russia 40 years to 
reach Mr Putin’s modest goal. Thanks to 
the money sloshing in from raw-materials 
exports, inflation is far too high—currently 
nearly double the 14% target the govern- 
ment has set itself for the end of the year, 
threatening to make Russian industry un- 
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at least they are not changing continually 
and unpredictably. Stability is a huge plus. 
Today’s Russians, who have endured 
enough change to last them several life- 
times, certainly value the current calm. 
They also prize Vladimir Putin, the presi- 
dent whom they see as its architect. 

If the present seems just about toler- 
able, though, there are big question marks 
about the future. Is the recent political and 
economic solidity just a temporary lull, 
after which Russia’s unsolved problems 
will crowd forward again, bringing new 
disasters in their wake? Or will Russia 
muddle along like this for years—economi- 
cally stagnant, politically not as demo- 
cratic as many might wish, a pretty 
miserable place to live for most of its peo- 
ple, but at least a menace neither to itself 
nor its neighbours? Or might this new sta- 
bility—just possibly—serve as the base for 
the profound changes needed if Russia is 
to become a full member of the developed 
and democratic world, as its size, its cul- 
ture and its past achievements suggest it 
should? These are the questions this sur- 
vey will explore, starting with the simplest 
and crudest gauge of success: the prospects 
for sustainable economic growth. m 


The economy has picked up, but 
foreign businesses are largely 
staying out of Russia 


competitive again. 

According to Mr Putin’s bearish econ- 
omic adviser, Andrei Illarionov, Russia is 
suffering the early stages of the “Dutch dis- 
ease” experienced by the Netherlands dur- 
ing the natural-gas boom there in the 
1970s. Easy money from natural resources 
is keeping the exchange rate high and infla- 
tion up, and beginning to strangle the rest 
of the economy. 

For the moment, though, land, labour 
and most other business costs still seem re- 
markably low in Russia. It might seem odd, >> 


> then, that there is so little interest from out- 
side. A vivid example comes from the de- 
pressed and depressing small border town 
of Ivangorod in north-western Russia. 
Across the river, in what in Soviet days 
used to be another part of the same town, 
very similar people—also ethnic Russians, 
but living in now-independent Estonia— 
earn up to $500 a month in thriving manu- 
facturing enterprises. In Ivangorod, by 
contrast, industry has shut down almost 
completely, even at average wages of only 
$50 a month. In other parts of Eastern Eu- 
rope, capital quickly moves across borders 
in search of cheap labour. Not here. 

Even the best macroeconomic manage- 
ment will make little difference to that. It is 
not the marginal effect of a rising real ex- 
change rate, but Russia’s bureaucracy, 
along with taxes and bad management, 
that really holds back growth. So the main 
question is not whether the government 
and central bank can manage the coun- 
try’s finances sensibly, but whether Russia 
can become a long-term home to success- 
ful, competitive companies. 

In the 1990s, that looked a long way off. 
Many managers were busy stealing cash 
from their businesses. Outside investors 
were there to be cheated. Business basics 
such as contracts, proper book-keeping 
and customer satisfaction were widely ig- 
nored. Barter was rampant. To make seri- 
ous money, you dealt in raw materials or 
exploited political connections. 

This has changed sharply. Most Rus- 
sian companies are better—or at least less 
badly—run than at any time in living mem- 
ory. Having feathered their personal nests, 








managers are now giving more thought to 
the longer term. Cash has replaced barter. 
Guns are no longer carried to board meet- 
ings. Company bosses worry about weak- 
nesses in previously neglected disciplines 
such as finance and marketing. Most big 
companies publish accounts drawn up on 
the western model. 

So now rich firms are buying poor 
ones, and pepping up the management. 
Local producers of cheap, smartly pack- 
aged soap, chocolate and other goods are 
offering stiff competition to the multina- 
tionals. Some publicly traded companies, 
such as Yukos, an oil giant, have already 
enjoyed the spectacular effects that even a 
semblance of good behaviour can have on 
share prices. Yukos used to treat its share- 
holders like dirt, but since 1999 it has paid 
out $300m in dividends and spent per- 
haps another $50m on advertising and 
glad-handing. Its market capitalisation has 
shot up from $600m to $6.8 billion. The 
founder, Mikhail Khodorkovsky, is now a 
paper billionaire. If the company can 
eventually sell out to an international in- 
vestor, he will become even richer. 

But most Russian managers are no- 
where near reaching international stan- 
dards. They flourish only in a protected 
home market, helped along by political 
connections. Russian industry is subsi- 
dised by artificially low energy prices to 
the tune of at least $25 billion a year. There 
is no sign that a proper banking system is 
taking shape. Capital flight—which is still 
averaging at least $1.5 billion a month— 
shows that there is plenty of money. What 
is missing is opportunities. 

For a snapshot of the problem, join the 
queue to see Viktor Bibikov, a powerful 
businessman and politician in the western 
provincial capital of Pskov. A dozen peo- 
ple are already waiting in his reception 
area, hoping to catch a word with the boss. 
A radio plays loudly in the background, 
over the crackle of his security men’s 
walkie-talkies, while two secretaries field 
a deskful of telephones that ring con- 
stantly. A beefy colonel in the uniform of 
Russia’s border guards barges past the 
queue and marches into the inner sanc- 
tum. After 20 minutes he emerges, chor- 
tling, barks some instructions down a 
telephone and marches out. 

An hour later Mr Bibikov appears. He 
feigns surprise at the number of suppli- 
cants—most of whose appointments are 
now running an hour or two late—and ge- 
nially invites everyone into his private of- 
fice at once to sort out their problems 
simultaneously. This is crude but effective: 


Source: Economist Inteligence Unit 


nobody likes to discuss business in front of 
strangers, least of all when it involves fa- 
vours and special pleading. A series of 
hurried conversations takes place, ner- 
vously whispered on one side, barked on 
the other. “I am not going to sign this,” 
snarls Mr Bibikov, tossing aside some pa- 
pers involving a transport deal. “Go away 
and do it properly.” When he eventually 
settles down to talk about his busi- 
nesses—a rich mixture of berries, cables, 
canned fish and freight—he is interrupted 
by numerous phone calls. 

A bit of a scrum around the boss is a fa- 
miliar scene, especially in third-world 
countries. But in Russia the habits it reflects 
are a big barrier to growth. Life at the top is 
about hierarchy, connections, influence- 
peddling and crisis management, not 
about organisation, forethought and plan- 
ning. Mr Bibikov is forceful, cunning, well 
connected and perhaps lucky. His meth- 
ods may seem odd to an outsider, but they 
have made him hugely successful by local 
standards. However, it is hard to see busi- 
nesses run like this doing well in tougher 
and more transparent markets. 


Seeing the wood for the trees 

At first sight, Syktyvkar Forest Enterprise, 
in the remote middle of northern Russia, 
looks as much of a shambles as Mr Bibi- 
kov’s time management. Roads are pitted, 
verges littered with derelict machinery, fa- 
cades decayed. Inside, amid the deafening 
noises of logs being chopped, chipped and 
pulped, bent and slippery metal catwalks 
snake past lethal-looking machinery. 

The headquarters building looks 
shabby too, but the new managers are as 
bright as buttons. They have spun off pe- 
ripheral companies, slimmed the work- 
force and installed new technology. 
Where it matters, working practices have 
been transformed: typewriters and carbon 
paper have given way to the most modern 


management software bought from Ger- »» 





> many’s SAP. 
A Russian-born, American-educated 
director, Stan Shulman, recalls how orders 
used to be handled: 


Someone would come here and sit in line, 
and my predecessor would write a piece of 
paper, and it would go to another depart- 
ment with another file and other bits of pa- 
per, and the guy would wait months and 
months, and nobody knew exactly what he 
needed, and his order would go to a ware- 
house, and nobody would know where it 
was. Nowadays a salesman with a laptop 
sends the order via the Internet. The system 
checks the customer, then it goes straight 
into the production schedule, and we can 
tell the guy immediately when his order will 
be ready for shipping. 


Basic stuff by rich-country standards, 
but still rare in Russia, because it takes a 
huge effort to make it happen. At Syktyv- 
kar, everything had to change, from the 
way it paid its people to the buying of its 
logs. And all the changes had to be put in 
writing. Mr Shulman produces a 1,000- 
page tome outlining every detail of the 
new regime. 

“Russian industry is now able to re- 
structure: the age of stealing is over; the age 
of arrogance is over; the age of instability is 
over. But western thinking and know-how 
are still crucial,” says Mr Shulman. “You 
need someone on the inside who, for at 
least a certain period of time, checks, con- 
trols and helps. You have to teach Russian 
management to think in western ways, 
and also to understand that if you sign 
something, you have to doit.” 

Paper is just the sort of business that 
Russia should excel at. It has plenty of 
trees; water, energy and labour are cheap; 
environmental standards (in practice, if 
notin theory) are undemanding. The miss- 
ing ingredient is usually good manage- 
ment. Syktyvkar’s shareholders decided in 
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Plenty of trees, but where is the management? 


the mid-1990s to make the company effi- 
cient. After spending $175m on modernisa- 
tion, it is now one of the most profitable 
plants in Europe, making profits of $80m 
on sales of $300m last year, half of them 
abroad. Its foreign investors receive ac- 
counts drawn up on the American model. 
Workers are paid well by Russian stan- 
dards, although the value of their shares 
has been sharply cut by a complicated 
Management ruse. 

Syktyvkar’s example shows how old 
Soviet companies can be turned round, 
given the will. But what of the new ones? 
Vested Development is a software com- 
pany specialising in complex programmes 
for American customers. Although the big- 
gest block of shareholders and most of the 
workforce are Russian, its headquarters, as 
well as most of its top management, is 
American. 

This is partly to keep its customers 
happy. The more telling American con- 
tribution, though, is management skills. 
Russians are brilliant at geeky jobs, but less 
good at soothing nervous clients, patiently 
sitting through meandering brainstorming 
sessions, planning ahead and presenting 
their work slickly. Finding people to man- 
age them is hard, too. “I can hire another 20 
phps in mathematics tomorrow. I cannot 
find people with two-year-old MBAs 
wanting to be middle managers,” com- 
plains Brian Phelps, the company’s boss. 

Time and good salaries should eventu- 
ally solve that problem. Russia is begin- 
ning to produce its own MBAs, although 
standards vary a lot. Many companies are 
training their own managers. But to be- 
come truly competitive, Russian firms 


seem to need a strong shove from outside, 
sometimes from a visionary local boss, 
more typically from a foreign owner. 

Just buying in outsiders, as Russian 
companies are increasingly doing, does 
not usually do the trick: they do not have 
the clout to push through unpopular 
changes. One westerner who has advised 
some of Russia’s top boardrooms de- 
scribes them as “black boxes” because of 
their impenetrable networks. Most of 
them will take years to change. 


If in doubt, lubricate 

But it is not just lack of effective modern 
management that is holding back Russian 
business. Many companies also find that 
the country is still an awesomely costly 
place in which to do business. Bureaucrats 
gobble up both money and time. When Mr 
Shulman wanted to open a sales office in 
Ukraine, for example, he had to submit a 
business plan to the Russian Central Bank, 
approved by the Ministry of Finance, so he 
could transfer the $30,000 needed to open 
it. A bribe-seeking bureaucrat denied per- 
mission. For a big company such as Syk- 
tyvkar, that sort of thing is annoying but 
surmountable. “Look at bureaucracy as a 
cost of yourinvestment and calculate your 
payback based on that cost, and you'll be 
all right,” says Mr Shulman breezily. And 
be flexible, he might have added. He 
solved the Ukrainian problem by finding a 
friend there to open an office with no for- 
mal ownership ties to Syktyvkar. 

For smaller companies, though, such 
snags can be fatal. In Russia’s Black Sea oil 
port of Novorossisk, for example, a local 
British businessman, Clive Rumens, >> 





> wanted to set up a small factory producing 
a simple additive that makes crude oil 
pour more easily. The first hurdle was the 
electricity utility, which said it would in- 
stall the necessary supply only if he paid 
for a new high-tension line for the whole 
district, at a cost of $20,000. Having found 
another site with an adequate electricity 
supply, he discovered he could not import 
the $100,000-worth of machinery needed 
because it lacked a Russian certification. 
When he had solved that problem, Mr 
Rumens had to get permission from the lo- 
cal sanitary, ecological and fire authorities 
in turn. He also had to find a certified con- 
tractor to draw up a general plan for the 


project to take to the Russian standards 
agency, which would then oversee every 
detail of the construction work—no doubt 
finding many more snags along the way. 
The bribe for avoiding all this would be 
$50,000. After more than a year, the pro- 
ject—which would generate a dozen jobs, 
and create a product that Russia could ex- 
port all over the former Soviet Union—te- 
mains stuck. 

Corrupt bureaucracy is not a universal 
blight. There are many examples of clever 
and determined people dealing with it, at 
least for a time. Eight million Russians now 
work in new small businesses, produc- 
ing—even according to official statistics, 


which are certain to understate the fig- 
ure—5% of all industrial goods and 15% of 
all services in the country. Factories, par- 
ticularly small ones, are the most vulner- 
able to officialdom; nimble small firms in 
the service industry can more easily es- 
cape the bureaucrats’ clutches. 

But the cost of all this obstruction is 
huge. German Gref, the minister for econ- 
omic reform, reckons that bad regulations 
cost the country 167 billion rubles ($5.7 bil- 
lion) a year. Like all official figures in Rus- 
sia, this should be taken with a large pinch 
of salt. But bureaucracy certainly presents 
the biggest single obstacle to both growth 
and democracy. @ 





EFORMING the post-communist sys- 
tem of government is hard. Even the 

star of the class, Estonia, with all its advan- 
tages of history, geography and outside 
support, is finding it a long slog. For Russia, 
a country that is almost unmanageably 
vast and has little experience of the rule of 
law, private property or public participa- 
tion, the task is awesome. 

Russia’s new rulers have made three 
big changes to the way the country is run. 
The first has been to recentralise govern- 
ment. The regional outposts of federal 
agencies such as the tax authorities, the se- 
curity service, the police and the prosecu- 
tor’s office are now more or less back 
under the control of the Kremlin, which 
helps to counteract over-mighty local bar- 
ons. Mr Putin has also appointed seven re- 
gional governors-general to represent the 
centre’s interests in the provinces. Russia is 
no longer disintegrating, as it seemed to be 
during much of the 1990s. 

The second big change has been to slap 
down the tycoon-politicians. Half a dozen 
big shots from the Yeltsin era have come to 
grief. They include Boris Berezovsky, a po- 
litical fixer, and Vladimir Gusinsky, who 
ran a highly politicised anti-Kremlin me- 
dia outfit. Both are in exile. Others have re- 
mained in Russia, but are licking their 
wounds. Pavel Borodin, who used to run 
the Kremlin’s property empire and is fac- 
ing a Swiss bribery investigation, has been 
shunted downwards to a sinecure oversee- 
ing the much-postponed union of Russia 
and Belarus. Rem Vyakhirev, a former boss 


of Gazprom, the giant national gas com- 
pany, has been booted into a non-execu- 
tive directorship. Yevgeny Adamov, who 
used to run the atomic power industry asa 
personal fief, has retired under a cloud, as 
has his colleague from the fuel and energy 
ministry, Viktor Kaluzhny. Roman Abra- 
movich, a tycoon and associate of Mr Bere- 
zovsky, who seemed to have made a 
smooth transition to the new era, is now 
under investigation by the prosecutor's of- 
fice for fraud and embezzlement. 

All this is sending clear signals to other 
top Russians who operate at the lucrative 
overlap between state power and private 
profit. The barons now understand that if 
they want to keep the assets they gobbled 
up in the wild years of the 1990s, they have 
to toe the line. Peremptory cash whip- 
rounds for Kremlin causes are met 
promptly and uncomplainingly. Any poli- 
ticking is low key, usually confined to the 
regions, and stops at once if it treads on im- 
portant toes. The rules of the game are 
broadly the same, but the relative strength 
of the players has shifted. 


If at first you don’t agree, try again 

The third, and most important, change is 
often referred to as “consolidation”. The 
Kremlin is creating a political system thatis 
still recognisable to western eyes, but 
works from the top down rather than from 
the bottom up. The media, for example, are 
much more diverse than in the Soviet era, 
and there are plenty of lively and intelli- 
gent journalists around. With a few excep- 





Berezovsky and Gusinsky: in exile 


tions, though, they take the official line on 
the big issues of the day, and avoid a clutch 
of taboo topics: the role of the security ser- 
vices, human-rights abuses, especially in 
Chechnya, corruption in the Kremlin, and 
any direct criticism of Mr Putin and other 
bigwigs. 

One reason is self-censorship. With so 
many interesting things to cover, why risk 
trouble by going for the controversial 
ones? Journalists who go too far risk beat- 
ings or worse. A little of that has a strong 
deterrent effect on the rest. But there is also 
direct guidance. Every week, top editors 
troop into the Kremlin for a “briefing” that 
can seem more like an instruction session. 
Lastly, there is financial and legal pressure: 
finding or inventing crimes or debts that 
can be used to squeeze the recalcitrant. The 
rule of law is so hazy that even a hermit 
could be jailed or bankrupted. 

Consolidation has entered parliament 
too. Politicians haggle over the details of 


new laws, but offer little serious resistance. >> 
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> Opposition parties bark a bit, but never 
bite hard. Only the numerically insignifi- 
cant liberals of the Yabloko party put for- 
ward coherent, consistent criticism. Few 
Russians get to hear it. 

A similar corporatist tune is playing 
elsewhere. Docile official trade unions are 
tolerated; independent ones find the cli- 
mate chilly. Pressure groups and charities 
are welcome if they complement the 
state’s efforts, but get leant on if they criti- 
cise them. Organising, say, a pagan cult can 
land you in jail. Having finally noticed that 
non-governmental organisations exist, the 
Kremlin now wants to corral them into an 
official “Civil Society Chamber”. 

The most unpleasant part of all this is 
something that looks ominously like state- 
sponsored xenophobia. For anyone with 


access to information that might conceiv- 


ably be considered as sensitive, contact 
with outsiders is becoming risky. The 
Academy of Sciences, the most prestigious 
intellectual body in the country, has in- 
structed its members that all dealings with 
foreigners must be cleared in advance with 
security-service officers working in the 
Academy’s administration. Being a foreign 
businessman, journalist or academic in 
Russia has become riskier too. An Ameri- 
can lecturer in Omsk who asked her stu- 
dents to collect data about local enter- 
prises was denounced by the local goons 
for endangering the investment climate. 
As yet, it is hard to nail down what all 


All the news that’s fit to print? 


this amounts to. Civil-rights groups say the 
country is fast moving back to the Soviet 
era. Yelena Bonner, the widow of the 
country’s best-known human-rights cam- 
paigner, Andrei Sakharov, says Mr Putin is 
introducing “modernised Stalinism”. That 
seems prematurely harsh. Except for the 
ghastly mess in Chechnya, the authorities 
mostly work by softer methods. They ha- 
rass people and organisations they dislike, 
but usually rather ineptly. In June, for ex- 
ample, they prevented a former political 
prisoner, Sergei Grigoryants, from leaving 
the country to attend an international hu- 
man-rights conference in America. Twenty 
years ago, he would have faced not a day’s 
delay but several years’ forced stop-over in 
a labour camp. 

There are echoes here of the late Soviet 
era in East European countries, such as 
Czechoslovakia, where some nominally 
independent political parties, organisa- 
tions, media and other institutions existed, 
but under the watchful eye of the commu- 
nist party and the secret police. A real op- 
position sputtered along, largely under- 
ground, sometimes tolerated, but more 
often harassed or downright repressed. 

In Russia, this state of affairs need not 
be the result of a sinister master plan. 
Authoritarian habits left over from Soviet 
and tsarist days are so deeply rooted that 
they could be sprouting again of their own 
accord. Some elements, such as the highly 
restrictive internal registration system, 





never went away at all. Mr Yeltsin, for all 
his faults, had a gut commitment to de- 
mocracy, freedom of the press and friend- 
ship with the West, as well as a healthy 
distrust of the security services. Mr Putin 
sets a different tone. 

The Kremlin and its allies argue that a 
firmer stance is necessary after the chaotic 
liberalism of the Yeltsin era. Russia, they 
say, is too big and too backward to be gov- 
erned exactly like a western country. De- 
mocracy is fine in principle, but it must be 
managed. To prevent chaos and gradually 
get people to respect the law, itis necessary 
first to establish a sense of order and au- 
thority, they continue. Only a tightly run 
state can push through liberal economic 
reforms, which in turn will create a stron- 
ger middle class, which will eventually be- 
come the foundation for a solid demo- 
cracy and the rule of law. 

Many, perhaps most, Russians would 
broadly agree with this, although millions 
of others (and their friends abroad) who 
yearn for more democracy and freedom 
now, not later, find it deeply disappoint- 
ing. Top Russians like to cite examples such 
as Chile or Taiwan, which have emerged as 
prosperous democracies from periods of 
more or less authoritarian rule. They give 
less attention to the rather more numerous 
places (most of Africa, much of Latin 
America and Asia) where state bossiness 
has allowed self-interested and incompe- 
tent elites to mismanage their country. 
Russia’s own history, its heavy depen- 
dence on easily looted natural resources 
and the evidence so far all make it seem 
likely that the country will find itself in the 
second category, not the first. 

Mr Putin’s experiment does seem to 
have made the state a little stronger and 
quite a lot more stable, but not noticeably 
more efficient, and certainly no more ac- 
countable or transparent. Apart from in- 
creasing stability, which is admittedly 
hugely important, the changes imple- 
mented so far have done little to create the 
conditions for sustainable economic 
growth. Taking revenge on businessmen 
and regional leaders who have become 
too big for their boots creates a superficial 
impression of decisiveness, but it has se- 
vere limitations. First, it does not always 
work: the Kremlin has come badly unstuck 
several times when it has stepped into re- 
gional elections, only to find itself out- 
manoeuvred by local power-brokers. At a 
deeper level, though, the ad-hoc targeting 
of a few conspicuous culprits makes no 
noticeable difference to the way the coun- 
try works. m 





OMPARED with the Soviet era, the 

Russian state these days is strikingly 
pluralist. Power is dispersed among the 
following incumbents: 
e The Kremlin. The presidential adminis- 
tration remains fearsomely powerful. It is 
very wealthy, having inherited most of the 
Communist Party’s vast property hold- 
ings, including farms, hospitals, aero- 
planes, mansions and so forth, which 
provides it with a big sack of carrots. But 
the Kremlin lacks real administrative 
power to make things happen regularly 
and reliably, especially in the far-flung cor- 
ners of the bureaucracy. 
e The security services. The heirs to the 
KGB have mountains of useful compro- 
mising material on everyone, and plenty 
of lucrative business opportunities, rang- 
ing from the outrageously corrupt (smug- 
gling) to the more or less legal (providing 
security for businesses). Mr Putin has re- 
cruited some top people from this source 
(mostly chums from his own time there), 
and the services’ reach and grip have in- 
creased. But their relationship with the 
Kremlin is uneasy, echoing the edginess 
between the KGB and the Communist 
Party in the past. 
+ Big business, chiefly energy and metals. 
Private property in Russia is not an abso- 
lute concept, but depends on the political 
context. Most owners of former state prop- 
erty got it by underhand means, and could 
lose it the same way. On a day-to-day level, 
though, big companies are pretty power- 
ful, with their own security services (usu- 
ally ex-kGB people) and payrolls studded 
with ministers, officials and lawmakers. 
«Government ministries. These are 
largely autonomous in their everyday de- 
cisions, not much good at administration, 
but adept at extortion; for example, levy- 
ing bribes from the majority of businesses 
in Russia that require licences, permits and 
so forth. The tax and customs services, in 
particular, stand out for their expertise in 
this area. Changing anything in the minis- 
tries is very difficult. A new minister has 
little hope of prevailing against the en- 
trenched interests in the lower ranks, and 
honest and competent replacement bu- 
reaucrats are hard to find. 
¢ Prosecutors. Hugely influential but 


heavy-handed, unaccountable and cor- 
rupt, they can get almost anyone arrested 
under Russia’s vague and contradictory 
laws, and usually convicted too. Their 
powers have remained largely unre- 
formed since Stalin's day. 

¢ The armed services. These are much 
weaker than they used to be, with their 
morale badly dented by past and present 
unwon wars in Chechnya. Although there 
are lots of them (two million plus in uni- 
form), and they have nuclear missiles and 
other advanced weapons, they are also 
plagued by accidents, corruption and low 
morale, The arms industry—heir to the So- 
viet Union’s money-guzzling military-in- 
dustrial complex—is now showing some 
signs of revival, thanks to more effective 
arms sales and renewed subsidies. 

+ The Central Bank is constitutionally in- 
dependent (a good thing) and therefore 
lavishly run (not so good), with its own 
large property empire. It is sniffy about 
government economic policies on matters 
close to its heart, such as banking reform, 
and its views usually prevail. 

e Organised crime. Less visible these 
days, gangsters have largely moved into le- 
gitimate business and officialdom for a 
quieter and more dependably lucrative 
life, but they still have powerful networks 
of connections. 

To make things more complicated still, 
all the above, far from being monoliths, are 
ramshackle coalitions of different inter- 
ests. A similar mix is replicated in each of 
Russia’s 89 regions and republics, where 
yet another ingredient adds further spice: 
elected local politicians. 

Although every part of this structure is 
nominally subordinate to the Kremlin in 
one way or another, in practice the centre’s 
control is limited. Smaller parts of the state 
apparatus find it hard to assert themselves 
against some of the big and powerful ones, 
such as the customs service. Ivangorod’s 
town council, for example, has fought a 
lengthy battle to clear some Danish sew- 
age-processing equipment donated to it 
through customs. It has been stuck for 
months, awaiting payment of an unafford- 
able fee. Meanwhile the town carries on 
dumping raw sewage in the river. 

Given Russia’s new pluralism, it is hard 
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Pluralism is fine by us 


to imagine the Kremlin regaining the iron 
control it had in the Soviet era, even if it 
wanted to. But the dispersion of power 
also means there is now a tendency to- 
wards stagnation, because there are huge 
vested interests against change, even of a 
moderate and sensible kind. 

“The key people are not adequate; it is 
not organised. We pass the plan and then 
nothing happens,” complains Igor Lisi- 
nenko, a tea tycoon who heads a pro-busi- 
ness grouping in the Duma. Arkady 
Dvorkovich, an American-educated 29- 
year-old deputy minister and one of Rus- 
sia'’s most impressive reformers, concedes 
that an efficient state is a must if other 
changes are to work properly, and that it 
would have been better to start off with 


administrative reforms. Unfortunately, he »» 
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> says, this was politically impossible. 

So far, the only conspicuously success- 
ful change the government has introduced 
has been a tax-reform package, which on 
the evidence of the first few months has 
somewhat raised the tax take, especially 
from individuals. The reformers have also 
been able to push through laws on private 
land ownership, deregulation and other 
pressing issues. The question is whether 
these new laws will make much of a differ- 
ence. Many of the reforms needed in Rus- 
sia, however essential, are unlikely to have 
any immediate effect on their own. 

Mr Dvorkovich says that by September 
deregulation should have produced a “no- 
ticeably different legal climate” for busi- 


Mystery man 
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Who exactly is President Putin? 


j ka only man who can get things mov- 
ingin Russia is Mr Putin himself. But 
nearly two years after he emerged from 
the shadows to become prime minister, 
then president, his motivation and char- 
acter are still the subject of heated debate. 

The thuggish slang, the short temper, 
the blustering disinformation and the 
thinly veiled aggression of his early pub- 
lic appearances have given way to crisply 
delivered speeches about civil society, 
European integration and the rule of law. 
Inhis public utterances, he takes the side 
of reform, though so far he has delivered 
more words than action. 

Cynics say all this amounts to nothing 
more than a reshuffle among the corrupt, 
clannish interests at the heart of power in 
Russia. Conspiracy theorists think he is 
the front man for a secret putsch by the se- 
curity services and others who wantto re- 
store Russia’s great-power status. The 
nervous see a nascent personality cult 
that will ultimately lead to dictatorship. 

Amore optimistic take on Mr Putin is 
that he was painfully out of his depth at 
the beginning, still finds great difficulty in 
making up his mind, and cleverly keeps 
out of political fights that would expose 
his weaknesses. The kindest version is 
that he is indeed a genuine moderniser, 
and perhaps even a belated convert to de- 
mocracy and European values, who is 
moving very slowly for the simple reason 
that he cannot go any faster. 


ness. The number of activities subject to 
licensing will be reduced by 80%. New 
rules will restrict random visits by inspec- 
tors from the despotic health, fire, labour, 
trade and similar agencies. These are a big 
source of corruption: some businesses get 
two or three inspections daily. From next 
January, registering a new firm should bea 
question of days, not weeks, with just one 
point of contact with the bureaucracy, 
rather than the current parade through 
dozens of sticky-fingered offices. 

How will the bureaucrats react? Senior 
posts in the world of bribes are so lucrative 
that they are sold, rather than applied for. 
This practice goes way beyond the obvious 
jobsin tax and customs offices. A lowly no- 


None of these theories alone quite fits 
the facts. If Mr Putin represents a new fac- 
tion at the heart of power, itis remarkably 
hard to spot. The security services do 
have more influence than they used to, 
but nowhere near enough to make the 
country a police state. Relations with 
neighbours, even twitchy ones like the 
Baltic states, have generally improved 
since Mr Putin took over. In the provinces, 
there are isolated examples of a personal- 
ity cult that has gone way over the top, 
such as the setting up of shrines in places 
the president has visited. But the loopiest 
examples of president-boosting—such as 
at-shirted youth movement called “Go- 
ing Together”—so far seem more ridicu- 
lous than sinister. 

The more optimistic interpretations do 
not quite hold water either, especially in 
Chechnya, where Mr Putin unfortunately 
shows no shortage of decisiveness—along 
with ill-disguised contempt for European 
peacemongers. The strong impression 
among veteran Putin-watchers is that 
cosying up to Europe is an affair of the 
head, not the heart, for the president; 
quite why, nobody is very sure. 

The blistering political jokes now cir- 
culating about Mr Putin are mostly of two 
kinds: those (often recycled from the 
Brezhnev era) that suggest he is a wimp 
anda dullard; and those (harking back to 
Stalin) that portray him as a dictator man- 
qué. The second lot implies that Mr Putin 


tary in Moscow, for example, may have to 
pay $500,000 to open an office which can 
then be used, extremely profitably, to regu- 
larise all manner of shady or even illegal 
transactions. Top posts in the traffic police 
are also immensely rewarding. After all, 
every roadside advertising hoarding and 
every petrol station depends on hefty reg- 
ular payments to the local cop or his chief. 

In the short term, the chances are that 
the bureaucrats will simply sidestep the re- 
forms. Clauses allowing added inspec- 
tions “in exceptional circumstances”, for 
example, may allow the bribe-hunters to 
carry on much as usual. The hope, says Mr 
Dvorkovich, is that once the new laws are 


in place, Russians themselves will be more >> 





Wimp, tyrant or moderniser? 


has a hidden agenda that could emerge 
into the open at any time. On a handful of 
important occasions, such as a govern- 
ment reshuffle, or the sacking of the head 
of Gazprom, he has shown he can act 
with impressive speed. If the current ap- 
proach of cautious reform does not work, 
the theory goes, he may welllook fora 
new one. He could yet change gear and 
speed up reform; or, more worryingly, he 
could move in a completely different di- 
rection, perhaps towards protectionism 
and renationalisation, or even to a Rus- 
sian reorientation towards Asian coun- 
tries such as China and India. 

For now, though, the dominant mood 
in governmentis steady as she goes. That 
may look like a low-risk option, but in re- 
ality it means Russia just goes on rotting. 





» prepared to take on corrupt or obstructive 
bureaucrats. “If people really believe that 
the state wants to change the situation, 
then they will not be afraid to report 
abuses. Now they just pay bribes,” he says. 

That slender hope rests principally on 
reform of the judiciary and court system. 
Without an independent legal framework 
that the state itself regards as sacrosanct, 
why should ordinary Russians take the le- 
gal system seriously? The problem is that 
most judges have spent their careers work- 
ing, in effect, as junior civil servants in a 
culture where accusation and guilt 
amount to almost the same thing. Acquit- 
tal rates are well under 1%. All that most 
courts decide is the length of sentence. 
Judges are paid less than $200 a month in 
Moscow and $100 in the provinces; they 
depend on other civil servants for housing 
and other perks; and they are very over- 
worked. No wonder that corruption and 
political meddling are rife. Even the 
slightly better-functioning parts of the le- 
gal system, such as the supreme court, 
have a very patchy record. 

But at least Mr Putin seems to recognise 
the importance of further legal reform. He 
has criticised “shadow justice” and the 
“privatisation” of the prosecutors’ powers. 
“The country’s judicial system is lagging 
behind real life. Not only for entrepre- 
neurs, but also for many people who are 
seeking to restore their rights in law, the 
courts have not been quick, fair and impar- 
tial,” he says. 

Under the reform drafted by the Krem- 
lin, more judges would be recruited, they 
would be better paid, and new rules 
would be introduced to punish bad ones. 
Courtroom conditions and back-up would 
be improved, and the courts, not the pros- 
ecutors’ office, would be responsible for is- 
suing search and arrest warrants. Jury 
trials would be extended from the nine re- 
gions that currently have them to the 
whole of Russia. 

That will make a welcome change, but 
it will only scratch the surface of the main 
problem: the misuse of criminal law at all 
levels for political or commercial ends. Mr 
Putin approvingly talks about the “dic- 
tatorship of law”, a somewhat alarming 
way of saying that justice should always 
prevail. Even so, he seems to regard the le- 
gal system as part of the government bu- 
reaucracy that needs to be made more 
honest and efficient, rather than some- 
thing that should be a power in its own 
right to rival the Kremlin. 

Besides, even the modest reforms now 
being considered may not survive hostile 


lobbying from the prosecutors, Russia’s 
self-styled champions of legality and state 
interests. Sabir Kekhlerov, a deputy pros- 
ecutor-general, argues openly that Russia 
is not ready for western standards of jus- 
tice: “Our people’s mentality is different; 
our perception of justice is different; the re- 
spect for the law is not the same,” he says. 

The evidence suggests, though, that 
when Russians see a chance of winning 
justice through the courts, they seize it ea- 
gerly. Trade unions, for example, fight 
thousands of lawsuits against bad em- 
ployers every year and win a good num- 
ber of them, especially on appeal. 
Consumer groups use the law too, and so 
do businesses fighting unreasonable tax 
demands. Even in an imperfect system, the 
nuisance value of a threatened lawsuit is a 
useful weapon for the weak. 

Legal remedies apart, public pressure 
on officialdom can also produce useful re- 
sults. The first big practical battle here is 
over freedom of information. “Without 
that, nothing works,” says Elena Panfilova 
of the Moscow office of Transparency In- 
ternational, an anti-corruption watchdog. 
She and others are lobbying for draft legis- 
lation on this to go to parliament next year. 
Once the public sees how its money is be- 
ing wasted and its rights abused, she ar- 
gues, it should be easier to exert political 
pressure on the culprits. 


Cleaning up 

The second priority is a law on conflict of 
interest. This goes to the heart of Russia's 
system of government, in which private 
and public affairs are intimately entwined. 
“Corruption in Russia is not a collection of 
cases of bribery. It is a system of gover- 
nance,” says Ms Panfilova. “It is not busi- 
ness capturing the state: business is the 
state. They do not need to buy laws. They 
just get themselves elected and pass the 
laws they want to have.” 

Without a lot of active public support 
(of which there is little sign so far), the ad- 
mirable Ms Panfilova and her small but 
growing network of local allies are un- 
likely to cause much bother for the most 
powerful men in Russia. Their best chance 
of making progress is probably through pi- 
lot projects in selected regions. A new ad- 
ministration in Kaliningrad, Russia’s 
westernmost province, has shown interest 
in a local freedom-of-information law. In 
St Petersburg, some local building compa- 
nies have signed an anti-bribery pact. 

All these initiatives, state and private, to 
clean up the mess of Russian state admin- 
istration may come to something eventu- 
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ally, but not soon. The bureaucracy’s huge 
growth over the past decade continues 
apace. Most of the people in a position to 
make changes are those who benefit from 
things staying pretty much as they are. 

Against that depressing background, 
what chances are there for reforming any- 
thing at all in Russia? A slew of other big 
changes are pencilled in for the coming 
years. They include the reform of the 
armed services (bloated and rickety), cor- 
porate governance (still piratical), banking 
(good at money-laundering), and utilities 
(corrupt and mismanaged). All are vital. 
None will be accomplished soon. One rea- 
son is the sheer complexity of it all. But a 
more obvious one is lack of political will. 
The government has other things on its 
mind: chiefly, to stay in power. 

On the face of it, that seems odd. Mr Pu- 
tin currently enjoys a 70% approval rating, 
and the next presidential election is not 
due until 2004. But the Kremlin is already 
worried. A law imposing tough new rules 
on political parties whizzed through the 
Duma this year. The result will be to make 
it almost impossible for small, regionally 
based parties to contest federal elections. 
The next parliamentary election will prob- 
ably be brought forward to 2002, a year 
earlier than planned, to leave a safe gap be- 
fore the presidential election. The second 
term, Kremlin people say, will be the time 
for really tough reforms. m 
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Waiting for the crunch 


ALKING the brightly lit, well paved, 

bustling streets of central Moscow, it 
is easy to think thatreform in Russia is now 
mainly a question of leisurely detail. But 
take a drive to some miserable town half 
an hour outside the capital, and the urgent 
necessity of huge changes stares you in the 
face. How much longer can Russia's public 
services, roads, bridges and other bits of 
public infrastructure survive on their cur- 
rent diet of neglect? 

By rights, Russia should have fallen 
apart already. A large proportion of the 
buildings and machinery of the Soviet era 
are hopelessly clapped-out by western 
standards. By the government's own esti- 
mate, 25% of equipment in the public sec- 
tor is well beyond the end of its design life; 
according to another official calculation, 
necessarily vague, 60% of the capital stock 
is worn out. Investment as a share of na- 
tional income is still inadequate. Last year 
at least it grew at a respectable pace, by 
about 16%, but recently growth has been 
running at less than half that rate. 

The effect of the decline is hard to mea- 
sure because of two human qualities: inge- 
nuity and endurance. Things that wear out 
get patched up, again and again. When at 
last they stop working altogether, people 
simply put up with it. If they can move 
somewhere more tolerable, they will; if 
they cannot, their health will suffer, and 
they may die early. 

The decay in industry is mostly less 
acute than in public services. For one 
thing, there is more money about, and 
there are now clearly defined owners who 
want to keep their plants running. Services 
such as telecommunications, petrol sta- 
tions and flights have improved. More- 
over, those Russian businesses that have a 
chance to compete at all generally need 
only small investments to open bottle- 
necks, rather than complete retooling. For 
the immediate future, Russia’s competitive 
strength, sadly, is making basic products at 
low cost (for which the existing antiquated 
machinery is mostly good enough), rather 
than producing state-of-the-art machine 
tools, cars or consumer electronics. 

Things get more worrying where the 
surviving Soviet-era technology is highly 
dangerous: in the nuclear-power industry, 


for example, or in the military sector. A 
fairly typical accident was an unexplained 
series of explosionsin June at a rocket base 
near Moscow, which sent huge plumes of 
smoke into the air. In May there was a seri- 
ous fire at an underground bunker that 
controls Russia’s early-warning satellites. 
Such incidents happen almost every 
month. The nuclear-power industry is se- 
cretive and badly run, but influential and 
bent on expansion, and has made very lit- 
tle progress on safety since the Chernobyl 
disaster. But barring another accident, the 
effect on the public of its dire state is lim- 
ited. What really bothers people now is the 
breakdown of public services and utilities. 

Take water supplies, for example. In 
any advanced industrial country piped 
water is taken for granted. Not in Russia. In 
many rural areas the system never moved 
beyond shared standpipes on the street 
and an earth closet in the garden. But now 
the combination of a financial squeeze 
and physical decay is pushing urban life in 
the same direction. 

Novorossisk should by rights be one of 
the most prosperous places in the country. 
Not only does it export a large chunk of 
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After decades of neglect, 
Russia’s infrastructure is now in 
an advanced state of decay 


Russia’s oil, but it is also the terminal for a 
new pipeline from Kazakhstan. Billions of 
dollars-worth of the black stuff flow 
through the port every year. Yet its inhabit- 
ants live on the verge of squalor. Piped wa- 
ter runs for just two hours twice a day, 
when people scurry to fill baths and buck- 
ets. There is almost no street lighting, the 
roads are disgraceful, and the sewage sys- 
tem cannot cope. Life is tiresome, humiliat- 
ing, smelly, unhygienic. 

Similar problems crop up everywhere. 
Trains run more slowly and get derailed 
more often; roads are bumpier, power sup- 
plies more erratic, roofs leakier, buses and 
aeroplanes more rickety. Despite it all, life 
in most of Russia, for now, still seems to 
muddle along without spectacular disas- 
ters, albeit inefficiently and uncomfort- 
ably. “Since they cut the electricity off a 
few years ago, we have been milking the 
cows by hand,” says a tipsy and ex- 
hausted-looking woman in Vasilyevo, a 
village of a few hundred people in the 
Pskov region of western Russia. 

Vasilyevo is like thousands of other 
similar places in Russia: nothing much 
goes on there, other than subsistence farm- >> 








> ing in the ruins of the bankrupt collective 
farm. Has life improved in the past 100 
years? Of course, say the locals. It has got 
worse recently, but most people do have 
televisions and refrigerators. There is still 
electricity (for private dwellings), an occa- 
sional bus, a just-surviving school, a very 
basic clinic, a half-derelict “house of cul- 
ture”. No real reason to complain, then: life 
is normalno—a revealingly ambiguous 
Russian word that means something be- 
tween adequate, tolerable and usual, 
rather than “normal” in the English sense. 


Snafu country 

On Russia’s northern and far eastern 
fringes, though, life is not even normalno. 
Among people living north of the Arctic 
Circle, life expectancy is below 50—worse 
than in many poor African countries. 
When their heating system broke down 
last winter, thousands of people in the in- 
dustrialised, energy-rich and once quite 
prosperous Primorsky (Maritime) region 
in far eastern Russia endured weeks of life 
at -20°C, warmed by nothing more than 
homemade heaters (such as cooking oil in 
a tin, with an old rag as a wick). Hospitals 
filled up with frostbite cases. The federal 
government flew in pipes and valves for 
emergency repairs. 

Part of the problem is the sheer age of 
the hardware. The number of serious 
breakdowns in heating, power and so 
forth has risen fivefold since the Soviet era. 
Part is incompetence and corruption. Part 
is the result of reform so far. Consumers 
are not willing or able to pay the real cost 
of their utilities, and energy companies are 
no longer willing to provide them unpaid. 

Last month, for example, the water 
company in Nakhodka, Russia’s main Pa- 
cific port, with a population of 180,000, 
could not find the money to pay 
Dalenergo, the local power company, 
which responded by cutting off supplies to 
the pumping station. The water stopped 
flowing. After a week, the mayor sent po- 
lice to reconnect the power. 

Russia urgently needs to find a way of 
bringing more money into public services, 
both from charges to users and from inves- 
tors. The government is approaching the 
problem with an odd mixture of alarm- 
ism, complacency and bravery. Officially, 
it admits to something called the “techno- 
genic problem” that supposedly threatens 
to shut down many public services and 
much of heavy industry in 2003. This date 
seems to have been plucked out of the air 
to coincide with an inconvenient $18 bil- 
lion spike in Russia’s debt service in that 


Home discomforts 


year, with a view to scaring its creditors 
into rescheduling its loans yet again. 

That idea appears to have been quickly 
dropped again, partly because of western 
weariness of Russian whingeing, and 
partly because of the Kremlin’s overriding 
desire to rebuild Russia’s financial reputa- 
tion. But the 2003 problem is also used to 
attract attention at home. One of Mr Pu- 
tin’s top advisers privately dismisses the 
idea of a specific problem in 2003 as “non- 
sense”, but adds approvingly: “This is the 
first time in the past ten years that people 
in senior positions have started to think 
two or three years ahead. The horizon 
used to be three months at most.” 

The government’s main practical an- 
swer is a planned $20 billion, ten-year re- 
form of communal services, in which 
subsidies would go direct to poor families, 
rather than being wastefully paid to the in- 
efficient providers of heat, power and 
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housing. High-income households will 
supposedly start paying the full costs of 
such services from next year, low-income 
ones from 2004. This all sounds very sensi- 
ble, but the plan, if adopted, is likely to 
prove politically explosive. 

Aman Tuleyev, a paternalist governor 
from Kemerovo in southern Siberia, was 
one of many regional leaders horrified by 
Mr Putin’s announcement. He responded: 


Dear Vladimir Vladimirovich, I simply beg 
you. I beg you on my knees to forbid any 
games with fire where the population is con- 
cerned. We will end up being sorry. There is 
a simply idiotic psychology whereby if an 
electric bulb is not lit, then the presidentis to 
blame. We need to change that psychology 
of the population. Everything is piled on the 
head of the government. Everything is piled 
on the head of the president. 


If ithappens, reform of utilities will cer- 
tainly be the most difficult step Russia has 
undertaken since the liberalisation of con- 
sumer prices in January 1992, which ex- 
posed the hyperinflation that was 
destroying the nation’s savings. As with 
every other reform so far in Russia, it will 
be the poor who bear the brunt. The harsh 
new conditions in the labour market hurt 
the weak most, and so does the deteri- 
oration in basic public services. 

Communist central planning has left a 
terrible legacy of whole towns and cities 
where there is virtually no way to earn a 
living. These are in inhospitable parts of 
the country, and used to rely on producing 
things for which the only buyers were the 
Soviet war machine or export customers 
in uncomplaining captive nations. Now 
those plants are uncompetitive and often 
derelict. Subsistence farming, which sus- 
tains much of the population in southern 
and western Russia, is difficult or impossi- 
ble in the harsh northern climate. Inhabit- 
ants of these places, along with the 
one-third of the population elsewhere 
who live below the poverty line, have two 
remaining cushions. One is artificially low 
energy prices: just $12 for 1,000 cubic me- 
tres of gas, against a world price of around 
$132. The other is tiny rents. If those go, 
destitution beckons. 

Given how timid and slow the govern- 
ment has been on implementing reforms, 
it will be surprising if its shake-up of com- 
munal services makes much headway be- 
fore the next presidential election. More 
likely, once again nothing much will 
change, meaning yet more breakdowns 
and higher costs, and more misery for its 
people in the long run. No wonder their 
numbers are dwindling. m 
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Endangered species 


EMOGRAPHERS are normally cau- 

tious people. When they talk about 
Russia, though, they start dotting their con- 
versation with words like “catastrophe”. 
The country’s population is increasingly 
unhealthy, ageing fast and shrinking. 

The first problem is that Russians are 
having fewer babies. Despite a tiny up- 
ward blip last year, the number of births 
per woman is down to 1.17, one of the low- 
est figures in the world. According to some 
estimates, it may drop to 1.0, well under 
half the replacement rate of 2.14. It is easy 
to see why. For all but the luckiest Russian 
women, having any children, let alone lots 
of them, is a passport to poverty and stress. 
And even those who do want to have fam- 
ilies often find that they are not able to. The 
main means of birth control is still abor- 
tion, as it was in the Soviet era. Partly as a 
result, one-third of women of childbearing 
age are infertile, according to Murray Fesh- 
bach, an American demographer. 

Second, Russians die prematurely. 
Two-thirds of the men smoke, and far too 
many drink: average consumption per 
adult is equivalent to 14 litres of pure alco- 
hol a year, more than twice as much as in 
America. Russians also eat lots of un- 
healthy food and take insufficient exercise. 
The result is a high incidence of cancer, ac- 


Cut-price oblivion 


cidents, heart disease and other health 
problems that finish people off early. Rus- 
sian men on average now live to only 60, 
compared with 64 in 1991. 

The worst is yet to come. The sexual 
revolution that followed the collapse of 
communism made Russians’ private lives 
not only more exciting, but also a lot more 
dangerous. The number of people with 
syphilis (a good early-warning indicator 
for Arps) is shooting up: figures are 100 
times higher than the West European aver- 
age. Mikko Vienonen, an outspoken Finn- 
ish doctor who heads the World Health 
Organisation’s office in Moscow, speaks of 
an impending disaster of African propor- 
tions. In a few years’ time, he says, there 
could be 10m Russians with HIV. 

Russia’s other health problems, which 
would be worrying enough in other coun- 
tries, are dwarfed by the havoc wrought by 
self-destructive lifestyles. Most Russians 
take their spirits neat. Beer counts as a soft 
drink. Price is no deterrent: the most ex- 
pensive ingredient in a Russian Bloody 
Mary is the tomato juice, and cigarettes 
cost less than chewing gum. Advertising is 
ubiquitous, and fatalism rules: condoms 
are about as popular as seatbelts. 

In principle, Russia’s public-health ca- 
tastrophe can be fixed. France and Finland, 





Life for most Russians is bleak, 
unhealthy and short 


for example, have managed to tackle alco- 
hol abuse. But the government would 
have to do all kinds of things it is clearly 
not good at, such as showing flexibility, 
imagination and public-spiritedness, pur- 
suing long-term goals, standing up to com- 
mercial lobbying and working with 
charities and pressure groups. 

Instead, it has responded with an 
alarming mixture of complacency and 
paranoia. The bureaucrats who said that 
narcotic abuse would never be a problem 
in Russia now say the same about hetero- 
sexual transmission of HIV. Nobody is 
willing to confront the merchants of death 
in the alcohol and tobatco lobbies, the 
prudes and bigots in the Orthodox church, 
or the stick-in-the-muds and empire-build- 
ersin the health-care system. 

Russia’s tuberculosis epidemic is a 
prize example. A $100m World Bank loan 
contingent on the country switching to 
modern treatment methods, such as care- 
fully monitored drug regimes, remains 
blocked because the health ministry pref- 
ers its traditional methods of isolation in 
semi-penal sanatoria, followed by sur- 
gery. Now the scourge of multi-drug-resis- 
tant TB is spreading largely uncontrolled, 
with horrible consequences for both Rus- 
sia and its neighbours. 


Little grey cells 

The third big danger is further deteri- 
oration of the education system. It is Rus- 
sia’s still relatively well-educated pop- 
ulation, more than anything else, that 
sustains the belief that this is more than 
just a large, poor and badly run country. 

Young teachers are a rare sight, though 
the problem is impossible to quantify: the 
education ministry says it cannot afford to 
keep statistics on the rise in teachers’ aver- 
age age since 1989. The education that is 
being provided is still mostly rigid, narrow 
and old-fashioned, run by entrenched, So- 
viet-era bureaucrats. Accurate regurgita- 
tion is prized over original thought. 

The most remarkable thing is that 
schools still function as well as they do. Itis 
an impressive, even moving, experience to 
visit decrepit little schools in the provinces 
where a bunch of dedicated middle-aged 
women, on tiny salaries and without any >» 


Y 


n NI RIN key iat 5 


i Who wants to be a Russian? 


modern books or equipment, instil the ba- 
sics of maths, science and Russian litera- 
ture into the heads of their pupils. 
“Schools have been abandoned by the 
state, but survive because they are part of 
civil society,” says Artem Yermakov, a 
thoughtful journalist working on a news- 
paper for teachers. 

In higher education, corrupt methods 
of gaining entrance and securing better 
grades are rife, especially in sought-after 
subjects such as languages, economics and 
law. Bright children from poor back- 
grounds, especially in the provinces—to- 
day’s young Mikhail Gorbachevs or 
Vladimir Putins—would now find it very 
hard indeed to get an education to match 
their talents. 

Russian employers confirm that overall 
standards are falling, especially in techni- 
cal education. Anatoly Kononov, a young 
agricultural entrepreneur in Merchan- 
skoye, in the Kuban region of southern 
Russia, says that newly qualified agrono- 
mists are all but useless: “They just go to 
the institute to say that they have a di- 
ploma.” The biggest barrier to growth, he 
explains, is that even for the equivalent of 
$300 a month~a huge wage by Russian 
standards—he cannotfind properly trained 
agricultural experts. 

One reason why higher education is 





nevertheless still holding up fairly well is 
that Russians have become acutely aware 
of the value of a good education. Stan- 
dards are generally still remarkably high, 
and motivation is higher than it used to be. 
Information from the Internet partly 
makes up for geographical isolation and 
poverty. In a teacher training college in re- 
mote Syktyvkar, the unannounced arrival 
of a British journalist in an English class 
provokes a lively and well-informed dis- 
cussion of Rudyard Kipling’s novels. West- 
ern employers find that the Russian 
management trainees they recruit are out- 
standing for their reasoning and analytical 
abilities, although sometimes their softer 
skills—such as teamwork and presenta- 
tion—are less well developed. 

Other reasons for the system's survival 
include the collapse in the birth rate, and 
the generous staffing levels adopted in So- 
viet days. Even though many teachers 
have left the profession, there are still 
mostly enough to go round. 

Nobody knows quite how many ambi- 
tious, talented Russians have left for hap- 
pier shores, but at least a million are 
reckoned to have gone to Israel, a similar 
number to Western Europe, mostly Ger- 
many, and a slightly smaller contingent to 
North America. In the 1990s, that exodus 
was balanced by the 3m or so Russians, 


In search of an identity 


i Stace are three elements in Russia’s ap- 
proach to the outside world. The first is 
to seek good ties with the West. The Rus- 
sians have said they are looking for part- 
nership with Western Europe, and for a 
businesslike relationship with America. 
To that end, the second element—playing 
geopolitical games aimed at undermining 
American world “hegemony”—seems less 
than helpful. The third is to consolidate 


Russian influence in the former Soviet em- 
pire, especially in the weak, unstable and 
quarrelsome bits. 

The results have been mixed. Trade ties 
with Europe have become increasingly 
solid, especially in natural-gas exports. 
Russia would like to join the World Trade 
Organisation, which will give the stronger 
Russian companies a better chance in 
world markets but let in more competition. 
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“Includes Poland, Russia and Ukraine 


usually well-qualified ones, who returned 
to the motherland from the even worse 
conditions of the southern parts of the for- 
mer Soviet Union. Mr Kononov, who emi- 
grated from Kazakhstan to Russia in 1994, 
made his first fortune in the seamy busi- 
ness of petrol distribution, and is now 
growing tomatoes and peppers on 2,800 
hectares of previously idle land. He speaks 
lyrically of his adopted region’s potential: 
“Itis so much easier here, it is incredible.” 

That inward migration has largely 
halted. Although a trickle of Russians, for- 
eign passports safely in hand, are now re- 
turning from the West, overall the brain 
drain looks set to get worse, not better. And 
who can blame the émigrés? Other coun- 
tries, too, have problems such as creaking 
education systems, ageing populations, ill 
health, pollution, poverty, bad bureau- 
crats, regional tensions, uncompetitive 
heavy industries, cash-hungry public ser- 
vices and terrorism. What is special about 
Russia is thatit has all of them at once. 

Barring a radical change at the top, the 
next few years seem likely to bring a slow 
but accelerating decline in most of the 
economy and increasing authoritarianism 
in politics. In short, Russia will be a weaker 
country with a rather stronger state. That is 
making the rest of the world wonder 
whether it will be nastier too. = 


Russia is still struggling to come 
to terms with its new status as 
an ex-superpower 


On the other hand, inward foreign invest- 
ment has been disappointing. The total 
since 1991 amounts to only $22 billion— 
half the figure for Poland. 

The big gap is political. Western atti- 
tudes to Russia’s behaviour in Chechnya 
range from concern to horror. The war to 
restore Russian rule there, prompted by a 
series of terrorist attacks in August and 
September 1999, shows no sign of ending. >» 
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> Almost all the top rebel commanders are 
stili at large. Kussia’s puppet governmentis 
on the verge of collapse. The fighting has 
killed or maimed tens of thousands of ci- 
vilians; hundreds of thousands have fled 
their homes. There have been atrocities on 
both sides, but the balance of blame is 
overwhelmingly on the much more pow- 
erful Russian side. The Kremlin brusquely 
brushes aside complaints about the many 
well-documented cases of torture, arbi- 
trary executions, abductions and other 
outrages that breach numerous interna- 
tional agreements signed by Russia, as 
well as its own laws and constitution. Crit- 
ics see Russia’s behaviour towards the 
Chechens as symptomatic of its own de- 
cayed and lawless system of government. 
As democracy in Russia shrivels, it 
moves further away from western stan- 
dards. Despite official insistence that the 
press is free and human rights are re- 
spected, there are legitimate doubts. Some 
foreigners even question whether Russia 
should continue to be amember of the G8, 
alongside the world’s seven big advanced 
democracies. 


Fiddle, fumble 

The geopolitical games are not particularly 
successful either. Mr Putin jets around the 
world to visit former Soviet allies such as 
Cuba, Libya, Vietnam and North Korea, 
and cultivates Iran and Iraq. But friend- 
ships with poor pariah countries serve lit- 
tle political or economic purpose. Policy 
towards China and India has been rather 
more productive. Arms sales are flourish- 
ing. Russia has also joined up with five 
other countries worried by Islamic terro- 
rism (China, Kirgizstan, Kazakhstan, Tajiki- 
stan and Uzbekistan) in a security 
grouping called the “Shanghai six”, but to 
little effect so far. 

Russia's patent military weakness (bar- 
ring possession of unusable weapons of 
mass destruction, and the ability to sell ad- 
vanced arms abroad) makes any attempt 
to flex its withered superpower muscles 
pointless. Plans announced last year to re- 
store a blue-water navy seem to have been 
shelved. Russia seems to be giving up its 
last big overseas naval base, in Vietnam. 
Attempts to stand up to the West on issues 
such as NATO enlargement tend to follow 
a sterile pattern of warnings, tantrums, 
sulks and grudging acceptance. 

The success story, of sorts, is in the in- 
ner part of the former Soviet empire, 
where Russian clout is steadily growing. 
Fears of Islamic terrorist insurgency have 
made the countries of Central Asia much 


Wish we weren't here 


more receptive to offers of Russian military 
help. The other successful policy has been 
the use of gas debts to gain equity stakes in 
important industries. Russian influence in 
Ukraine has risen sharply after a series of 
political hiccups there in the past year. Vik- 
tor Chernomyrdin, the new Russian am- 
bassador to Ukraine (and a former prime 
minister), is referred to, only half-jokingly, 
as Mr Putin’s viceroy in Kiev. 

So where does Russia go from here? The 
first question is what price Mr Putin is will- 
ing to pay to be friends with Europe. Dmi- 
tri Trenin, a retired colonel turned pundit, 
says Russia should accept that its super- 
power days are over, and try to join coun- 
tries such as Britain, France and Germany 
to become another big post-imperial 
member of the European club. But so far, 
Mr Putin seems more interested in Europe 
as a source of modernisation and stability 
for Russia than as a club with its own de- 
manding rules about democracy and the 
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rule of law. 

The second question is about the clash 
between Russia’s economic weakness and 
its lingering desire to regain great-power 
status. Russia’s western neighbours hope 
that, when push comes to shove, Mr Pu- 
tin’s craving for respectability will prevent 
him from doing anything too unpleasant. 
They do not have much other leverage: 
thanks to the oil boom, Russia is no longer 
dependent on foreign loans to stay afloat. 

In the short and medium term, the like- 
liest outcome is that the economy will 
grow just enough to keep the country from 
collapsing, postponing any crunch. If so, 
Russia will stagger on much as it is now: a 
large, poor, mostly backward place with a 
maddening habit of wasting its potential. 
If the decline worsens, though, all the old 
fears about Russia that haunted the 
1990s—disintegration, unrest, loose nukes, 
disease and pollution—will re-emerge, 
with even fewer hopes of recovery. W 
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The battle for the Tory party 


Who becomes the next Tory leader depends on which is stronger—the party’s 


hatred of Europe or its survival instinct 


F THE Conservative Party is about any- 
thing, it is about power. It has had more 
time in government than any other demo- 
cratically elected party anywhere in the 
world. Yet the Tories, battered in two suc- 
cessive elections, are now heading for a 
bruising two-month leadership race be- 
tween a right-wing Eurosceptic, lain Dun- 
can Smith, and a leftish pro-European, Ken 
Clarke. These men, whose names will go 
forward to the party membership after 
they topped the poll in the parliamentary 
party on July 17th, represent opposite ends 
of the party, not just on Europe but also on 
social issues. 

Whoever wins, some will depart. The 
left-leaning vice-chairman of the party, 
Steven Norris, has indicated that he could 
well defect if Mr Duncan Smith becomes 
leader. A victory for Mr Clarke would be 
met with equal disgust by many of the 
party’s right-wing anti-Europeans. 

The exclusion of the early favourite, Mi- 
chael Portillo, who got 53 votes—one less 
than Mr Duncan Smith and six fewer than 
Mr Clarke—came as a shock. Front-runners 
rarely win Tory leadership contests, but Mr 
Portillo, who put himself forward as a un- 
ity candidate, had the backing of nearly 
two-thirds of the shadow cabinet. His fail- 


ure to secure one of the two places on the 
membership ballot is partly the result of a 
misjudged campaign and partly the conse- 
quence of ancient Tory prejudices (see box 
overleaf). 

Mr Portillo’s defeat robs the Tories of 
one of their most powerful figures. He has 
said he wants nothing more to do with 
front-bench politics and will look outside 
Parliament for employment. His suppor- 
ters are stunned. Nicholas Soames, a for- 
mer defence minister, said the result was a 
tragedy because “it will make flesh the po- 
larisation that exists in the party.” Ray- 
mond Mobiot, former president of the 
Conservative National Convention, rues 
the fact that there is no compromise candi- 
date and that the membership is faced 
with such a stark choice. 

Mr Clarke, former chancellor of the ex- 
chequer, home secretary and health secre- 
tary, is a formidable debater. His blokeish 
exterior belies a shrewd and adaptable 
politician whois on the left of his party. He 
has never been willing to compromise his 
pro-European views—they lost him the last 
leadership election—but he does not ex- 
pect to impose them on his mostly Euro- 
sceptic colleagues. In a blunt warning at a 
press conference on July 18th, he said, “We 
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wrecked the party in the past ten years on 
Europe, and headbangers on either side 
will wreck it again if we let them.” 

Mr Clarke will struggle to convince tra- 
ditional Tories that they should back him 
despite his views on Europe. But he has 
some strong cards to play. He came top of 
the parliamentary poll and at least half his 
support came from MPs who do not share 
his pro-European views—which suggests 
that his personal appeal transcends that of 
his views. For a Tory, he is popular in the 
country: according to an 1cM poll, 4% of 
people would be more likely to vote Con- 
servative if he were elected leader. 

Mr Duncan Smith, who served as a cap- 
tain in the Scots Guards, is an uninspiring 
speaker, has no government experience 
and is described by his critics as “William 
Hague without the jokes”. But his Euro- 
scepticism and right-wing views on social 
issues such as hanging and homosexuality 
are close to those of the party’s grassroots. 
The Tory papers, notably the Daily Tele- 
graph, the Daily Mail and the Sun, which 
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> helped destroy Michael Portillo’s candi- 
dacy, will back him. Lady Thatcher is also 
likely to come out publicly in his support. 
Voters are less impressed. The 1cm poll 
found that, if Mr Duncan Smith were 
leader, 8% of people would be less likely to 
vote Conservative. 

The party members who will choose 
between them are, by virtue of their age 
(see chart on previous page), unrepresen- 
tative of voters as a whole. Two-thirds of 
them are either retired or near retirement. 
Patrick Seyd, professor of politics at the 
University of Sheffield, who did the last 
comprehensive survey of the member- 
ship, believes that it could now have fallen 
as low as 230,000. It has almost certainly 
not got any younger, he says. 

The age profile of the party could deter- 
mine the result of the election. Conversa- 


Tory homophobia 


To fall like Lucifer 
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tion with party members suggests that Ken 
Clarke’s strongest constituency is among 
younger urban members. Paul Bristow, 
deputy chairman of Conservative Future, 
the organisation for young Conservatives, 
says that for the Tories to prosper they have 
to appeal to first-time voters and young 
people who have not voted before. Yet 
most Conservative members, according to 
the Tory agent in Hammersmith and Ful- 
ham, will be voting for the candidate 
“whose views most accord to their own”. 

This is the first Conservative leadership 
election in which party members have 
had a say. Democracy has come late to the 
Tories. Whether it does them any good will 
depend on whether they are able to bury 
their ancient prejudices and remember 
whatitis thatthe Tory party has excelled at 
in the past: winning power. m 


The Tories embrace economic change. Social change is more of a problem 


Y THE standards of modern Britain, 

Michael Portillo is a fairly normal 
person. His political views have 
changed, and he is open aboutit. He is 
the son of an immigrant. And, although 
he is now married, he admits to having 
had homosexual experiences in the past. 
By the standards of the Conservative 
Party, however, that makes him un- 
usual—unpalatably so. 

Homosexuality has been legal in Brit- 
ain since 1967, but many Conservatives 
still could not bring themselves to sup- 
port a leadership candidate who had 
openly admitted to a gay past. This is es- 
pecially true of the older members. One 
former naval officer in a true-blue Tory 
seat put it quite succinctly: “I just can’t 
stand bloody poofters.” Others will talk 
more euphemistically about the subject. 
As one constituency chairman argues, 
“letting it all hang out does not go down 
well with some of our activists.” And 
the mps who rejected Mr Portillo have 
spent a good deal of the last three weeks 
listening to their activists. 

Mr Portillo’s chances of winning 
were compromised right at the start of 
the campaign when Lord Tebbit, the 
pin-up of the right-wingers, compared 
childless Mr Portillo to the “normal” Iain 
Duncan Smith. Never mind that Mrs Por- 
tillo had medical problems that made 
her unable to have children. The coded 
message struck a chord with many of 
the faithful who put great store by the 
party’s reputation as the guardian of 
“family values”. Some activists lament 
the fact that, at the recent general elec- 
tion, none of their three main spokes- 


men—William Hague, Mr Portillo and 
Ann Widdecombe—could parade any 
children in front of the cameras. 

Whereas Labour has had openly gay 
ministers, such as Nick Brown, minister 
of works and pensions, the Conserva- 
tive Party has remained largely in the 
closet. Only one Tory has ever admitted 
to being a homosexual while serving as 
an MP. Very occasionally an Mp has 
been found out and has had to resign. 
Ian Harvey was caught with a Guards- 
man in St James’s Park in 1958. He enti- 
tled his memoirs “To Fall Like Lucifer”. 

Everybody knows that there have 
been many homosexual Tory MPs: Mr 
Portillo's crime was to speak openly 
about it, or even to “make an issue” of it. 
John Barnes, a historian of the Conser- 
vative Party at the London School of Eco- 
nomics, argues that although there has 
been plenty of homosexuality among 
Tory MPs, “the party has never had it 
thrown in their face before.” Torche, an 
organisation for homosexual Tories that 
campaigns for equality and openness 
within the party, can count prominent 
personalities among its ranks, such as 
David Starkey, a historian, but no MPs. 

Hywel Williams, a homosexual for- 
mer Conservative cabinet adviser, ar- 
gues that the party’s attitude towards 
homosexuality is part of a wider set of 
fears, “of the modern world and of 
change in general”. So Mr Portillo's de- 
feat has exposed the paradox at the 
heart of Conservatism: the party that 
has most willingly embraced economic 
change most strongly resists the social 
change that inevitably follows. 








Medical negligence 


Tragic flaws 


How can doctors be made more 
accountable for their mistakes? 


O ERR is human, but getting medical 

professionals to own up to such frailty 
is far from easy. At Bristol Royal Infirmary, 
between 1984 and 1995, more than 90 ba- 
bies were injured or died during open- 
heart surgery. The death rate for these pro- 
cedures at Bristol was roughly twice that at 
other centres in Britain, but this did not de- 
ter surgeons and managers. 

Eventually, the persistence of a “whis- 
tle-blowing” colleague and a certain num- 
ber of stories in the press forced the hospi- 
tal to admit its failings. The result was a 
public uproar. Two of the three physicians 
most embroiled in the mess were struck 
off the medical register. The Department 
of Health called for an independent in- 
quiry to determine what went wrong, and 
what should be done in future to improve 
the quality of health care across the Na- 
tional Health Service (NHs). 

On July 18th, three years and £14m 
later, the inquiry published its findings. 
Blame is largely reserved for medical and 
managerial culture, rather than for indi- 
viduals. The report points to a failure, not 
just at Bristol but across the whole Nus, to 
recognise the importance of setting and 
enforcing standards of clinical practice. It 
shows up the dire consequences of not 
having a systematic approach for gauging 
the performance of practitioners and hos- 
pitals. It laments the lack of accountability >» 
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to patients and their families, where the 
process of informed consent was seen by 
hospital surgeons as a tiresome chore 
rather than a right. 

The “club culture” of the hospital, 
where senior doctors were above suspi- 
cion, is also criticised. Perhaps most dis- 
turbing is the fact that, by 1990, surgeons at 
Bristol had more than enough data to 
know that something was seriously 
wrong, but there was no clear chain of 
command to put a stop to it. Surgeons 
pressed on in the hope of getting better, 
but in retrospect this “learning curve” 
looks more like a slippery slope. 

The inquiry makes almost 200 recom- 
mendations on how the system can do bet- 
ter in future and save some of the 25,000 
lives that may be lost annually as a result 
of less spectacular medical errors, such as 
misprescribed drugs. These range from 
back-to-basics initiatives—retooling medi- 
cal education, for instance, to ensure that 
future doctors are better team players—to 
building performance targets into all prac- 
titioners’ contracts. 

Certain reforms are already afoot. The 
General Medical Council, for example, 
which licenses doctors in Britain, is work- 
ing on a “revalidation” programme that 
would assess physicians’ competence ev- 
ery five years. The government is in the 
process of introducing best-practice guide- 
lines for the treatment of various medical 
conditions. The inquiry recommends new 
responsibilities for agencies such as the 
National Institute for Clinical Excellence 
and the proposed National Patient Safety 
Agency, and better co-ordination between 
them, so that outcomes of medical treat- 
ment are methodically collected, analysed 
and acted upon to nip Bristol-like tragedies 
in the bud, if not prevent them all together. 

Such reforms are laudable in principle, 
but they will bring problems in practice. 
For example, one recommendation is to 
make information about the performance 
of hospital and medical teams widely 
available to the public. But unless such 
data is carefully adjusted to account forim- 
portant variations between groups, and 
presented in a user-friendly format, it is 
likely to bring more confusion than clarity 
to patients. 

That said, appropriate information can 
be useful. A recent study from the Nuffield 
Trust, a policy group in London, shows 
that in America some high-quality in- 
formation has, in some cases, improved 
the performance of hospitals, even though 
individual patients and physicians have 
had little use for it. But, as Steven Dewar of 
the Kings’ Fund, a health care policy group, 
points out, even if such information were 
available to British patients, the NHS gives 
them little latitude to act upon it. They do 
not get to choose which hospital will do 
their triple bypass. And without choice, in- 
formation is not very useful. m 


Lord Archer 


A taste for fiction 


How did Lord Archer get away with it for so long? Powerful friends, draconian libel 


laws and asupportive wife 


ADY ARCHER once spoke of her hus- 
band’s unusual talent for embroidering 
the facts. “Jeffrey has a gift for inaccurate 
précis,” she said. This week real life finally 
caught up with the former deputy chair- 
man of the Conservative Party and candi- 
date for London’s mayor when he was sen- 
tenced to four years’ imprisonment. 

The charges of perjury and conspiracy 
to pervert the course of justice on which 
the millionaire novelist-cum-politician 
was convicted at the Central Criminal 
Court stem from his successful libel action 
14 years ago against the Daily Star. The 
newspaper had alleged he had lied about 
his relationship with a prostitute, Monica 
Coghlan, and was forced to pay him a re- 
cord £500,000 ($800,000) in damages. 

The fact that Lord Archer lied through- 
out his libel trial was widely suspected at 
the time. It was common knowledge 
among his personal staff that his alibi was 
bogus and that the diaries on which he 
based his case had been concocted. This 
was not his first brush with dishonesty. He 
had lied about his academic record, fid- 
dled his expenses as an official of the Un- 
ited Nations Association, been caught 
shoplifting in Canada and improperly 
dealt in shares in a company of which his 
wife was a director. All this was docu- 
mented in Michael Crick’s biography of 
Lord Archer, first published more than six 
years ago. 

The mystery is not that the truth has fi- 





Going down 


nally emerged but that it has taken so long 
to do so. How was this obvious charlatan 
able to pursue a political career for so long? 
For three reasons: powerful contacts, the li- 
bel laws and Lady Archer. 

Lord Archer put politicians and jour- 
nalists in his debt by showering them with 
favours, flattery and hospitality. Thirty 
years of assiduously campaigning for the 
Conservative Party and courting its lead- 
ing figures paid off handsomely. Lady 
Thatcher first nominated him for a peer- 
age. When that was turned down, her suc- 
cessor, John Major, put him up again. Both 
backed his candidacy for mayor of Lon- 
don. Eight former senior Tory cabinet min- 
isters—Norman Lamont, Michael Howard, 
Cecil Parkinson, Malcolm Rifkind, Brian 
Mawhinney, Peter Lilley, Tom King and 
Norman Fowler—also publicly supported 
him. In a letter to the Daily Telegraph, they 
declared he had “the vision, energy and 
commitment to be an outstanding mayor”. 
William Hague, who as Conservative 
leader accepted Lord Archer's invitation to 
train in his gym, gave him his backing as “a 
man of honour and integrity”. 

Such influential friends undoubtedly 
had a chilling effect on journalists tempted 
to look into his affairs. So did the libel laws. 
Britain’s are the most draconian in the 
world, even after recent reforms. Many pa- 
pers had damaging material in their files 
about Lord Archer which they were scared 
to run because he was rich, powerful and 
litigious. The huge amount he had won 
against the Daily Star and the News of the 
World, which, together with costs, totalled 
more than £1m, terrified editors and news- 
paper lawyers. 

Lastly, Lord Archer had his wife Mary 
to thank for the protection she gave him. 
Famously described as “fragrant” by the 
judge in the libel trial, her tearful claim that 
“we have a very happy marriage” un- 
doubtedly helped Lord Archer win his ac- 
tion. Her continued support, despite his 
known philandering, was invaluable to 
her beleaguered husband's public career. 
Speaking to the judge in his libel trial, Lord 
Archer acknowledged the amount he 
owed to his wife: “I say this without res- 
ervation. Mary was the most remarkable 
woman I knew when was young and she 
remains that way now, sir.” 

Maybe the moral of Lord Archer's ca- 
reer is that you get found outin the end. Or 
maybe it is that favours can be bought 
quite cheaply in British public life. m 








agehot Robin Cook’s revenge 


The former foreign secretary may at last have found a cause worthy of his ambition 








E YOU own a poodle, you will not be fatally savaged by it. But 
even a poodle can give you a nip. And when it does, you have 
-no way of knowing what is going on inside its pomaded head. 
You are mildly annoyed; it thinks it has struck a blow for free- 
dom. For all you know, it is under the illusion that it has perma- 
~ nently reversed the (im)balance of power between you. It may 
try to take you for a walk tomorrow morning. 

In the House of Commons, the back-bench Labour Mps who 
have been denigrated so often as Tony Blair’s poodles decided 
this week to give the prime minister a nasty nip. They voted to 
reinstate two colleagues, Donald Anderson and Gwyneth Dun- 
woody, whom government whips had tried to remove as chair- 
men of two House of Commons select committees. Mr Blair no 
doubt finds this public reversal annoying—more annoying, cer- 
tainly, than Mr Anderson and Mrs Dunwoody ever were as the 
` occasionally troublesome chairmen of, respectively, the foreign- 
affairs and transport committees. Just when Mr Blair was begin- 
ning to live down his reputation as a “control freak”, the label is 
< back, and in the very week that he sacked Robert Kiley, the pop- 
< ular American who as chairman of London Transport had had 
the temerity to obstruct Mr Blair’s impenetrable plan to revive 
the capital’s Tube by means of a “public-private partnership”. 
-Hilary Armstrong, Mr Blair’s new chief whip, whose job is to 
-calculate how much humiliation his mrs are willing to put up 
with, got her first big guess calamitously wrong. Frank Field, a 
talented former minister who was also cast off a select commit- 
tee but not reinstated, warned the government against creating 
the impression of riding roughshod over all its critics. When dif- 
ficult times came, he said, “the electorate will have marked our 
card indelibly, and retribution will be visited upon us”. 

Portentous stuff. But to judge by their continuing excitement 
two days later, some of the mrs who voted to restore the two 
wronged chairmen are in danger of letting a modest victory go 
to their heads. One idea going around likens the little rebellion 
` to John Dunning’s famous resolution of 1780—the one in which 
Parliament complained of George m1 that “the influence of the 
crown has increased, is increasing, and ought to be diminished.” 

Under Labour, the power of the prime minister has in- 
creased, is increasing and ought to be diminished. But this week 
needs to be kept in perspective. Though Mrs Armstrong guessed 


wrong when she guessed that Labour mrs would swallow the 
removal of the two chairmen, she was doing nothing new. The 
parties’ whips captured the select committees long ago: in 1992, 
John Major’s Conservative government removed Nicholas Win- 
terton, the (Conservative) chairman of the health committee, 
who had become a thorn in Mr Major’s side. Moreover, as 
thorns go, neither Mr Anderson, who is decent, nor Mrs Dun- 
woody, who is indomitable, is actually quite as sharp as it now 
suits their defenders to pretend. Their sacking looked spiteful, 
and by reversing it the legislature has probably done something 
to keep the executive honest. But their reinstatement will not it- 
self make the government's life very much harder. Even the 
sharpest of chairmen have struggled to give these committees 
teeth. They have the power to cause embarrassment, little else. 


Crime and non-punishment 

A cur that turns on its master is liable to bare its fangs again. 
Conventional wisdom said this week that, having broken the 
spell of the whips, Labour’s newly unafraid backbenchers 
would henceforth give the prime minister a harder time. The 
trouble with this idea, says Philip Cowley, a political scientist at 
Hull University, is that seven out of ten of the Labour Mes who 
voted to reinstate the sacked chairmen had already voted 
against the government at least once in the previous parliament, 
and on whipped votes, not a semi-free one of the sort held this 
week. Mr Blair’s backbenchers were never quite the poodles of 
lore. They have grown nippier over time: there were more rebel- 
lions in the third session of the last parliament than in the first 
two put together. But this was for the familiar reasons—declining 
fear of the opposition, growing self-confidence, a swelling num- 
ber who have lost hope of promotion—not because Mr Blair has 
abused Parliament’s prerogatives in some novel way. The theory 
that this rebellion changes everything does not hold up. 

Except, perhaps, in one way. A Conservative MP, Sir George 
Young, said that this week that the leader of the House, a cabi- 
net minister responsible for getting the government’s business 
through, should not also be the chairman of the Commons 
“modernisation” committee, which tries to strengthen Parlia- 
ment’s ability to hold the government to account. Normally, Sir 
George would be right: there is an obvious conflict between the 
two jobs, which is why Margaret Beckett, leader of the House in 
the last parliament, did so little to strengthen Mes’ powers. After 
last month’s general election, however, Mr Blair plucked Robin 
Cook cruelly out of the job he loved as foreign secretary and 
made him leader of the House in Mrs Beckett’s place. 

The prime minister may come to regret this. Mr Cook did not 
welcome demotion. He is said to have thought hard before ac- 
cepting his diminished role. But that was before the Commons 
became suddenly interesting. Whereas Mrs Beckett would have 
fumed and snorted during the select-committee rebellion, Mr 
Cook put himself smartly on the backbenchers’ side. He spent 
this week making all the noises that she would not have made 
about strengthening the committees’ role: perhaps by relaxing 
the grip of the whips, perhaps by paying their chairmen extra, 
perhaps by debating their reports as a matter of course in the 
Commons chamber. Though it would not be fair to accuse Mr 
Cook of finding in his new job an unlooked-for opportunity for 
revenge against the man who demoted him, he may want to end 
his career with. an Indian summer, as a parliamentary reformer. 
That should give any control freak something to worry about. 18 
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The technology industry 


Big is beautiful again 


SAN FRANCISCO 


Suddenly, scale matters in the high-tech world. Our first story looks at the new 
vogue for big firms; a second at the return of the computer mainframe 


Bo of big high-tech companies have 
every reason to turn to prayer these 
days. One after another they are announc- 
ing dismal results. On July 17th Intel, a chip 
giant, said that its sales in the second quar- 
ter had fallen by 24% to $6.33 billion. Net 
profits dropped by a whopping 94% to a 
meagre $196m, although that drop is some- 
what misleading, as the previous year’s 
profits had included a $2.1 billion gain on 
the sale of investments. The next day EMC, 
a data-storage giant, revealed that its sec- 
ond-quarter profits were down by 75%. 
18M, which released its numbers the same 
day, did better, but says that the current 
quarter is tough. And there is more bad 
news in the pipeline. 

It may seem like hell, but perhaps it is 
only purgatory. In spite of the bad news, 
big is starting to look beautiful again in the 
computer industry. Witness sap, a large 
German software firm. Only a year ago, it 
was considered a has-been. Talent and 
customers fled the company in droves, es- 
pecially in America. Now the pendulum is 
swinging back. On July 19th, it announced 
second-quarter net profits 24% up on the 
same quarter last year. Former employees, 
their stock options under water for good, 
are being lured back by the security of cash 
salaries. Customers, saturated with re- 


ports of dotcom deaths, are turning back to 
established companies such as SAP, as 
well as to Oracle and 18M. “I call this ‘the 
return of gravity’,” says Hasso Plattner, 
sap’s chief executive. 

Not too long ago, anybody who ques- 
tioned the religion of the start-up was told 
they “just didn’t get it”. Nimble newcom- 
ers were supposed to blow incumbents to 
bits with disruptive technologies. Yet the 
revolution, it turns out, was less techno- 
logical than financial. Venture capitalists 
and the stockmarkets provided start-ups 
with capital that was essentially free. 

Unsurprisingly, talent and media fol- 
lowed the money. But high-tech incum- 
bents and old-economy companies, too, 
joined the start-up stampede—because 
they were afraid either of losing their best 
employees or of simply missing the gravy 
train. Many firms created a corporate ven- 
turing fund, spun off an Internet business 
or two and bought innovative high-tech 
gear from newcomers rather than from es- 
tablished suppliers. 


The tide turns 

In the first quarter of this year, the world 
changed. America’s venture-capital firms 
invested about $10 billion: 40% less than in 
the same period a year earlier, a record 
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drop. The market for initial public offerings 
has snapped shut. Loudcloud, the most re- 
cent big Internet-related start-up to launch 
an Iro, had to reprice its offering twice. Itis 
now trading at around $2, a third of its ro 
price. What is more, dotcoms are slowly 
but surely disappearing from stock indices 
such as the Russell 2000. 

Corporate venturing is also going out. 
of fashion. Almost half the companies that 
have set up funds in recent years have 
abandoned the practice, according to a re- 
cent survey by Bain & Company, a consul- ` 
tancy—the highest defection rate since the . 
firm began keeping track of executives’ fa- 
vourite management tools. And an in- 
creasing number of firms that spun out 
dotcom subsidiaries are buying them 
back, including Siebel, a software vendor, ` 
and Staples, an office-supplies chain. 

Start-ups have accordingly become less 
attractive places to work. The best indi- 
cator may be the behaviour of business- 
school graduates. Starting a company is no 
longer what most dream about: instead, 
they are taking jobs offered by large com- 
panies (see page 55). An entrepreneurship.. 
competition at the Haas School of Busi- 
ness at the University of California at... 
Berkeley drew only 65 business plans this 
year, down from 182 last year. 

One after another, top executives who . 
defected from large companies to join. 
start-ups have either returned to the fold or 
retired. In April, George Shaheen, the for- © 
mer chief executive of Andersen Consult- 
ing, now called Accenture, resigned as 
boss of Webvan, a once admired online 
grocer, three months before it filed for 
bankruptcy. 

Customers, too, are turning their backs +» 








> on many start-ups, particularly in enter- 
prise software and related services, fearful 
of becoming stuck with a product whose 
vendor has gone belly-up. Analysts even 
question whether Ariba and Commerce 
One, two shooting stars in the e-commerce 
world, can survive as independent compa- 
nies. 

It is not just that buyers want to play 
safe. Over the past few years, the software 
and services firms that thrived have been 
those that innovated, argues Thomas Ber- 
quist, a research analyst with Goldman 
Sachs, an investment bank. As the technol- 
ogy matures, leadership is naturally shift- 
ing to the larger companies. “While inno- 
vation is still important, experimentation 
is over,” says Mr Berquist. 

In telecoms, the flight to size has al- 
ready claimed several victims. Once-pro- 
mising new carriers such as NorthPoint, 
Teligent and Winstar have filed for bank- 
ruptcy because they are unable to find 
buyers or raise new capital. Instead, Wall 
Street has rediscovered the regional tele- 
phone companies, such as sBC or Verizon, 
only recently derided as telecoms ele- 
phants. At Vortex, a leading industry con- 
ference in May, the most admired speaker 
was Joe Nacchio, chief executive of 
Qwest-for having had the foresight in 
1999 to use his new-economy money 
(overvalued Qwest stock) to buy old-econ- 
omy assets (Us West, the regional carrier 
with the worst reputation). 

In hardware businesses, too, bigger 
companies are on the offensive. To gain 
market share, some have started veritable 
price wars. The most aggressive is Dell, a 
PC maker, which has pushed for volume at 
the expense of higher margins—and re- 
cently surpassed Compaq to become the 
world’s largest pc maker. Similarly, large 
telecoms-equipment makers are offering 
more bargains, making life increasingly 
difficult for newcomers. 

Even on the Internet, small is now vul- 
nerable, as surfers visit fewer websites. In 
March, users spent 60% of their time on- 
line at only 14 sites—compared with 110 
during the same month in 1999, according 
to Jupiter Media Metrix, a research firm. In 
no other area is the shift more apparent 
than in online music. EMusic, MP3.com, 
Myplay and Napster were supposed to put 
the five big record labels out of business. 
Instead, one after another, they have been 
scooped up by incumbents. Vivendi Uni- 
versal bought EMusic and MP3.com. Ber- 
telsmann saved Napster with a $60m loan, 
which can be converted into a 58% stake, 
and recently acquired Myplay as well. The 
media giants are now poised to control the 
online distribution of music. 

Yet it would be wrong to conclude that 
technology start-ups are down for good. 
Most of these developments simply mir- 
ror the excesses of recent years. Already, 
experienced entrepreneurs with good 


technology are finding it easier to raise fi- 
nance than it was earlier in the year. And 
these new start-ups are likely to be much 
tougher than their predecessors. They will 
be built to last, rather than merely to be 
taken public as quickly as possible. 

Longer-term trends also suggest that 
the future still belongs to smaller firms, ar- 
gues Thomas Malone, professor of in- 
formation systems at MIT. When gather- 
ing information was expensive, he says, it 
made economic sense for decisions to be 
made in a few central places. Now, with in- 
formation technologies driving communi- 
cation costs ever lower, more and more 
people can be well enough informed to act 
independently. And staff tend to be more 
creative if they are doing their own thing 
and not following orders. 

To be sure, the same information tech- 


nologies also make it easier to run large 
companies. And many of the high-tech 
markets are subject to network effects, 
meaning that a single firm often tends to 
win a dominant share. That is why Cisco, 
Microsoft and eBay have secured more 
than 80% of the markets for enterprise net- 
working, PC operating systems and online 
auctions respectively. 

In the end, size is not the only issue. In 
future, the boundaries of a firm could be- 
come less important. The more relevant 
concept may be complex business pro- 
cesses that span many organisations, for 
example the supply chain of Cisco, an 
equipment maker that has outsourced 
most of its manufacturing. At this point, 
only one thing is sure: the ones that really 
didn’t get it were the new-economy revo- 
lutionaries who could only think small. = 





Computing 


Revenge of the dinosaurs 


SAN FRANCISCO 


Are mainframe computers on the way back? 


I THERE is one technology that reflected 
the spirit of the recent high-tech boom, it 
was distributed computing. The Internet, 
the web, the programming language Java, 
software as a service, peer-to-peer com- 
puting—all of it was about spreading pro- 
cessing power across several machines, of- 
ten in different locations. This new 
computing model was said to be cheaper 
and more flexible than the old approach of 
central processing by mainframes. . 

But with the economic downturn, 
things may be swinging the other way. A 
number of technology analysts, such as 
Gretchen Teagarden of Salomon Smith 





Back to the future 





Barney, an investment bank, have de- 
tected a “renewed interest in centralised 
computing”. In short, mainframe comput- 
ers may be making a comeback. 

There are good reasons for thinking 
that the shift might happen. One driver is 
cheaper communications costs, mainly 
because of the current—and probably last- 
ing—bandwidth glut, which removes one 
incentive to put computing power close to 
the user. More importantly, companies 
need to cut information-technology costs. 
One way is to scrap their huge banks of 
server computers, many of them underu- 
tilised, and to run their applications more 
efficiently on mainframes instead. 

Ironically, this is made possible in large 
part by a program that would have never 
seen the light of day without the Internet: 
Linux, the free operating system written by 
volunteer programmers across the globe, 
who communicate mainly by e-mail. 15m 
has adapted the software to run on its 
mainframes—not just a single copy at a 
time, but tens of thousands of copies 
simultaneously, if need be. These huge 
computers can replace entire server 
farms—becoming, in effect, ready-made 
data centres. 

This is an attractive proposition, par- 
ticularly for firms that have some spare ca- 
pacity on their mainframes. They could 
use it to run virtual Linux servers. That 
brings two kinds of benefits. They save en- 
ergy, floor space and staff—and they bene- 
fit from the reliability of mainframes. 


This is what an increasing number of »» 


> firms are doing, according to 1BM. It is also 
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one reason why the company’s quarterly 
results, released on July 18th, were better 
than those of most of its competitors. 

Even if one discounts this explanation 
as somewhat self-serving, there is no 
doubt that many companies are experi- 
menting with Linux-on-mainframe. Most 
of them have moved simple applications 
such as web or e-mail servers to their 
mainframes. For instance, Winnebago 
Industries, a large maker of motor-homes, 
recently threw out its distributed e-mail 
system and replaced it with a Linux ver- 
sion. But some are going further. Korean 
Air has just finished implementing a pro- 
gram that keeps track of flight schedules 
and does revenue accounting. 

So is Big Iron, as mainframes are 
known in 1T-speak, poised to reclaim the 
place at the centre of the computer indus- 
try that it lost in the 1980s? Probably not. 
Many applications are better suited for a 
distributed computing model; or they do 
notrun on Linux. And the high-end, main- 
frame-like machines sold by Hewlett-Pack- 
ard and Sun Microsystems also allow 
firms to consolidate servers. But the main- 
frame-Linux combination certainly sug- 
gests that computing is not inevitably 
heading towards an increasingly decen- 
tralised model, as so many enthusiasts 
once used to claim. @ 


Swissair 
A scary Swiss 
meltdown 


How a dud strategy brought a solid 
company to the brink of bankruptcy 


[I WAS a narrow squeak. On July 17th 
Swissair and the Belgian government, 
which between them own Sabena, Bel- 
gium’s national flag-carrier, reached agree- 
ment on injecting another €430m ($366m) 
into the troubled airline. The deal puts a 
cap on Swissair’s liability and closes a dark 
chapter in its recent history. But the airline 
remains in dire straits. On July 18th, Swiss- 
air’s share price bounced up 17% off the 
bottom of the deep gully into which it has 
fallen from its alpine peak in 1998. 

Under the terms of this week's deal, 
Swissair will retain its 49.5% holding in Sa- 
bena. But the reward for putting up 60% of 
the extra finance is that it is released from 
an obligation to pour money in to take its 
stake up to 85%. The Swiss carrier is also 
taking nine surplus Airbus aircraft off Sa- 
bena’s hands, in another cash boost for the 
loss-making Belgian airline. Athough the 
European Commission may seek to stop 
the extra state aid that Sabena is getting, 
the deal averts the threat to Swissair of a 


The Sabena investment was the worst 
of a series of blunders that had threatened 
to drag down a once proud airline. Until 
the late 1990s Swissair was one of the most 
admired airlines in the world, famous for 
punctuality and superior in-flight service. 
It was financially stable. In many ways it 
was a microcosm of the country whose 
flag flies on its airliners’ tails—solid, reli- 
able, orderly and successful. Like the Swiss 
army knife, it was an emblem of rugged 
dependability. Today it is struggling to 
avoid going bust, with losses last year of 
SFr2.9 billion ($1.7 billion) and debts of 
SFr7.8 billion, more than six times the 
value of its equity. 

After the discredited old management 
team had left in a hurry in April, Mario 
Corti, the respected finance boss of an- 
other Swiss icon, the Nestlé food group, 
was brought in to rescue the airline. Last 
week he signalled the sale of more assets 
in an effort to lop at least SFr3 billion off the 
company's debts. Instead of a sprawling 
aviation conglomerate, Swissair (it has 
gone back to its sensible original name 
after calling itself SAir for a decade) will 
consist of the airline and its regional off- 
shoot Crossair, plus Gate Gourmet, its ca- 
tering subsidiary, and Nuance, its retail 
arm. Its hotel business has been sold, its in- 
formation-technology activity is being 
folded into that of Lufthansa, Germany's 
flag-carrier, and its rail-catering business 
will go to Britain's Compass group in ex- 
change for its airline-catering assets. Some 
belt-tightening and job cuts aim to save 
SFr250m in annual operating costs. If it 
fails, the group may have to sell part or all 
of its profitable catering and retailing com- 
panies, the only parts that are doing well. 

The culprit in this tale of doom was a 
disastrous expansion programme, espe- 
cially a decision to buy stakes in a string of 
other European airlines. Life was always 
going to be hard for Swissair as aviation 
became more competitive with European 
liberalisation. Europe has 28 scheduled air- 
lines, excluding small regional ones: a ludi- 
crous number. America, a bigger air-travel 
market, has seven big ones. Mid-sized car- 
riers such as Swissair or Sabena have a 
problem: they are neither big enough to be 
market leaders, nor small enough to fitinto 
aniche. 

Swissair’s other problem is that it is 
based in a high-cost country and, because 
Switzerland is not a member of the £u, the 
company does not have the freedom to ex- 
pand alone in Europe. It experimented 
with global alliances, only to see them col- 
lapse: Austrian Airlines and Singapore Air- 
lines deserted its Global Excellence alli- 
ance, and Delta Air Lines abandoned the 
subsequent Atlantic Excellence. 

Advised by its long-term consultants, 
McKinsey, Swissair thought it had another 
strategy. Under the banner of the “Quali- 





mq 
flyer” group, it sought links with other 
small European airlines: Sabena in Bel- 
gium; three small French carriers, Air Litto- 
ral, AOM and Air Liberté; Lor Polish Air- 
lines; LTU in Germany; and TAP, Portugal’s 
flag carrier. It also hooked up with South 
African Airways. These partners would 
become customers for Swissair’s catering 
and other aviation-service subsidiaries. 

There were a couple of problems with 
all this. Because Swissair is notin the same 
league as Lufthansa, Air France, British Air- 
ways Or KLM, it had to woo other airlines 
to join its club. It did this by buying stakes 
in them. Altogether Swissair spent more 
than $1 billion on such stakes, on top of a 
similar amount building up its catering op- 
eration to make it second only to Lufth- 
ansa’s. One condition of each deal was 
that partners switched to Swissair compa- 
nies for all services. In effect, Swissair was 
buying customers for the aviation-service 
businesses it was also acquiring. 

But the real clincher was that nearly all 
the airlines it was buying into were in deep 
difficulties. The French ones could not 
compete with Air France or with France’s 
high-speed trains, and they had grumpy 
unions. So they had hopelessly big losses 
and little freedom to cut costs to eliminate 
them. Sabena was heading down even as 
Swissair bought into it. Swissair’s plan to 
build up Brussels as a regional hub for 
European traffic did not work, as passen- 
gers within Europe stuck to their prefer- 
ence for direct flights. Add to that failure 
Sabena’s overmanning and difficult staff »» 





> unions—and the chances of Swissair ever 
turning it round always looked slim. 

The problems at Sabena and the French 
trio damaged Swissair just as its own air- 
line went into loss, because it could not cut 
costs fast enough to keep pace with falling 
profits per passenger, brought about by 
more competition. Even the regional air- 
line, Crossair, which has a good route net- 
work, is losing money. Most of last year’s 
SFr2.9 billion loss was caused by provi- 
sions against its investments in Sabena 
and the others. 

Mr Corti has thrown this disastrous 
strategy into reverse, extricating Swissair 
from France, and thus putting an end to the 
annual outflow of nearly SFrı billion to 
prop up the ailing French trio. Likewise, 
this week’s deal means that Swissair will 
have no further financial commitments to 
Sabena. 

However, Mr Corti admits that he is still 
walking a financial tightrope. Since the be- 
ginning of the year, Swissair’s shares have 
fallen by some 54%, to give ita market valu- 
ation of barely $800m (see chart on previ- 
ous page). Yet the group has spentnearly $2 
billion buying airline stakes and service 
companies. At least this week’s Belgian 
deal draws a line under this disaster and 
offers Mr Corti some hope of pulling Swis- 
sair out of its nosedive. And McKinsey no 
longer works for the company. m 





Black empowerment 


Skin deep 


JOHANNESBURG 
Admirable in theory, but difficult to put 


into practice 


EVEN years after winning political 

power, most black South Africans still 
lack the economic variety. That was the 
conclusion of a recent commission of in- 
quiry into black empowerment. Reforms, 
it declared bleakly, have had “almost no 
impact on the lives of the majority of black 
people”. So has the experiment failed? 

On the face of it, no. Look, for example, 
at the man in charge of the commission, 
Cyril Ramaphosa. He turned down a place 
in government and is now the country’s 
richest black tycoon and boss of a listed 
company, Johnnic Holdings, with thriving 
media interests. He is on the top of the pile, 
but there are others. A new mixed elite is 
replacing the whitewash of a decade ago. 

The likes of Mr Ramaphosa made their 
pile in the first phase of empowerment, 
when big white-owned conglomerates, 
such as Anglo-American, a mining com- 
pany now listed in London, unbundled 
parts of their business to black investors 
who had borrowed money to buy shares. 


The lucky few 


But that phase is over. Many of the new 
black rich suffered when their firms’ share 
prices tumbled on the Johannesburg Stock 
Exchange (sE). In 1999, “black-chip” firms 
accounted for a surprisingly high 6% of the 
value of the exchange, but by February of 
this year (the most recent month for which 
reliable figures exist), they had slumped to 
below 2%. 

Mr Ramaphosa's Johnnic accounts for 
most of that, says BusinessMap, a Johan- 
nesburg consultancy. Worse, some compa- 
nies, such as New Africa Investments Ltd 
(NAIL), a media and financial conglomer- 
ate, are in trouble. Once seen as the great 
black hope, narr lost its chief executive, 
Dikgang Moseneke, in June, and is now 
struggling to split into separate, more man- 
ageable, companies. With such turmoil 
around, investors are unlikely to finance 
another black-power spending spree. 

One rare bright spot for black empow- 
erment is the petrol industry. Within a de- 
cade, the government wants a quarter of it 
to be black-owned. On July 4th Shell South 
Africa said it had sold 25% of its oil retail 
and marketing business to Thebe Invest- 
ment corporation, the country’s first black- 
run oil firm. This followed a deal by Engen 
Petroleum, one of the largest oil-marketing 
companies in the country anda subsidiary 
of a Malaysian company, Petronas, to sell 
20% of its shares to a black-empowerment 
company, Worldwide African Investment 
Holdings. 

Yet share deals, whether failed or suc- 
cessful, do little for the mass of poor South 
Africans. A few chocolate sprinkles on a 
cappuccino do not hide that it is white 
froth floating on the top. So the focus of a 
second empowerment effort has been to 
get more black people into jobs, especially 
senior ones. 

Where government calls the shots, for 
instance in state-owned utilities, the pro- 
portion of black workers has grown. The 
share of non-white workers at Telkom, the 
national telecoms company, has risen 
from 46% in 1994 to 56% now. If the govern- 
ment manages its long-promised sale of 
the utilities—Telkom’s privatisation is due 





within a year—that could bolster black 
presence in the private sector too. 

The government is also using the law. 
Two acts of parliament, in 1998 and last 
year, told firms that employed more than 
50 people to hire more women, blacks and 
disabled. State spending, worth 100 bil- 
lion rand ($12.5 billion) a year, also boosts 
black businesses. A Preferential Procure- 
ment Framework Act passed last year lets 
government favour black bids for tenders. 
This has only been partly successful: wily 
white-owned companies have simply 
teamed up with black partners to win con- 
tracts. Mannie Hirsch, a consultant for em- 
powerment deals, estimates that the prac- 
tice, known as “fronting”, accounts for 40% 
of all government tenders. 

Neither laws nor procurement rules 
have yet led the private sector to create 
enough jobs to mop up black unemploy- 
ment: around 44% of blacks, but only 7.5% 
of white, are out of work. Worse, these dis- 
proportionate unemployment rates have 
hardly budged for the past five years. 


A third way 

Now a third kind of empowerment is be- 
coming popular: encouraging black- 
owned small businesses. It is far harder to 
measure progress among unlisted compa- 
nies, but some anecdotal evidence sug- 
gests that black retailers, car-traders and 
farmers may be doing well. In the conser- 
vative wine industry, the first vintage from 
the first black-owned vineyard, a wine 
called New Beginnings, is due this year. In 
June, mining companies struck a deal with 
the government to encourage more small- 
scale, black-owned mines with a $100m 
fund. 

However, the governments efforts 
may have done more to boost white small 
businesses than black ones. Whites 
blocked from jobs by affirmative-action 
rules have set up their own enterprises, 
employing fewer than 50 people to avoid 
the strictures of the new labour laws. With 
more education, savings and support from 
banks than their black counterparts enjoy, 
they are creating technology, retail and » 





> tourism companies, says Kevin Wakefield, 
head of South Africa's chamber of busi- 
ness. “We have 40,000 small companies, 
with an average of 30 employees. There 
has been a huge growth in small white 
businesses since 1994.” Astonishingly, Mr 
Wakefield says that “significantly less” 
than 5% of his members are black, al- 
though the chamber is planning to merge 
with a black chamber soon. 

Such efforts to nurture activity from the 
grassroots up will probably bring more 
substantial change than a few high-profile 
deals. So the government is likely to be se- 
lective when considering the commis- 
sion’s proposals for the next decade. One 
of these is to set targets. By the end of the 
decade, the commission suggests, 30% of 
productive land should be in black hands; 
25% of the JsE’s shares black-owned; and 
at least half of government tenders should 
go to genuine black companies. These 
goals will be difficult to meet. “The risk is 
that we get legislative quotas,” says Reg 
Rumney of BusinessMap. “Companies 
really want to avoid this.” 

The commission also wants govern- 
ment and business to do more to improve 
the quality of education and training for 
black workers; to encourage black involve- 
ment when state companies are sold off; 
and to measure the growth of black econ- 
omic power in companies not listed on the 
JSE. “It will take another 30 years to turn 
things around, and there is no master- 
plan,” says Mr Rumney. The experiment's 
final results will be along time coming. = 


Iranian privatisation 
A mess 


TEHRAN 
How notto build a private sector 


NTIL four years ago, it would have 

been unthinkable for the shoemakers 
of Shadanpur and the textile workers of 
Jamco to go out of their way to embarrass 
Iran’s parliamentarians. Those were the 
days when both factories were owned by a 
secretive and autonomous state conglom- 
erate called the Bonyad (or foundation). 
Now, however, Shadanpur and Jamco 
have been privatised, and their new own- 
ers have stopped disbursing salaries. 

Staff at Jamco have not been paid for 11 
months. On July 15th workers from both 
factories demanded to be reabsorbed by 
the Bonyad—though they came off worse 
in a ruckus with riot police at the parlia- 
ment’s gates. This is not what the bureau- 
crats trying to pep up Iran’s sluggish pri- 
vatisation drive wanted to hear. 

The Bonyad built an empire out of com- 





panies and properties confiscated after the 
1979 Islamic revolution. At its peak, it em- 
ployed some 70,000 people in businesses 
doing everything from running an airline 
to making tomato ketchup. It reportedly 
accounted for as much as half of Iran’s 
non-oil economy. 

Asits full name—the Foundation for the 
Dispossessed and War Disabled—suggests, 
the Bonyad was born with a big heart. Its 
companies were deliberately overstaffed, 
and capital investment took second place 
to providing employment, health care and 
housing for crippled ex-soldiers. In return, 
the Bonyad was allowed more privileges 
than the rest of the public sector. It was 
placed under the direct control of Iran’s 
unelected supreme leader, and it was ex- 
empted from tax. 

When Mohammad Forouzandeh, a for- 
mer defence minister, took charge of the 
Bonyad in 1999, he announced that 80% of 
its 350-odd companies were losing money. 
He promised to privatise 250 companies, 
and to remove the whiff of corruption and 
inefficiency that pervaded several of them. 
In fact, the privatisation drive has off- 
loaded only 37 companies, including those 
sold by Mr Forouzandeh’s predecessor. 
Now, itis said, auditors are poring over the 
Bonyad’s accounts, and some 30-40 senior 
managers have been sacked. But nobody 
expects any findings to be made public. 

The Bonyad’s privatisation drive illus- 
trates all the difficulties that face Iran's hes- 
itantly modernising economy. There has 
been the odd bright spot: for instance, 
France’s Castel bought Damavand, Iran's 
biggest mineral-water producer, from the 
Bonyad. More typical, however, was last 
year’s privatisation of the Rey textile fac- 
tory, in south Tehran. Workers there say 
the factory was sold for $2,500; in ex- 
change, the new owners agreed to take on 
$10m worth of debts. Four months later, 
money for wages and raw materials dried 
up. In May, when one of the new owners 
paid a visit, the workers roughed him up. 

Buying a Bonyad company generally 
means taking on a business suffering from 
ancient machinery, far too many staff and 
years of mismanagement. No wonder 
some privatisations have aroused suspi- 
cion. According to Iraj Nadimi, chairman 
of parliaments economy committee, 


some new owners are interested less in 
running factories than in selling machin- 
ery and land to make a fat profit. 

He may have in mind Gholam-Reza Ra- 
sekh, Shadanpur’s present owner. For 
some time after he stopped paying his 
workers’ wages eight months ago, Mr Ra- 
sekh denied accusations that he intended 
to bankrupt the company, and then sell 
the land on which it sits. He demanded 
that 220 workers take voluntary redun- 
dancy. They refused, and on July 11th he 
duly declared that he was dissolving the 
company. 

It is not only workers in plants that pre- 
viously belonged to the Bonyad who are 
suffering. According to Ali-Reza Mahjoub, 
a parliamentary deputy and trade-union 
official, some 80,000 workers in privatised 
companies are not being paid regularly. 
But the government has only itself to 
blame. The high rate of unemployment— 
well over 20%, according to independent 
economists—has made it reluctant to re- 
peal punitive labour laws that discourage 
genuine entrepreneurs. Instead, the gov- 
ernment has ended up throwing money at 
the privatised hulks. In May, the cabinet 
approved a rescue for private textile fac- 
tories. Shadanpur’s workers have sur- 
vived on hand-outs from a state-funded 
trade union. Even Mr Rasekh received a 
government loan. Those renationalisation 
calls may not be so unrealistic after all. = 


Management consultants 
Winners’ curse 


Consulting firms are suffering from an 
overdose of talent 


OR years, McKinsey has been warning 

its clients about the intensifying war for 
talent. Skilled people are rare, the consul- 
tants have argued, and you have to work 
hard to get them and to keep them. Now it 
seems to have heeded its own advice so 
well that it has a surfeit of talent. It has 
stopped recruiting graduates in Britain and 
North America. The war has been won— 
but how to win the peace? 

McKinsey is not alone in its embarras 
de richesses. Two other firms, A.T. Kearney 
and Booz-Allen & Hamilton, have also 
stopped hiring, while Accenture (formerly 
Andersen Consulting) is trying to per- 
suade its staff to take sabbaticals. Most 
firms are increasing their amount of pro 
bono work. 

The problem has two main causes. 
First, consultants are finding that their rate 
of attrition—the rate at which people leave 
voluntarily—has shrunk dramatically as ri- 
val jobs (such as joining an Internet » 
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> start-up or a venture-capital operation) 
have become less attractive. Accenture’s 
rate of attrition is now about 12%; last year 
it was over 20%. McKinsey’s has likewise 
fallen from around 20% to less than 12%. As 
a result, the firms misjudged how many 
people they would need to replace. 

Secondly, consultants have become al- 
most too attractive for their own good. 
After the dotcom meltdown, students are 
looking for the sort of safety that they pro- 
vide, says Universum, a Swedish research 
firm which tracks the career preferences of 
graduates worldwide. According to its lat- 
est survey of American MBA students, five 
out of their top ten “ideal employers” are 
management consultancies (see table). 
Most of the top consulting firms have 
moved up the Universum table this year. 
McKinsey, which has been in pole posi- 
tion since 1997, can climb no higher. 

This surge in popularity has come at an 
awkward time for many firms. Although 
their business is supposed to be acycli- 
cal—in demand in both good times and 
bad—they are finding that the current 
global economic slowdown is affecting 
them more than they had expected. Accen- 
ture, for example, which went public in 
New York this week, reported a 32% fall in 
its partnership income for its latest quarter, 
even after excluding one-off charges for its 
rebranding. Both Accenture and KPMG 
Consulting, which went public in Febru- 
ary, have reduced their revenue growth 
forecasts sharply. Jim Copeland, boss of 
Deloitte & Touche, says his firm expects a 
12% growth in consulting revenues this 
year, sharply down on last year’s rate. 

Some blame the climate of uncertainty 
for the slowdown. When businesses at last 
realise that things are going badly, they 
will “call in the consultants to get them out 
of the mess,” says one optimist. “But we 
haven't reached that stage yet,” he adds. 
“Right now, everything is on hold.” 

The slowdown has been milder in con- 
tinental Europe than in Britain and Amer- 
ica. Firms such as BCG and Roland Berger 
are still recruiting in Germany. The late ar- 


Drugs 
Marketing madness 


NEW YORK 


by any other name 


poen ITY, sudden mood changes, 
bloating? Ladies, if you suffer from 


these nasty symptoms just before your 
monthly period, you could have Pre- 
menstrual Dys Disorder. Sounds 
serious? Eli Lilly certainly hopes you 
think so. You may never have heard of 
PMDD, but the American drug company 
wants you to take a pill for it. Prettily 
clad in a feminine pink and lavender 
capsule, the new drug is called Sarafem. 
Lilly says that 3-5% of women of 
child-bearing age—3m in America 


severe that they interfere with life. 
Now Lilly’s website boasts that Sarafem 
“is the first and only prescrip- 
tion treatment for both the mood and 
physical symptoms of PMDD”. 

But if pMDD is so serious, why hasn't 
some clever scientist developed a pill for 
it before? Surely the men in white coats 
would have been keen to find some- 
thing to soothe irritable women? The 
truth is that Sarafem was not invented to 
cure a hidden problem—an article last 
month in Harvard Mental Health Letter, a 
health newsletter, points out that PMDD 
has not even been accepted as a psychi- 
atric disorder. In fact, Sarafem is not new 
at all. It is Prozac, Lilly’s blockbuster anti- 
depressant drug, masquerading under a 
different name. 

Lilly’s patent on Prozac—one of the 


rival of the Internet, and the deregulation 
of such industries as electricity and gas, 
continue to stimulate European demand 
for consultants. But even on the continent 
times are getting leaner. For example, A.T. 
Kearney invited its potential German re- 
cruits to a luxury resort in Majorca last 
year. This year, the venue was a frugal hut 
in the Austrian mountains. 

In America, margins are also coming 
under pressure. “Today, you can hire 
McKinsey for what it would have cost you 
to hire A.T. Kearney a year ago,” says Alden 
Cushman from Kennedy Information, a re- 
searcher on the industry. Some firms are 
showing the pain. Arthur D. Little, one of 
the oldest, reported “material cash difficul- 
ties” earlier this year, after it had to cancel 
the initial public offering of c-quential, its 
media and technology subsidiary. It is 
now being sued by pa Consulting, the larg- 
est British management consultancy, over 
the firms’ failed merger negotiations. 

Consultants have traditionally been re- 
luctant to lay off staff, and that has been a 
key part of their strategy in winning the 


most profitable and heavily marketed 
drugs ever—is due to expire in August. 
Though Lilly insists that the timing of 
the launch of Sarafem is coincidental, its 
patent, which runs until 2007, will help 
Lilly offset the loss of high-margin 
branded Prozac sales to rivals selling 
cheaper generic versions. This is because 
the patent does not let doctors substitute 
generic prozac for Sarafem for patients 
.osed with PMDD. 
The reason for the name change is 


about the trend for people to pop pills 
for problems that would otherwise not 
have been thought serious enough for 
medication. For its part, Eli Lilly seems to 
be trying to engineer a smart marketing 
coup. Whether pmpn is real or not, j 
women beware. Those men in white 
coats really are after you. 


war for talent. Butif the slowdown in their 
business continues, it will take deep pock- 
ets to hold on to their gains. Kennedy In- 
formation expects worldwide revenue 
growth to slow to 7-10% this year, but to av- 
erage 12 % a year over the next five years. 
Given that it takes several years to train a 
consultant, firms have a big incentive to 
hold on to their talent until the next up- 
turn. Last month’s call by McKinsey for 
more capital from its partners should help 
it, for one, to take the longer-term view. m 





Face value The unknown media mogul 


Can Bob Pittman demonstrate what the world’s biggest media company is for? 





HEN AOL and Time Warner 

grabbed the headlines with their 
mega-merger 18 months ago, he sat on the 
podium. But his was the face that did not 
grace the morning papers, the name that 
nobody could quite recall. Yet Bob Pitt- 
man, co-chief operating officer, is now be- 
ginning to emerge from the shadow of his 
bosses, Steve Case, chairman, and Gerald 
Levin, chief executive. The scale of the 
task facing him, as the man whose daily 
job is to bash the two parts of the media 
giant together, and so justify to sceptics 
the group's very existence, was neatly il- 
lustrated by the markets’ response to the 
group’s second-quarter results, unveiled 
on July 18th. The shares dived by 9%, even 
though earnings before interest, tax, de- 
preciation and amortisation had jumped 
by 20% over the previous year, to $2.5 bil- 
lion, and the group’s pre-tax loss had 
fallen by nearly half, to $385m. 

In sheer operational terms, merging 
AOL and Time Warner has been hard 
enough. With a market capitalisation of 
$210 billion, AOL Time Warner is more 
than twice as big as its nearest rival (see 
chart). More than 200 miles (320 kilo- 
metres) separates its two head offices: 
AOL's in northern Virginia, where Mr 
Case is based, and Time Warner’s in Man- 
hattan, the home of Mr Levin. The group 
employs 90,000 people. One of Mr Pitt- 
man’s first tasks was to trim the payroll, 
which he did unapologetically, by 2,400. 

What complicates Mr Pittman’s job is 
that, in the past, Time Warner was run as 
a collection of independent fiefs. Manag- 
ers were used to getting on with their 
own thing, meeting together only every 
other month or so. Mr Pittman, who has 
moved from Virginia to the merged 
group’s headquarters in New York, sum- 
mons all unit heads every two weeks. 
They are lectured not only about hitting 
their own revenue-growth targets, which 
are aggressive, but about how they must 
integrate their businesses with AOL. 


Unsurprisingly, not everybody on the 
creative side appreciates being bossed 
about by upstart Internet geeks from Vir- 
ginia. There is a wide cultural gap be- 
tween the restless 20-somethings from 
AOL, and New York institutions such as 
the 78-year-old Time Inc, which owns ti- 
tles from Fortune to Sports Illustrated. 
There is much grumbling among journal- 
ists, whether at Time or at CNN, about a 
new tightness with money, and the fears 
this has prompted for editorial quality. “I 
never ran the company by numbers,” 
snapped Ted Turner, CNN’s founder and 
patriarch, to the New Yorker recently. 

To his advantage, the 47-year-old Mr 
Pittman, son of a Mississippi preacher, 
does not quite fit the caricature of the 
techno-nerd dispatched from AOL to sort 
out the creative types. He was raised in 
the Time Warner culture, where he 
worked in the 1980s and again in the 
early 1990s, when he ran its amusement 
parks, before moving to AOL via a stint in 
property. Mr Pittman not only has a repu- 
tation as a shrewd, hard-nosed operator; 
he also has creative credentials. As a long- 
haired, bearded teenager, he skipped col- 
lege to become a disc-jockey. In 1981, as a 
more conventional suit, he dreamed up 
and launched MTv, now part of Viacom. 


Synergistic girl 
Perhaps Mr Pittman’s biggest challenge is 
to show what exactly the AOL Time War- 
ner merger is all about. His initial answer 
is well-rehearsed: “synergies”. Take Ma- 
donna’s current world tour, the first in 
eight years by the pop star, who is signed 
up to the group’s Warner Brothers Re- 
cords. First, AOL lured new subscribers by 
giving them the chance to buy advance 
tickets. Now, AOL is selling subscribers a 
Madonna “pass”, which lets them see un- 
released photos and videos. In August, 
HBO, the group’s pay-television channel, 
will broadcast her Detroit concert live. 
The underlying business model is not 
simply to wring more money from any 
one brand. It is to create a “community” 
of subscribers, of whom the group now 
boasts a massive 135m; AOL alone added 
1.3m of them in the second quarter. Each 
subscriber is then tempted to buy extra 
stuff. So AOL will market to its “mem- 
bers” AOL Music, once this is launched as 
a subscription service for downloading 
music later this year. All the while, cross 
promotion drives down the cost of ac- 
quiring new subscribers. AOL already 


sells 100,000 subscriptions to Time maga- 
zine each month. 

No sooner has Mr Pittman enthused 
about this idea, however, than he insists 
that the company is not about to hog its 
content, or its distribution pipes, all to it- 
self. “We firmly believe in non-exclusiv- 
ity,” he declares. Part of this is a ritual 
appeal to the regulators, who will firmly 
resist any effort to block access. But it also 
makes commercial sense: a subscriber to 
AOL Music, for instance, will want to be 
able to buy tracks from all artists, not just 
those signed up to Warner Music labels. 

But, if the model is non-exclusivity, 
then why does Aoz need actually to own 
the music, or the film studio? Why not 
sign a series of deals with independent 
content providers? The smooth-talking 
Mr Pittman does not miss a beat: “be- 
cause combining the assets in one place 
gives you the critical mass that allows 
you to take risks.” It also, he adds, “in- 
creases your pace of innovation, because 
companies within the group share their 
knowledge freely.” In other words, had 
AOL not got its hands on a music divi- 
sion, it might not have thought of setting 
up a music-subscription service. “Back at 
Time Warner,” argues Mr Pittman, by 
way of comparison, “we'd never have 
started MTV without Warner Music.” 

Perhaps. For now, the case is unpro- 
ven. The single-minded Mr Pittman may 
be unusually determined to make it work. 
He drives his wife crazy by waking in the 
night to jot down ideas on a bedside note- 
pad. “I sweat bullets,” he declares: “I’ve 
never taken more than two weeks’ vaca- 
tion a year since I was 15 years old.” Hard 
work, however, may not be enough to 
change deeply held attitudes. As a boy 
from Mississippi, that is something Mr 
Pittman should know. m 
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Advertising and the 


Informed Patient 
Merrill Matthews Jr., Ph.D. 


ometimes the benefits of freedom of speech are 
best seen in the little things. Take direct-to- 
consumer (DTC) drug advertising, for example. 

Increasingly, patients and healthcare consu- 
mers want access to information. One recent 
survey found that more than 50 percent of adults 
who go on the Web use it for healthcare information. 

Advertising is only a vehicle for getting 
information to potential customers. With respect 
to prescription drugs, it may be the most cost 
effective way to reach people with information 
about widespread medical conditions and new 
drugs to treat them. 

In the United States, DTC drug advertising 
has been growing by leaps and bounds. In less 
than a decade, it has increased from $55 million 
(1991) to $1.8 billion (1999). 

US. consumers appear to like the fact that 
pharmaceutical companies are reaching out 
directly to them. According to a recent survey by 
the federal Food and Drug Administration: 

» 51 percent of respondents who had seen a 
doctor in the last three months said that a 
prescription drug ad caused them to look for 
more information about the drug. 

e And 72 percent rejected the notion that 
prescription drug advertisements made it 
seem that a doctor wasn't needed to decide 
if a drug was right for them. 

As a result of this information outreach 
people with medical conditions - many of whom 
simply decided to live with the condition since they 


had no idea an effective treatment existed — are 


A world of ideas on public policy. 


now seeking care. And they're getting relief, 
However, most European countries and 
Canada either prohibit or severely limit such 
advertising. As a result of these restrictions on 
speech, Europeans and Canadians are effectively 
being excluded from the healthcare information 
revolution that is going on in the United States. 


Increasingly, patients 
and healthcare 
consumers want access 
to information 


Critics of DTC advertising claim that it 
increases total healthcare spending, which is one 
reason why countries with government-funded 
healthcare systems restrict such ads. 

It is true that total healthcare spending may go 
up, but there is nothing wrong with that if people 
are getting treated for medical conditions that had 
gone undiagnosed. Is it better to leave people with 
treatable medical conditions untreated and in pain 
because a government or insurance company 
doesn’t want people to know there is a cure? 

Some critics also contend that advertising 
makes drugs more expensive. But such concerns 
reveal a lack of understanding about the effect of 
advertising. In a competitive market, advertising 
can — and should — lower costs by expanding con- 
sumer awareness and increasing sales, lowering 
the fixed costs per consumer. 

The drug industry is very competitive; no 
drug company has more than 5 to 6 percent of the 
worldwide pharmaceutical market. The fact is that 


in a competitive market, drug companies cannot 


just add the cost of advertising to the price of their 
products because they could lose market share, 

Just consider that among the top 50 prescription 
drugs advertised DTC in the USS. in 1999: 

e Three were oral antihistamines for allergies. 
e Four were inhaled respiratory steroids. 

+ Three were oral diabetes medications. 

e Three were antiarthritic drugs. 

The growing level of competition forces drug 
companies to keep prices down. For example, the 
first prescription antidepressant was released in 
1988. All of the subsequent antidepressants were 
launched at a lower price than the original drug, 
indicating an attempt to gain market share. Thus 
competition led to more choices and lower prices. 

A generation ago physicians were the pos- 
sessors of all medical information. Patients went 
to physicians and accepted evaluations and diag- 
noses almost without question. Today, things are 
very different. Increasingly, healthcare is shifting 
from a physician-directed system to a patient- 
directed one. And direct-to-consumer pharma- 
ceutical ads are a response to the transitional 
process, not the cause of it. 

People want access to medical information, 
and DTC drug ads are one source of that 
information. Prohibiting or severely restricting 
such ads means that people who could be treated 
will continue to suffer, and may face more 
extensive medical problems when they finally do 


enter the healthcare system. 

Dr. Merrill Matthews Jr. is a visiting scholar with the 
Institute for Policy Innovation (www.ipi.org) in Dallas, 
Texas. This article is based on his new study, “Who's Afraid 
of Pharmaceutical Advertising?”, which is available from 
IPI (+(972) 874-5139 or infoldipi.org). 
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Mortgage-lending agencies in America 


Big scary monsters 


NEW YORK 





Fannie Mae and Freddie Mac are a huge presence in the financial system. Not 
before time, efforts are being made to rein them in 


HE driving force behind what little 

economic growth is now taking place 
in the world is, you might argue, America’s 
housing market. The main impact of the 
Federal Reserve's six interest-rate cuts so 
far this year has been to trigger a slew of 
mortgage refinancings and other borrow- 
ing against the value of homes. This, in 
turn, has put extra cash in the hands of 
consumers, enabling them to spend more 
than might otherwise have been expected 
in the face of asharp economic slowdown. 
It has also kept house prices strong—out- 
side San Francisco and New York, two cit- 
ies that are peculiarly sensitive to the 
stockmarket’s fortunes—creating a benign 
“wealth effect” on consumer spending. 
That has taken much of the sting out of the 
malign effect of falling share prices. 

The main transmission mechanism be- 
tween Fed rate cuts and the home owner 
are some mortgage-lending agencies with 
significant, though opaque, government 
backing: Fannie Mae (the Federal National 
Mortgage Association) and Freddie Mac 
(the Federal Home Loan Mortgage Cor- 
poration). These buy and issue mortgages, 
which they then securitise by bundling to- 
gether by the thousand and selling in the 
debt markets. Between them, Fannie Mae 
and Freddie Mac either own, or insure the 


risk on, 40-45% of America’s residential 
mortgages. Combined, their mortgage as- 
sets are now two-thirds as big as America’s 
publicly traded government debt. Some 
analysts think they are on course to exceed 
public borrowing by the government by 
2005. Indeed, given the strong and grow- 
ing investor belief that the government 
will never allow Freddie or Fannie to fail, 
there is a case for viewing their borrow- 
ings as de facto government debt. 

The agencies run a formidable lobby- 
ing operation in Washington, yet their fi- 
nancial clout is coming under political 
scrutiny. In the past few weeks, George 
Bush’s administration has taken a tougher 
stance towards them, albeit one whose ef- 
fects will not be felt so swiftly that Amer- 
ica’s economic problems are made worse. 
On July 17th the administration backed 
new, more prudent rules for risk-based 
capital adequacy, due to bite in a year. It 
also talks privately about measures to put 
competitive pressure on Fannie Mae and 
Freddie Mac, by licensing new rivals. 

The spectacular growth of Fannie and 
Freddie is troubling in several ways, both 
practical and theoretical. Their activities 
certainly help to keep the economy above 
water. Yet, says John Lonski, an economist 
at Moody’s, a credit-rating agency, the 
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economy relies too much on a single sec- 
tor, housing, to avoid recession. 

Much of the increase in housing debt 
has happened because people have bor- 
rowed against the equity in their homes, 
ie, against the value of the properties mi- 
nus existing mortgages. This way, owners 
are more exposed to a fall in house prices. 
And house prices might well fall, should 
the economy move decisively into reces- 
sion, which is still a risk (see next story). 
Mortgage debt in America is now $5.1 tril- 
lion, up from $3.4 trillion in 1995. 

Giant mortgage lenders, in effect guar- 
anteed by government, distort the econ- 
omy’s allocation of capital, argues Bert Ely, 
a Washington-based economist. Indeed, 
there may right now be the makings of a 
bubble in house prices. 

For the government to underwrite a 
huge piece of the credit-creation industry 
also raises broader questions. Why do it at 
all? And, if housing, why not business »» 
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> lending? Both Fannie and Freddie are pub- 
licly traded companies, and their share- 
holders, which have included Berkshire 
Hathaway, run by Warren Buffett, have 
benefited handsomely from their implicit 
government guarantees. 

Answers to these questions take several 
forms. Perhaps housing loans should be 
subsidised, particularly for the poor, be- 
cause home ownership is desirable. Even 
if true, this only partly gets Fannie and 
Freddie off the hook. For their ambitions 
focus ever more on moving upmarket. 
They are lobbying for the cap on mort- 
gages that they can offer to rise, from 
$275,000 to $412,000-to help the “ill- 
housed wealthy”, perhaps, murmurs one 
analyst? A recent study by the Congres- 
sional Budget Office provoked the agen- 
cies’ fury by claiming that the advantages 
they enjoyed were far larger than had been 
thought, and that much of the benefit of 
the government subsidy went to share- 
holders rather than borrowers. 

For their part, Fannie Mae and Freddie 
Mac argue that they are not really backed 
by the government, so they enjoy minimal 
competitive advantages. This claim is ab- 
surd. It also sits uneasily with their strategy 
of turning their debt into the main bench- 
mark for fixed-income securities, replacing 
Treasury bonds, and with plans to sell 
their debt to retail investors as a low-risk 
investment. 

There are big questions, too, about the 
quality of their lending and risk manage- 
ment. Congressman Richard Baker, a tire- 
less critic of the two agencies, has won- 
dered if they might not become the source 
of the next global financial crisis. Credit 
losses have been increasing, and the agen- 
cies’ leverage is scary. According to calcula- 
tions by a research firm, Graham Fisher, 
their debt-to-equity ratio ranges from 30 to 
as much as 84, depending on what as- 
sumptions are made about off-balance- 
sheet exposures. Further, new accounting 
standards that require fuller disclosure of 
derivatives losses raise fresh questions 
about the adequacy of the agencies’ capi- 
tal, never as large relative to loans as at the 
big retail banks. Declining capital ade- 
quacy may yet force the agencies to cut 
back their activities. 

Mr Baker has been calling for a tough 
new regulator for Fannie and Freddie, un- 
der the auspices of the Fed. But at a hearing 
on July 11th, he changed tack, raising the 
possibility of licensing new home-loan 
agencies to compete with Fannie and Fred- 
die. This idea, worth debating, seems to 
have come from high up in the Bush ad- 
ministration. It has attractions, not least 
that greater competition might force Fan- 
nie Mae and Freddie Mac to pass on more 
of their subsidy to consumers. On the 
other hand, after the government has 
spawned two mortgage monsters, is it 
wise to create any more? W 


The Ameri sas 


Greenspan’s glimmer 


NEW YORK 


A turning point? Possibly 
66\ J JEARE seeing signs thatthe bot- manufacturing. The combined, weighted 
tom is beginning to structure it- NAPM rose from 45.8 in May to 50.9 in 
self.” Hardly a cry from the rooftops, but June. The Chicago Purchasing Managers 
then this was Alan Greenspan. In an- Index also rose sharply in June, to the 
swers to questions after his h highest since December. This sts that 
testimony to Congress on July 18th, the manufacturers may see light at the end of 
Fed sounded in better the tunnel, even though industrial produc- 
than during the set text of his tion has fallen for nine months in a row. 
The economic outlook is “clearly far bet- On July 13th the University of Michigan 
ter, given what has happened, than I index of consumer sentiment edged 
would have forecast six, eight, nine higher for a third consecutive month. And 
months ago,” he continued.“We have the growth in the money supply is out- 
come a long way through this adjust- stripping nominal GDP growth by more 
ment process and we are still standing, than at any time since 1983, which may 
which is good news as far as I'm con- signal a rise in demand. 
cerned.” 7 This may yet turn out to be a false 
The evidence remains that thesec- dawn. As Mr Greenspan made clear, 
ond-quarter cpr data, out on July 27th, “downside” risks are still large, and more 
will be dreadful. The economy may have interest-rate cuts may be needed. Unem- 
shrunk. Yet Mr Greenspan has reason to ployment continues to rise, which could 
believe that this may be close to the bot- undermine consumer confidence. How- 
tom. In recent weeks, some of the most ever, whatever happens to jobs, dispos- 
reliable leading indicators of activity able income looks sure to grow for the rest 
have stopped falling, and some have of this year, thanks to tax cuts and lower 
even started to turn up. mortgage rates. Another fall in share prices 
Two surveys by the National Associa- would have a big impact; certainly, lousy 
tion of Purchasing Managers (NAPM) re- corporate profits make shares look over- 
bounded in June, with services valued. But, hey, it’s summer—and some 
recovering even more strongly than little tad of optimism may be in order. 
German finance The tech bubble inflated even more in 
Frankfurt than in New York: hence the big- 
Penny bazaar ger pop. The stars of the boom have fallen 


FRANKFURT 
Frankfurt’s high-tech stockmarket goes 
from bad to worse 


UITE often these days, German news- 
papers print lists of abysmal perform- 
ers on the Neuer Markt, Frankfurt’s 
market for so-called “growth” stocks. The 
challenge is to keep the lists short. Almost 
half of the firms in the supposedly top- 
notch Nemax 50 index have fallen by more 
than 90% from their peaks. The index itself 
has shed 88% since March 2000—more 
than tech markets in London or Paris, and 
far more than the Nasdaq in America, 
which has lost a mere 60% (see chart). 
Worse, the Neuer Markt has been fall- 
ing ever further behind its giant American 
cousin. In the second quarter of this year, 
when Nasdaq regained some lost ground, 
the Nemax 50 weakened again. This was 
the first time since the third quarter of 1999 
that the two had moved in opposite direc- 
tions. (For both, the third quarter of the 
year has begun poorly.) 


farthest in the bust—among them EM.TV, a 
media company, and Intershop, a soft- 
ware firm. Some managers also went be- 
yond optimism in what they told investors 
about business prospects. Investigators are 
looking into several instances of question- 
able share dealings. And the bad news 
keeps on coming. This week, Management 
Data, a broadcasting-software company, 
said it had begun insolvency proceedings. 

Add to all this Germans’ lack of experi- > 


i The bad and the ugly 
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> ence as shareholders (compared with 
Americans, in particular) and the resultis a 
deep distrust of almost anything listed on 
the Neuer Markt. A few companies now 
say they might even consider moving to a 
more reputable corner of the Frankfurt ex- 
change, or to London or New York. 

Analysts are especially disparaging 
about “penny shares”. About one-tenth of 
the market’s 342 shares trade at less than 
€1 (86 cents) apiece, including one in the 
Nemax 50 (its name: Fantastic). Half of the 
Nemax 50 companies have a market cap- 
italisation of less than €250m, scarcely 
blue-chip status. Critics want the wheat 
sorted from the chaff: they say that penny 
shares, which are prone to manipulation, 
should be delisted, with the Nemax 50 
also shorn of, say, 20 members. 

Deutsche Börse, which runs the tech ex- 
change, has been trying to rebuild the 
Neuer Markt's reputation, by tightening 
regulations. Since March, companies have 
been obliged to report directors’ share 
dealings; these are also listed on the mar- 
ket’s portal for private investors. Now it is 
thinking about new measures, including 
delisting penny shares that remain below 
€1 for an extended period. 

This would not stop the drift by itself: 
time, and a stronger world economy, may 
be the only healers. It could help, though. It 
has often been said that the dramatic fall in 
the Neuer Markt has been no bad lesson 
for German investors. Stripping out feeble 
shares might further focus their minds—as 
well as those of afew company bosses. m 


Indian mutual funds 


Unit what? 


MUMBAI 
The government bails out its own fund, 
for the second time 


OR millions of investors, India’s biggest 

and oldest manager of mutual funds, 
Unit Trust of India (uT1), has shed its mid- 
dle name. On July 2nd its open-ended 
fund, us-64, with assets of 127 billion ru- 
pees ($2.7 billion), suspended sales and 
purchases of units—until January, it 
said—in a move prompted by falling share 
prices and the exit of some large investors. 

The result: around 20m furious inves- 
tors, with allegations of mismanagement 
hurled at the government, which controls 
UTI. The government promptly sacked 
uTI's chairman, Pavagada Subramanyam. 
And the finance minister, Yashwant Sinha, 
promised a partial rescue for small inves- 
tors, the details of which were announced 
on July 15th. 

Under the rescue plan, investors can 
sell up to 3,000 of their units to the fund, 





Feeling diminished 


from August 1st. There is a government- 
supported floor price, which rises the lon- 
ger investors stay with the fund. Other- 
wise, the government fears a crash, since 
the 37-year-old fund has holdings in many 
of Bombay’s listed companies. UTI’s new 
chairman, Meleveetil Damodaran, says 
the fund might sell shares privately rather 
than on the open market. 

Persuading investors to stay in the fund 
will not be easy. Those who stayed after 
the previous government rescue, three 
years ago, have lost money. That rescue 
came after a government-appointed ex- 
pert panel suggested that us-64 should be 
restructured as a bond fund; today, about 
two-thirds of its portfolio is still in shares. 
Another suggestion, that the fund should 
be regulated on a par with India’s private 
funds, was ignored. Lack of regulation 
seems to have encouraged its managers to 
make risky investments. 

us-64 failed to adapt to a changing mar- 
ket. Interest rates fell after financial deregu- 
lation in the mid-1990s, and the fund in- 
vested heavily in shares in an attempt to 
boost returns. Even as the market fell, the 
fund continued to quote unit prices above 
its net asset value. Many now fear another 
shock when it declares the market value of 
its assets next January. 

The fund’s rescue underscores the na- 
ture of the moral hazard that comes from 
the government's control of India’s biggest 
financial institutions, including the banks 
and insurance companies. Most of India’s 
household savings—around one-tenth of 
Gpp-—are locked into these inefficient and 
poorly managed institutions. Capital allo- 
cation and the economy suffer as a result. 

The government has taken some steps 
to reduce its role. Privately managed mu- 
tual funds (unit trusts) have cut UTI’s share 
of the market, from over 90% to 57% today. 
Several foreign insurers have set up shop 
this year. In March, Mr Sinha cut the fixed 
returns on government-managed pension 
funds. The next step should be to deregu- 
late pension funds and let private manag- 
ers run them. A smaller Us-64 may, in the 
end, prove no bad thing. @ 


Pampering staff 

Elf help 

A Swiss bank finds a cure for British 
absenteeism 


D ISHWASHER not working? Your el- 
derly relative needs driving to Ox- 
ford? When such challenges hit you 
during a working day, the extra stress 
can eat into your performance—and 
that of your employer. Step in the “con- 
cierge service”. 

A telephone call to such an outfit un- 
leashes willing elves to call car compa- 
nies or repair services, or to wait at 
home for you until the plumber, electri- 
cian or new Aga arrives. Concierge ser- 
vices are the rage among top American 
companies. Of Fortune magazine’s 100 
“best companies to work for”, 29 list 
concierge services as part of their em- 
ployee benefits. 

Now uss, a big Swiss-owned bank, 
is offering a “lifestyle-management” 
programme to its staff in Britain. The 
British government reckons that £10 bil- 
lion ($14 billion) a year is lost through 
absenteeism, with every employee tak- 
ing on average nearly four days a year 
off (without even being sick). UBS | 
wants to reduce its own absenteeism 
by helping to take the stress out of its 
workers’ home life. 

Employees can choose a deal with a 
lifestyle-management company, En- 
viego, as part of their flexible benefits. 

A call to Enviego staff at any time of 
day or night helps them or their depen- 
dants to find a child-minder, medical or 
legal advice, theatre tickets or a dog- 
walker. (They still have to pay for each 
service, but not the £55 monthly sub- 
scription that Enviego charges private 
clients.) So far, the service does not ex- 
tend to marriage guidance or, indeed, to 
stress-counselling for those who lose 
their jobs. And one thing firmly off the 
list is providing hostesses, says En- 
viego’s managing director, Tom 
Shorten, once a trader at Deutsche 
Bank. ABN Amro, a Dutch bank, plans 
to offer concierge services to its British 
employees soon. 

Does “lifestyle management” help? 
It may merely be a subtle way to keep 
noses to the grindstone for longer, says 
one cynic, causing more stress, not less. 
Waiting for the gas man can, indeed, be 
therapeutic. The Americans already 
have an answer to that, says Chris Ash- 
ford, head of human resources at UBS 
Asset Management: some enlightened 
companies allow their employees to 
take two wild-card “duvet days” a year. 
Is this the end of the British art of “do- 
ing a sickie”? 





French banking 


Farmers unite 


PARIS 


Crédit Agricole is readying for an assault on Crédit Lyonnais, and beyond 


66] T'S an elephant, but it’s a smart ele- 

phant.” So a former French Treasury 
official describes Crédit Agricole, a mas- 
sive, slow-moving, mutually owned bank 
which, with capital of €28 billion ($24 bil- 
lion), is France’s biggest and the sixth-larg- 
est in the world. For decades, Crédit Agri- 
cole has wondered what to do with itself. 
Should it remain true to its origins in rural 
France, or should it build a truly interna- 
tional business? 

The bank seems to have made up its 
mind. It has just unveiled more details of a 
plan to list part of itself on the Paris bourse 
by the end of the year. It wants to use its 
new shares to pounce on Crédit Lyonnais, 
France’s sixth-biggest bank, which is vul- 
nerable after a shareholder pact designed 
to protect it from being taken over ended 
this month. Beyond that, the bank wants to 
expand in Europe, perhaps, by adding to 
its existing stakes in Banca Intesa in Italy 
and Banco Espirito Santo in Portugal. 

Crédit Agricole is not the only French 
mutual bank bent on European expansion. 
When Caisse d’Epargne, another mutual, 
last month announced an alliance with 
Caisse des Dépôts et Consignations, a 
complex state-run financial group, it ar- 
gued that mutual banks as well as publicly 
listed ones must play a role in European 
banking consolidation. Both Crédit Agri- 
cole and Caisse d'Epargne, in fact, worry 
that they could be left behind if their listed 
rivals, BNP Paribas and Société Générale, 
use their shares to deepen alliances and 
buy other banks in Europe. Mutual banks 
can only use cash for acquisitions, and 
most do not have enough of it to strike big 
deals. 

The solution would be to demutualise, 
as building societies have done in Britain— 
except that French law forbids it. So the 
country’s mutuals need a discreet way to 
shed their status in all but name. Crédit 
Agricole’s plan for a listing vehicle is seen 
by French bankers as a first step towards 
what amounts to demutualisation. 

For now, power in the group lies with 
nearly 50 regional banks, owned by over 
2,000 local banks, which are, in turn, 
owned by 5.5m mutual stockholders. The 
regional banks own 90% of the central 
body of the bank, Caisse Nationale de Cré- 
dit Agricole (CNCA). CNCA owns the 
group’s various subsidiaries or “factories”, 
such as Crédit Agricole Indosuez and Cré- 
dit Agricole Asset Management. 

Crédit Agricole’s complex listing plan 


will mean that the regional bosses, or “bar- 
ons”, as they are known, will hand over 
some of their ownership of CNCA to out- 
side shareholders, lowering the regionals’ 
share to 70%. CNCA will also itself take a 
25% stake in the regional banks. Crédit 
Agricole will retain its mutual character, 
since control stays with the regional banks. 
But if a merger with Crédit Lyonnais or 
other banks in Europe looks like happen- 
ing, more power would shift from the re- 
gional banks to the CNCA. Eventually, Cré- 
dit Agricole would come to look like any 
other centrally run bank, owned by share- 
holders demanding a proper return. 

France's two biggest listed banks, BNP 
Paribas and Société Générale, would wel- 
come other mutual banks following Crédit 
Agricole’s example. The transformation, 
they believe, would make the mutuals 
more interested in profits and less in main- 
taining market share. For years the pub- 
licly quoted banks have complained 
loudly about competitive distortions in 
the French banking system, and in particu- 
lar about mutual banks’ privileges. The 
Caisse d'Epargne and the French post of- 
fice, for instance, share a monopoly over 
the most popular tax-free savings account 
in France, the Livret A. 

Although most people outside France 
usually think of BNP Paribas and Société 
Générale when it comes to retail banking 
in France, mutual banks in fact have three- 
fifths of the market. The biggest mutuals 


A flock in search of a listing vehicle 


have used their decentralised ownership 
and grassroots presence to forge relation- 
ships with retail and small-business cus- 
tomers. And, though by and large they 
have also thrown off government control, 
they still have immense lobbying power, 
says Jean-Luc Lepreux, a banking analyst 
with Moody’s in Paris. Their people in the 
regions know all the local “notables”. 

The mutuals have weaknesses, even so. 
If Caisse d’Epargne is to fulfil its wider am- 
bitions, it needs to turn its new alliance 
with Caisse des Dépôts into something 
more than an uneasy peace between the 
two banks’ heads, Charles Milhaud and 
Daniel Lebégue. The two men recently 
turned to a Canadian mediator to resolve 
their differences. For now the joint venture 
between the two is nicknamed in Paris a 
“usine à gaz”—gas-works—thanks to its 
complex and unwieldy structure. 

Crédit Agricole’s chief problem is its 
under-representation outside the poorer, 
rural regions of France. As it happens, Cré- 
dit Lyonnais would bring strength in Paris, 
Lyons and Marseilles. Buying Crédit 
Lyonnnais will not be easy, however, even 
though the mutual is the government's 
clear favourite for its 10% stake. Crédit Ly- 
onnais’s other main shareholders, among 
them Société Générale and Allianz, a Ger- 
man insurer, are unlikely to let the prize go 
to Crédit Agricole without a struggle, 
whatever the government's preference. 

Besides, Crédit Agricole cannot make a 
conclusive move on Crédit Lyonnais until 
its own shares begin trading later this year, 
at the earliest. By then it may be too late. It 
took years for the regional barons to reach 
a unanimous decision about the listing, 
and some still mutter against it. Crédit 
Agricole could find itself divided over the 
issue of Crédit Lyonnais at the very mo- 
ment when it needs to be single-minded 
about fighting off rival bidders. = 

















Bermuda Dublin 
441-295-8501  353-1-818-9800 852-2230-9850 44-207-816-0816 212-898-5300 33-1-58-56-6500 415-977-7850 


What if all the 
capital is going to 
companies that zig, 


but yours zags? 


www.entercentre.com 








San Francisco Sydney 
61-2-8247-2800 


Hong Kong London New York Paris 





41-1-229-9500 


Traditional financial institutions 
like to finance traditional projects. 
If your project is unconventional, 
if your plans appear to buck 
current trends, you may find 
yourself at a dead end. 


Enter Centre. 


When conventional sources of risk 
capital are stymied, we make deals 
happen through unique forms of 
credit enhancement, financial 
products and insurance coverage. 


PReinventing fl 
Capital 


CENTRE 


A member of the QÐ) Zurich Financial Services Group 


Products offered as appropriate through financial services, insurance 
ond reinsurance companies that are members of the Zurich Financial 


Services Group. Products may not be available in al jurisdictions 
(© 200! Centre Group Holdings Limited 








64 


Economics focus Frédéric Bastiat 


A200-year-old’s libertarian insights remain both relevant and amusing 


IS not called the dismal science for 
nothing. Even the funniest jokes about 
economists usually elicit a titter, at best. If 

you laid all the economists in the world 
end to end, they still wouldn’t reach a 
conclusion. There’s no such thing as a 
one-handed economist: it’s always on the 
one hand this, on the other hand that. 
And so, excruciatingly, on. 

A little better are the jokes that econo- 
mists tell to other economists. One of the 
best is about the two believers in effi- 
cient-market theory out walking together. 
“Isn't that a $10 bill?” says one. “Obvi- 
ously not,” says the other. “If it were, 
somebody would have picked it up.” A 
website devoted to economics jokes 
(http://netec.wustl.edu/JokEc.html) is a 
godsend for economists wishing to inject 
a lighter note into their lectures. 

Rare indeed are economists who use 
humour to communicate their theories. 
In the history of economic thought, Fré- 
déric Bastiat, born 200 years ago, stands 
out as a beacon of light-heartedness, 
thanks to his brilliant use of satire. Better 
still, his wit was deployed in defence of 
liberty and free trade, causes dear to The 
Economist's heart. Shortly after this news- 
paper was launched in 1843 to campaign 
against Britain's protectionist Corn Laws, 
Bastiat wrote, in all seriousness: “May all 
the nations soon throw down the barriers 
which separate them. One of the most 
efficacious means of attaining this great 
result would be the propagation of the 
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Journal entitled the ‘ECONOMIST’. 


Unfair competition 
Bastiat is best known for an essay* in 
which he petitions parliament on behalf 
of the candle makers of France. His com- 
plaint is against the “ruinous competition 
of a foreign rival who works under condi- 
tions so far superior to our own for pro- 
duction of light that he is flooding the 
domestic market with it at an incredibly 
low price.” The rival is the sun. His pro- 
posed remedy is the mandatory shutter- 
ing of all windows. That, he claims, using 
all the standard protectionist arguments, 
will benefit not only the candle industry 
but also all the industries that supply it. 
As a compelling statement of the case for 
free trade, this essay is hard to beat. 
During the building of a railway to 


*English translations of most of Bastiat’s works are 
available from the Foundation for Economic Education, 
Irvington, New York; www.fee.org 


Paris, it was proposed that there should 
be a break in the line at Bordeaux because 
it would help businesses there, such as 
porters, storage firms and hoteliers. Bril- 
liant, said Bastiat. What better way to 
boost prosperity in France than to have 
similar breaks at Angouléme, Poitiers and 
all intermediate points? “By this means, 
we shall end by having a railroad com- 
posed of a whole series of breaks in the 
tracks, ie, a negative railroad.” 

Noting the popular view that exports 
are good and imports bad, Bastiat won- 
dered if the best outcome would be for 
ships carrying goods between countries 
to sink, thus creating exports without im- 
ports. Debunking the “lump of labour fal- 
lacy” before it was even given that label, 
he suggested that to parcel out the limited 
amount of work available, people should 
be required to use only one hand, or even 
to have a hand chopped off. Missing the 
irony, France recently imposed a maxi- 
mum working week of 35 hours a person, 
hoping to share out available work. 

Bastiat also delivered witty one-liners: 
the state, he said, “is the great fictitious 
entity by which everyone seeks to live at 
the expense of everyone else.” He was an 
early critic of socialism. In “The Law”, a 
sombre work published shortly before 
his death in 1850, he described how the 
state, by identifying with the interests of 
producers rather than consumers, often 
came to commit “legal plunder”. The 
main role of the state, he argued, should 
be to protect property and liberty. 

Whether Bastiat was a great economist 
or merely a great communicator of econ- 
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omic truths has been much debated. Jo- 
seph Schumpeter had his doubts, calling 
him merely the “most brilliant economic 
journalist who ever lived.” Ludwig von 
Mises was kinder, saying that “his cri- 
tique of all protectionist and related ten- 
dencies is even today unsurpassed.” 

Certainly, in “What is seen and what 
is not seen”, Bastiat asserted the impor- 
tance of taking into account “opportunity 
cost”, one of the great insights of econom- 
ics, long before anybody came up with 
the jargon. Noting how people often see a 
silver lining in a bad event, such as a bro- 
ken window being good for the glazier, 
he showed how the money paid to repair 
the window would now be unavailable 
to spend on other goods, causing the 
workers who make them to suffer. Thus 
the destruction of the window was bad 
for the economy as a whole. 

His work remains timely, especially 
with protectionist tendencies on the rise. 
France should certainly pay heed to its 
largely forgotten son. Last month, a cere- 
mony marking Bastiat’s bicentenary in 
his hometown of Mugron, attended by 
foreign economists, was disrupted by 
anti-globalisation protesters. A planned 
visit to the vineyards of Minervois was 
cancelled because of violent protests by 
wine-growers demanding subsidies to 
compensate them for lower prices due to 
competition from imported wine. Bastiat 
would have found this fertile ground for 
an entertaining pamphlet. Yet perhaps the 
flourishing of such economic illiteracy 
more than 150 years after his death is no 
laughing matter. W 
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Climate change 


Kyoto’s last stand 





The future of the global climate-change treaty looks bleak. The negotiations in 


Bonn are unlikely to change that 


HAT is at stake in Bonn? That is the 

question hanging over the current 
gathering in Germany’s former capital of 
the world’s environment ministers. The 
answer ranges from everything to nothing, 
depending on whom you ask. 

Officially, ministers are meeting in 
Bonn to work out the final details of the 
Kyoto Protocol. That un treaty, if ratified, 
would bind industrialised countries to cut 
their emissions of greenhouse gases sig- 
nificantly over the next decade. Such 
gases, most notably carbon dioxide, keep 
the earth warm by slowing the radiation of 
heat into space. A recent increase in their 
quantity is, however, causing the planet's 
surface temperature to rise, which may 
have adverse climatic consequences. 

Ask many environmentalists, and they 
will say that the planet's very future is at 
stake at Bonn. They will point to mounting 
evidence that climate change is real, and 
insist there is not a moment to lose. The 
publication earlier this month of the final 
report of the UN’s Inter-governmental 
Panel on Climate Change lends weight to 


their position. The report's most dramatic 
conclusion, heavily trailed beforehand, is 
that the range of warming over the next 
century is likely to be between 1.4°C and 
5.8°C. This doubles the upper bound of the 
IPCC’s previous estimate. 

Ask the Americans (or, at least, the 
American delegation), and you will get the 
opposite response: nothing much is at 
stake in Bonn. The American administra- 
tion considers the pact “fatally flawed”, 
and will not change its mind in any cir- 
cumstances, according to Paula Dobrian- 
sky, the head of that delegation. She will 
turn up in Bonn merely to ensure that 
“American interests” are not trampled on 
by overzealous Europeans. 

Those Europeans have pitched their 
tents in the same camp as the greens. They 
reckon that the Kyoto Protocol, though im- 
perfect, is the only game in town. On July 
17th, the Eu issued a declaration proclaim- 
ing that “climate change is taking place 
now. Its consequences will be felt globally. 
Time is pressing and the international 
community cannot afford to postpone ac- 
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tion.” Jürgen Trittin, Germany’s environ- 
ment minister, goes further. Referring to 
America, he said that “we cannot allow 
the country with the biggest emissions of 
greenhouse gases to escape responsibility 
for protecting the global climate.” 

Even before the inauguration of George 
Bush in January, Europe and America did 
notexactly see eye to eye over what should 
happen. Last November, negotiators met 
in The Hague to try to iron out their differ- 
ences. The Americans, then represented by 
the Clinton administration, insisted on a 
reinterpretation of the Kyoto treaty. They 
wanted to allow the liberal use of “carbon 
sinks”, such as new forests, to absorb car- 
bon dioxide from the atmosphere by con- 
vertingitinto plants. They also wanted un- 
fettered emissions trading (buying the 
right to emit greenhouse gases from places 
that would find applying controls cheaper 
than did the purchaser). 

That was hardly an outrageous request, 
for it would have made tackling climate 
change as flexible and inexpensive as pos- 
sible. It would also have made the treaty 
more palatable to a hostile American Sen- 
ate. EU ministers nevertheless rejected it, 
striking a moralistic note by insisting on 
sharp limits to such flexibility. The meet- 
ing broke up in disarray. 

The parties agreed to continue their ne- 
gotiations at this week's Bonn jamboree. 
But now Europe has to deal with an even 
more sceptical American administration. 


In March, Mr Bush reaffirmed his cam- » 






Replacing gas with a gas 


BMW wants to make internal-combustion engines that run on hydrogen 


NE way that global warming might 

be reduced is by powering cars 
with something that does not release 
carbon dioxide when it is burned. That 
is part of the idea behind a “hydrogen 
economy”—a future in which hydrogen, 
which can be produced from renewable 
sources, takes over from hydrocarbons 
as the world’s principal fuel. 

Given this possibility (and also given 
the more immediately pressing need to 
produce vehicles that can comply with 
the exacting emissions standards of Cali- 
fornia), several of the world’s car mak- 
ers—notably Ford, DaimlerChrysler and 
Honda~are studying fuel cells. These re- 
act hydrogen and oxygen together in a 
controlled process, extracting energy in 
the form of electricity. Fuel cells, which 
are an old technology, certainly work, 
but they are still some years from com- 
mercial viability in cars. There is, how- 
ever, an alternative: burn the hydrogen 
in a conventional internal-combustion 
engine. And that is what BMw proposes 
to do. This week it unveiled a prototype 
version of its 7-Series saloon car that has 
a hydrogen-powered engine. 

Converting an engine to run on hy- 
drogen is relatively simple. It requires a 


> paign pledge to reject the Kyoto treaty out- 
right. When they realised they could not 
persuade him to change his mind, the Eu- 
ropeans vowed to forge ahead anyway. 
Unfortunately for them, the treaty cannot 
come into force unless it is ratified by 55 
countries making up the source of at least 
55% of the greenhouse-gas emissions of 
the rich world. Europe, with all the allies it 
can muster, cannot quite leap that hurdle. 
The crucial vote lies with Japan. 


Tokyo v Kyoto 
The early betting was that the Japanese 
could not bear the shame of seeing a 
global environmental treaty forged in their 
country’s ancient capital go down in 
flames. However, while some parts of the 
Japanese establishment do want to stand 
by the Ev, it now appears that a group of 
pragmatists, led by Junichiro Koizumi, the 
new prime minister, is gaining the upper 
hand. This crowd is wary of alienating 
America, which is Japan’s strongest ally 
and chief trading partner. What is more, 
Mr Bush’s men have been arm-twisting Ja- 
pan to distance itself from the pact. 

That has outraged the Europeans still 
further. They claim that Mr Bush had ex- 
plicitly promised them, when they metata 


bit of new plumbing and a few extra 
lines of code for the engine’s control 
computer. With a little jiggling, the mo- 
tor can be made “dual-fuel”, so that it 

can still run on petrol as well. That 
would allow the infrastructure of a hy- 
drogen-delivery network to be intro- 
duced gradually, rather than being putin 
place more-or-less instantly. 

Given the ease of conversion, and the 
possibility of a piecemeal transition to a 
full-scale hydrogen economy, this would 
seem the logical way to proceed. There 
are, however, two catches. The first is 
that fuel cells are a far more efficient way 
to use hydrogen than burning it. When 
the sums are done, a fuel-cell-powered 
vehicle would manage 60% more kilo- 
metres per litre than a hydrogen- 
powered internal-combustion engine. 
The second is that, gram for gram, hydro- 
gen contains significantly less energy 
than petrol. Performance will reflect that, 
unless those clever engineers at BMW 
can somehow overcome the difference. 
If they cannot, then BMw, whose pres- 
tige and independence rely largely on its 
engine-making ability, may be in trou- 
ble. Were fuel cells to become the stan- 
dard, the firm's future could be bleak. 


recent summit in Sweden, that he would 
not pressure other countries to join him. To 
woo back the fickle Japanese, the Europe- 
ans have now moderated their hard line 
on carbon sinks, which the Japanese have 
indicated are of particular importance to 
them. Ironically, though, the Eu softening 
on sinks comes just as a new report by the 
Royal Society, one of Britain’s most vener- 
able scientific institutions, argues against 
relying on them too heavily. The society's 
panel of experts reckons that too little is 
known about how sinks behave. 

Allin all, it is hard to see how the Kyoto 
treaty can be saved at Bonn. The only way 
would be if the Japanese suddenly swung 
to Europe's side. There is a slim chance this 
might happen: heads of government of 
the rich and powerful G8 meet in Genoa, 
Italy, this weekend, and the group’s Euro- 
pean members plan to ambush Mr Bush 
and Mr Koizumi on the matter. 

But on balance, a volte face seems un- 
likely: Japanese governments tend to put 
off hard decisions for as long as possible. 
The likelier outcome is that the Bonn meet- 
ing will prove inconclusive, and that Kyoto 
will limp along until negotiators meet yet 
again, in Marrakech in October. It would 
almost be kinder to kill it off now. m 





The origins of malaria 
Following the 
plough 


A genetic study suggests that malaria 
may have evolved because of farming 


IDS tends to hog the headlines, but sev- 
eral other infectious diseases still stalk 
the tropics, killing and debilitating those 
who catch them. As with Arps, the origins 
of these diseases are not merely of aca- 
demic interest. Knowing how they first 
spread to people may help to stop the 
same thing happening again. 

Two papers published recently in Sci- 
ence have helped to pinpoint the origin of 
malaria—the most lethal tropical infection 
until Arps came on the scene, and a dis- 
ease that still infects 200m-300m people a 
year, killing over 1m of them. According to 
work published this week by Sarah Volk- 
man, of Harvard University, and her col- 
leagues, Plasmodium falciparum, the para- 
site that causes the severest form of 
malaria, seems to have got going between 
7,700 and 3,200 years ago. A study pub- 
lished in June, by Sarah Tishkoff of the 
University of Maryland and her col- 
leagues, comes up with a range of 11, 760 to 
3,840 years ago. 

Both teams looked at gene frequencies 
to arrive at these estimates. Dr Volkman 
studied the genes of the parasite itself. Dr 
Tishkoff examined those of its host, Homo 
sapiens. Both were testing a hypothesis 
first proposed in 1958 by an anthropologist 
called Frank Livingstone. 

Dr Livingstone thought that the emer- 
gence of malaria might have been con- 
nected with the beginning of agriculture. 
He argued that sunlit pools left in patches 
of forest cleared for farming would have ) 





been perfect sites for the mosquitoes that 
transmit the disease to breed in, and also 
that the growing human populations that 
agriculture permitted would have pro- 
vided an abundance of convenient hosts. 

Dr Volkman and her team tested this 
idea by looking at the range of genetic va- 
riation found in P. falciparum. In general, 
the more variation there is in a gene in a 
population, the longer it is since that popu- 
lation’s individuals shared an ancestor. 
Such variation can therefore act as a “mo- 
lecular clock”, from which the age of the 
common ancestral gene can be deduced. 

The best genes for this purpose are so- 
called neutral genes: those that are not sub- 
ject to strong selective pressures that will 
stop random mutations from accumulat- 
ing them. Averaged over a sufficient per- 
iod, such random changes accumulate at a 
constant rate in neutral genes. But previous 
studies of genetic variation in P. falcipa- 
rum have concentrated on those genes that 
help the parasite to evade the human im- 
mune system, or protect it from insecti- 
cides. These are clearly subject to strong se- 
lective pressures, and therefore make poor 
molecular clocks. 

When Dr Volkman looked at nine neu- 
tral genes, she found little variation across 
widely separated parasite populations, 
suggesting the common ancestors of those 
genes were recent. And when she applied 
estimates of the speed of mutation to her 
results, the ages coincided neatly with the 
Neolithic agricultural revolution. 

Dr Tishkoff and her colleagues studied 
the frequency of variants in the human 
G6PD (glucose-6-phosphate-dehydroge- 
nase) gene, which confers resistance to ma- 
laria. G6PD carries the instructions for 
making an enzyme that is essential for the 
transport of oxygen in the bloodstream. 
Mutations in this gene may have adverse 
consequences for a person’s health but, 
rather like the mutation of the haemoglo- 
bin gene that causes sickle-cell anaemia, 
they can also protect that individual 
against malaria. 

Again like the sickle-cell gene, some 
G6PD mutations have spread in parts of 
the world in which malaria is endemic. Dr 
Tishkoff reconstructed the recent history 
of G6Ppp by examining the variants 
present in more than 450 Africans. She 
then simulated the way that the mutations 
spread to find out how long the process 
took. And, just as Dr Volkman did, she hit 
the Neolithic. 

How much light all this sheds on the 
risks of new infections is unclear. But there 
is a respectable argument that the cutting 
of tropical forests for farmland and timber, 
by bringing people into close proximity 
with wild animals that they would not 
previously have encountered, may en- 
courage the spread of new diseases. Per- 
haps things have not changed so much in 
the past few thousand years, after all. m 


Bacteria and ore-formation 


Goldbugs 


Gold mines may owe their origins to 
microbes 


EDIEVAL alchemists found, in the 

end, that they could not create gold. 
Modern geochemists have a similar pro- 
blem. They find it hard to understand how 
natural gold deposits form. There is much 
handwaving about gold-rich fluids from 
deep in the earth, and chemical precipita- 
tion, but the physics does not add up. The 
answer may be that what is happening is 
not geochemical at all, but biochemical. 
And a casual experiment by a bacteriolo- 
gist may hold the key. 

Derek Lovley, of the University of 
Massachusetts, Amherst, has been study- 
ing “metal-eating” bacteria for two de- 
cades. These bacteria make their living by 
converting (or “reducing”) the dissolved 
ions of metallic elements from one electri- 
cal state to another. This reduction releases 
energy, which the bacteria extract for their 
own purposes. 

Unsurprisingly, such bacteria tend to 
prefer common metals such as iron and 
manganese for lunch, though some spe- 
cies are able to subsist on such exotica as 
uranium. A few months ago, though, as “a 
bit of a lark”, Dr Lovley decided to put 
some of his bacteria into a solution of gold 
chloride. He was fully prepared for noth- 
ing to happen, as gold compounds are gen- 
erally toxic to bacteria. Instead, the test 
tube containing the solution turned a 
beautiful shade of purple, the colour of 
metallic gold when it is dispersed very 
finely in water. 

Bacteria are already known to be in- 
volved in the formation of an iron ore 


Microbe droppings? 


called limonite, and Dr Lovley has argued 
that they are also involved in the creation 
of certain ores of uranium. His jokey ex- 
periment, reported in the July issue of Ap- 
plied and Environmental Microbiology, 
opens up the possibility that gold deposits, 
too, may have a bacterial origin, with the 
microbes acting as the agent that concen- 
trates gold from sources such as volcanic 
springs into a form that people can mine. 

Dr Lovley has some support among 
geologists. According to Francis Chapelle, 
of the us Geological Survey’s branch in 
South Carolina, his hypothesis would 
neatly explain the origin of some of that 
state’s gold deposits. The rocks of the Caro- 
lina slate belt, including the Haile gold 
mine, contain the metal in an unusual 
form: rather than appearing in veins and 
nuggets, it is finely disseminated in a layer 
of sedimentary rock. 

The sediments that form the Carolina 
slates were once a seabed through which 
volcanic fluids flowed. According to Dr 
Chapelle, metal-reducing micro-organ- 
isms may have extracted gold ions from 
these fluids, reduced them, and dropped 
the waste (ie, metallic gold) as a powdery 
precipitate in the sediments. How that re- 
lates to the more traditional deposits of 
gold in veins and nuggets remains to be 
seen, although the fact that several species 
of Dr Lovley’s gold-eating bacteria prefer 
high temperatures suggests they might sur- 
vive well in the hot environments mineral 
veins are thought to form in. 

Dr Chapelle also suspects that Dr Lov- 
ley’s discovery may have a bearing on the 
origin of the vast Witwatersrand goldfield 
in South Africa, whose mines produce 
about one-third of the world’s supply. Like 
South Carolina, Witwatersrand has an 
area of gold that is found not in igneous 
rocks but in a thin sheet, sandwiched 
among sediments. Perhaps the Boer war 
was actually triggered by arguments over 
bacterial excreta. W 
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The way we fly now 


Airship splendour for an elite, pictured above, has long since given way to airline 
misery for the masses. A new book proposes a remarkable solution 


66 OW can a system be so technically 

advanced and admirable, yet lead 
to results so unpleasant for everyone?” 
wonders James Fallows in this delightful 
book. The system is air travel. When all 
goes well, you marvel atthe speed and reli- 
ability of the technology. But often, all 
does not go well. You drive for miles to the 
airport, you queue for ages, you wait for- 
ever in the departure lounge. For this mis- 
ery, Mr Fallows thinks there is a cure. 

He is admirably qualified to describe it: 
he is not just a top journalist but also an 
amateur pilot, and his book is built around 
a heart-stopping description of a flight 
across America with his wife and son. 
“Free Flight” makes some fascinating de- 
tours along the way. It describes, for exam- 
ple, the travails of setting up a new busi- 
ness (Cirrus, a family firm in Minnesota 
that makes small aeroplanes). And it lu- 
cidly explains the reason why pilots of 
small aeroplanes understand that they are 
riskier than big ones yet accept the risks, 
believing that most can be controlled. 

Flying across America in a private 
plane is a joy; a journey on a commercial 
airline can become a nightmare. Door-to- 
door, a flight of 500 miles or less (the ma- 


Free Flight: From Airline Hell to a New 
Age of Travel. By James Fallows. Public- 
Affairs; 272 pages; $25. Plymbridge; £17.99 


jority of American flights) is no faster than 
driving a car. Why? Because, Mr Fallows 
argues, of the hub-and-spoke system, de- 
veloped by the airlines since deregulation 
to cut their costs and fill their seats. More 
than 80% of America’s airline travel now 
takes off from or lands at the busiest 1% of 
airports. Air traffic has grown roughly 
twice as fast as the economy for years—but 
traffic concentrated on these hubs has 
grown much faster. Thus in the 20 years to 
1998, the annual total of take-offs and land- 
ings at Cincinnati soared from 76,000 to 
367,000. At the same time, the big carriers 
sharply cut the number of cities they 
serve, from 463 in 1978 to 268 two decades 
later. Smaller “spoke” airlines scoop up 
passengers at the hubs and distribute 
them to their final destinations. 

Hubs make the whole system more 
cumbersome and vulnerable to delays. 
When a problem hits a big hub, it ripples 
out through the network. The answer, says 
Mr Fallows, is one that NASA, America’s 
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space agency, has been looking at: many 
more flights by small aircraft into the myr- 
iad airports scattered across the country. 
More than 98% of the American popula- 
tion lives within a 30-minute drive of one 
of 5,000 public-use landing facilities. With 
suitable safety investment, NASA reckons 
these could support 500m take-offs and 
landings a year, instead of the present 37m. 

But that requires a revolution in aero- 
plane design, and most of Mr Fallows’s 
book is about two companies leading it. 
One is Cirrus, which makes simple little 
aeroplanes, aiming for the airborne equiv- 
alent of a modern car—with the unique 
safety feature of a parachute for the entire 
aircraft. The other, Eclipse Aviation in Al- 
buquerque, is working on a project to 
build a small jet costing less than $1m and 
designed to land on runways only 2,500 
feet (769 metres) long. 

Aircraft design has not changed funda- 
mentally in decades. Designers of small 
aircraft, in particular, concentrated on the 
corporate jet market. Now, says Mr Fal- 
lows, these companies are aiming at anew 
market—air-taxis and even amateur pilots 
such as himself. As small aircraft become 
simpler to fly, so anew market will emerge 
for direct flights between local airports. If 
costs continue to fall and safety standards 
continue to rise, the true promise of air tra- 
vel would arrive: ordinary people would 
enjoy a high degree of flexibility and con- 
venience that, until now, has been avail- 
able only to the rich. There would then, at 
last, be an automobile of the sky. Far- 
fetched? Perhaps. But so, once, was cheap 
air travel. m 
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The Selected Letters of Bertrand Russell: 
The Public Years, 1914-1970. Edited by 
Nicholas Griffin. Routledge; 680 pages; $35 
and £25 


66 A GREAT deal of work has come upon 

me, neglect of some of which might 
jeopardise the continuation of the human 
race,” wrote Bertrand Russell in a letter in 
1967, explaining why he did not have time 
to comment in detail on a philosophical 
manuscript. Few dons could carry off such 
an excuse. Russell was, in his final decade, 
concentrating on three large campaigns: 
helping SovietJews, opposing the Vietnam 
war and crusading for nuclear disarma- 
ment. The excuse might at first seem to be 
evidence of lunatic self-importance, or 
maybe senility (he was 95 at the time). But 
those who knew him would recognise its 
characteristic mix of a melodramatic, 
gently ironic style together with a pro- 
found commitment to public benevolence 
and political action. Activism ran in the 
family. A 17th-century ancestor was exe- 
cuted for his part in a plot to assassinate 
Charles II, and Russell’s grandfather intro- 
duced the first reform bill and was twice 
prime minister. 

Anybody who reads this splendid and 
revealing selection of letters will soon feel 
that he knows Russell—though not, of 
course, as well as its editor, Nicholas Grif- 
fin, does. Mr Griffin is director of the Ber- 
trand Russell Research Centre at McMaster 
University in Hamilton, Ontario, which 
has over 40,000 letters by Russell—esti- 
mated at between a quarter and a half of 
the total number he wrote—andis also edi- 
tor of Russell’s “Collected Papers”, of 
which 14 volumes have been published so 
far, with another 17 or so to come. “When I 
am out I see such millions of people, and 
do so much altogether—no one has the 
least idea how much | get into a day,” Rus- 
sell wrote from prison to Lady Ottoline 
Morrell in 1918, bemoaning the fact that he 
would have less time for long letters when 
he was released from his sentence for paci- 
fist activities. Mr Griffin, for one, knows all 
too well what Russell packed into a day. 

With this volume of 388 letters covering 
the years 1914-70, Mr Griffin completes a 
two-volume epistolary biography unri- 
valled for its scholarship in the over-popu- 
lated world of Russell studies. He adds 
linking commentary between the letters 
that would amount to a book in itself, and 
which clarifies many points, small and 
large, about Russell’s eventful and contro- 
versial life. He scotches, for example, the 
often repeated claim that Russell once ad- 





He went postal 


vocated a pre-emptive nuclear strike 
against the Soviet Union. Mr Griffin also 
provides copious and often pleasingly dis- 
cursive footnotes to identify the allusions 
and people in the letters. There is plenty of 
incidental knowledge to be gleaned from 
these—concerning, for example, the Utra- 
quist doctrine of the Eucharist, which 
makes an appearance in a hilarious reply 
to a spoof agony aunt letter that Russell re- 
ceived from a colleague at the school he 
founded after he had published his popu- 
lar tract on “Marriage and Morals” and 
was being deluged with requests for sex 
advice. 

The selection includes relatively few re- 
plies to letters from members of the pub- 
lic—always a large part of Russell’s mail- 
bag. Faced with an appalling task of sifting, 
Mr Griffin has chosen to focus on a hand- 
ful of topics and follow them through, 
rather than provide a sample that is even- 
handedly representative of Russell's inter- 
ests, which, Mr Griffin notes, included 
“everything under the sun, and a good 
deal else besides”. Few of the letters he has 
picked have been previously published. 

What comes across most powerfully 
from this selection is Russell's passion, his 
benevolence, and—perhaps most wel- 
come-—his humour. “I went all over south- 
ern California debating with a rabbi on the 
question ‘Is monogamy doomed?’ He ar- 
gued in favour of monogamy, in the hope 
of getting enough money to leave his 
wife,” Russell writes, describing a lecture 
tour to Lady Ottoline. To which Mr Griffin 
typically adds a wry footnote: “Newspa- 
per reports from California reveal that Rus- 
sell debated this topic with two rabbis— 
fortunately, we do not know which one is 
referred to here.” m 






Summer movies 


Hothouse flowers 


Many of thissummer’s blockbusters 
were rushed to release, and it shows 


UMMER, when it’s hot outside but the 

cinemas are cool, is normally Holly- 
wood’s peak season. This year might be an 
exception. Though the writers’ strike that 
threatened to close down production from 
early May was headed off at the gulch, no- 
body knew till the last moment that it 
would be averted. As a precaution, the stu- 
dios have been rushing to wrap up mov- 
ies, so that there would be enough product 
to keep everyone happy for many months 
into the expected shutdown. 

But speed has a price. Movies that 
might have benefited from post-produc- 
tion tinkering have been hurried to com- 
pletion. The results are starting to show. 
Summer has kicked off with two bona fide 
box-office hits, “Pearl Harbor” and 
“Shrek”, both made at leisure, but several 
of the latest movies to open look as though 
they were too hastily prepared for release. 

Ivan Reitman’s sci-fi spoof, “Evolu- 
tion”, is an example. A tall tale of alien life 
forms drifting to earth and evolving into 
anything from flying cockroaches to 
pooches like miniature Jabba the Hutts, it 
trades wit for toilet humour and winds up 
with an outrageous example of product 
placement. “Evolution” feels scrappy and 
in need of pruning. Audiences responded 
accordingly, with a sluggish opening 
weekend take of only $13.4m from more 
that 2,600 screens. Disney's usually bank- 
able summer cartoon—this year it’s “Atlan- 
tis: The Lost Empire”—has been trounced at 
the box office by Dream Works’ “Shrek”. An 
animatronic film, “Cats and Dogs”, is also 
doing brisk business, with an original take 
on man’s relations with his favourite pets: 
dogs alone can save us from feline evil. 

If only on account of all the hype and 
anticipation, Steven Spielberg’s “AI” and 
Simon West's “Lara Croft: Tomb Raider”, in 
which Angelina Jolie plays a computer- 
game heroine, had fairly strong opening 
weekends; Tim Burton’s remake of “Planet 
of the Apes” also looks set for an initial box 
office landslide. But after the first weekend 
it will be on its own. 

A big question mark hovers over “Juras- 
sic Park III”. Without Mr Spielberg in the di- 
rector’s chair, and with no really top-flight 
stars to speak of, it will have to pull some- 
thing very scary out of the hat to persuade 
audiences they haven't seen it all before. If 
critics rave about the film, that might be 
another story, but in this corner-cutting, 
beat-the-strike-deadline summer, the por- 
tents are not good. = 
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Archaeology 
Digging for truth 


SS E a 
Palestine Twilight: The Murder of Dr Albert 
Glock and the Archaeology of the Holy 
Land. By Edward Fox. HarperCollins; 277 
pages; £19.99. To be published in America as 
“Sacred Geography”; Henry Holt (October) 


y+ Sema peiremel can seriously damage 
your health. If you're working in a po- 
litically sensitive country, it can kill you. It 
establishes history, and the past is a pow- 
erful weapon in present disputes over 
rights and claims. No one understood this 
better than Albert Glock, an American ar- 
chaeologist who was director of the W.F. 
Albright Institute in Jerusalem from 1978 
to 1980, and then of the Palestinian Insti- 
tute of Archaeology at Birzeit University 
on the West Bank until 1992. Until January 
19th 1992, that is, when he was ambushed 
by an unidentified gunman and shot dead 
at close range. 

Glock came from a strict Lutheran back- 
ground. He had originally travelled to the 
Holy Land, like so many Christian scholars 
and archaeologists before him, in order to 
“prove” the literal truth of the Bible. Over 
the years he had made the intellectual 
journey towards scientific scepticism, 
away from Christian fundamentalism— 
away, too, from the specifically biblical ar- 
chaeology that goes with it. 

By an ironic twist, this biblical ar- 
chaeology serves the Israelis too, appear- 
ing to justify their claim to Israel. Anything 
later than the first century AD and you're 
on your way to Byzantium, the Ottoman 
Empire, Islam—and Palestine. Glock went 
all the way into enemy territory, as it were, 
and dedicated himself to an archaeology 
that would deliver history back to the Pal- 
estinians. But there were reasons why he 
alienated Palestinians as well as Israelis. 

On one level, “Palestine Twilight” is a 
detective story of the hunt for Glock’s 
killer. But, as Edward Fox says himself, un- 
derstanding his murder means under- 
standing a whole society. All through the 
book, the intifada mounts and, with it, Is- 
raeli searches, curfews, arrests, interroga- 
tions and torture. With the Gulf war the 
screws are tightened; to young Palestinian 
radicals, the Oslo talks feel like betrayal. 

Glock, unlike most foreign nationals, 
remained at his post as things worsened. 
Against a background of fear, paranoia 
and xenophobia, he blocked the promo- 
tion of a Palestinian archaeologist, on the 
grounds of academic mediocrity. As stub- 
born and high-minded as his Lutheran 
forebears, he would not accept that, by 
then, everything had become political. 

At which point, an ambush anda bullet 


seem plausible. But Mr Fox keeps his cool. 
There are other possibilities-shadowy 
paths that lead him farther afield, to Pal- 
estinian money in America, to Israeli pri- 
sons and the world of Palestinian collabo- 
rators, to Gaza and Hamas, the Islamic 
faction of the Palestinian resistance. By the 
end, Glock has become a small cog in a big 
machine. Or rather, a small key to a big 
door, Mr Fox brilliantly manages these 
questions of scale and perspective. His 
sense of drama and suspense—even of 
tragic destiny—keeps Glock at the centre of 
the story; and yet at the same time, anyone 
wanting to understand the trauma of occu- 
pied Palestine, historically, culturally and 
politically, should read this book. = 


Simone Weil and Rosa Parks 


Two kinds of 
heroism 





Simone Weil. By Francine du Plessix Gray. 
Viking; 256 pages; $19.95. Weidenfeld & 
Nicolson; £12.99 


Mine Eyes Have Seen The Glory: The Life of 
Rosa Parks. By Douglas Brinkley. Viking; 
160 pages; $19.95. Weidenfeld & Nicolson; 
£12.99 


HAT unites these two very different 
women is their extraordinary per- 
sonal courage in standing up to oppression 
and injustice—even though, as these excel- 
lent brief lives make clear, that courage it- 
self took strikingly different forms. Simone 
Weil starved herself to death in exile out of 
solidarity for compatriots in German-oc- 
cupied France. Rosa Parks, in December 
1955 on a bus home from work in Mont- 
gomery, Alabama, was too tired to give up 
her seat to a white man. Her arrest touched 
off a 381-day boycott of the city’s segre- 
gated buses, a landmark in the American 
struggle for civil rights. 
Weil, a social thinker and religious mys- 
tic, is remembered as a heroine of the 





A window seat on history 


French resistance. Mrs Parks, now in her 
80s, is commonly thought of as a humble 
seamstress, a black Everywoman. Weil’s 
reputation corresponds to the facts; Mrs 
Parks’s results from tactical distortion. 
Civil-rights activists played down her con- 
siderable political experience and sophis- 
tication—they needed a simple soul with 
sore feet in order to make the most of an in- 
cident on a Montgomery bus. 

Mrs Parks was a member of the Na- 
tional Association for the Advancement of 
Colored People (NAACP) who had helped 
lead black voter-registration drives in Ala- 
bama, then a white-supremacist southern 
state. Her act of defiance on the bus was 
spontaneous, but, as Douglas Brinkley 
shows, she had been coached to play a sig- 
nificant part in the civil-rights struggle. 
Sponsored by a liberal white couple, she 
had enrolled in a training workshop on 
“radical desegregation” at the Highlander 
Folk School in Monteagle, Tennessee, 
where former pupils included Martin Lu- 
ther King. Its founder and head, Myles Hor- 
ton, had studied under one of America’s 
most influential Christian thinkers, Rein- 
hold Niebuhr, and was a promoter of the 
“social gospel”. It was Horton's wife, Zil- 
phia, who, along with two troubadours, 
Guy Carawan and Pete Seeger, made the 
hymn “We Shall Overcome” the anthem 
of King’s Southern Christian Leadership 
Conference. 

Mrs Parks was in her element at High- 
lander, for religion was, and remains, just 
as central to her life as it was to Simone 
Weil’s, though she comes out of a different 
tradition. She is a steadfast member of the 
African Methodist Episcopal Church, a 
radical denomination which became 
known as “the Freedom Church” during 
the pre-civil war campaign to abolish slav- 
ery. Weil, the daughter of Jewish parents, 
was too much a religious free-thinker to 
commit herself to a particular denomina- 
tion. She teetered on the brink of conver- 
sion to Catholicism but could never quite 
make the jump. Francine du Plessix Gray 
notes how Weil, during a spell in New 
York, went to mass each weekday at a 
Catholic church but at weekends attended 
a Baptist church in Harlem and a small 
synagogue of Ethiopian Jews. 

Both in the central tenets of their poli- 
tics and their faith, the two women none- 
theless came to similar conclusions. They 
both resorted to passive means of protest 
to make their point, though neither ruled 
out the use of force if necessary. Once Ger- 
many invaded France, Weil was filled with 
remorse for her pre-war pacifism. Mrs 
Parks is not as mystical as Weil was. But her 
life has been an affirmation of Weil’s con- 
viction that readiness to die for your reli- 
gious beliefs is not a conclusive sign of 
faith in God. To be willing to die for a vic- 
tim of injustice, even a stranger—that, for 
Weil, was the truer test of religious faith. m 
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Daniel Ellsberg 
Treachery, egotism 
or bravery? 





Wild Man: The Life and Times of Daniel 
Ellsberg. By Tom Wells. Palgrave; 704 pages; 
$32.50 and £22.50 


HIRTY years have passed, but Ameri- 

cans are still arguing about the signifi- 
cance of the publication in 1971 of the so- 
called Pentagon Papers, a top-secret his- 
tory of American involvement in 
South-East Asia commissioned by Robert 
McNamara three years earlier, just as he 
was beginning to lose heart for the war he 
was fighting there on behalf of Lyndon 
Johnson. The death of Katharine Graham, 
the publisher of the Washington Post (see 
Obituary), also vividly brings back those 
times. Together with its competitor, the 
New York Times, her newspaper won a 
famous free-speech victory in the Su- 
preme Court after attempts to prevent the 
publication of the Vietnam study. 

When articles based on the documents 
first appeared in the New York Times on a 
sleepy Sunday late in spring, hardly any- 
one seemed to notice. Those who did 
thought they would harm the reputation 
of past Democratic administrations far 
more than the Republicans then in com- 
mand of the executive branch. But soon 
Henry Kissinger, who was then national- 
security adviser in the White House, per- 
suaded Richard Nixon that such a massive 
leak of classified information. (47 volumes, 
thousands of pages) could threaten the 
very security of the United States, and in 
particular compromise the secret di- 
plomacy Mr Kissinger was then conduct- 
ing with China. Mr Nixon, who was pre- 
pared to believe the most abstruse 
conspiracy theories, sent lawyers from his 
Justice Department into federal court to 
stop the presses and obtain a rare prior-re- 
straint order against further publication of 
the confidential material. 

What ensued during the following fort- 
night was part high drama, part vaudeville 
show. Government lawyers stumbled 
over themselves as they tried to make the 
best legal presentation they could of a 
wretched case. The leak of the documents 
spread to the Washington Post, the Boston 
Globe and other newspapers around the 
country. Judges held secret hearings and 
issued eloquent opinions rejecting 
Nixon’s case. Finally, the Supreme Court 
ruled in the newspapers’ favour and let the 
presses roll, albeit after a temporary epi- 
sode of censorship. 

Among the most intriguing figures to 
emerge during the episode was Daniel 
Ellsberg, a former gung-ho marine and war 
planner at the Rand Corporation who had 


turned against the American engagement 
in Vietnam. As one of the documents’ au- 
thors, and after failing to persuade sena- 
tors and statesmen to make them public, 
he handed them over to the Times. He was 
subsequently indicted and tried in Los An- 
geles under statutes punishing espionage 
and theft of government property; but the 
case was dismissed after it was revealed 
that White House “plumbers”, in what 
turned out to be a dress rehearsal for their 
burglary of the Democratic National Com- 
mittee’s offices in the Watergate building, 
had broken into the office of Mr Ellsberg’s 
psychiatrist, looking for files that might 
shed light on his dastardly deeds—or pro- 
vide dirt against him. 

In good time for 30th anniversary soul- 
searching and celebrations last month, 
along has come Tom Wells’s full-scale but 
unauthorised biography of Mr Ellsberg, 
which is nearly as long as the Pentagon Pa- 
pers themselves. It would appear that the 
author has been at work on this project for 
almost the entire time since the papers 
were published, interviewing everyone he 
could find who met Mr Ellsberg and quot- 
ing them all at interminable length, evenif 
they repeated themselves. 

Much of what Mr Wells found is inter- 
esting, some of it even fascinating. Other 
parts, alas, are drivel—facile pop psycholo- 
gising and psychoanalysing by a person 
who brings no professional credentials to 
the task. Here is information on Mr Ells- 
berg’s sex life, his often poor perfor- 
mance—or bad luck~as a parent, and his 
continuing debates with friends and ad- 
versaries alike over issues that simply can- 
not be resolved. What does emerge from 
Mr Wells’s work, though, is a classic tale of 
aman whose life and reputation were to- 
tally redefined by a single act. To this day, 
people are arguing over whether that act 
was one of bravery, treachery, or mere 
egotism, and all sides can find support for 
their positions in this thoroughly under- 
edited volume. 

Mr Ellsberg believed that release of the 
Pentagon Papers would (or certainly 
should) immediately stop the war in Viet- 
nam. This did not happen, of course, al- 
though the information that became 
known through them—including evidence 
of cynicism and deception by every ad- 
ministration from Truman through John- 
son—certainly made it more acceptable for 
politicians and pundits to speak against 
the doomed military effort. 

Between appearances at public pro- 
tests on other foreign policy, defence and 
social issues, Mr Ellsberg is still active on 
the lecture and conference circuit, de- 
manding recognition, appreciation and 
understanding. Only one thing diverts 
him now: his effort to get the public to real- 
ise that Mr Wells, seemingly possessed of 
his own obsessions, has written an unbal- 
anced and unfair biography. E 





Correction: Walter Rantanen, a paper-fibre 
microscopist, who was quoted in our article of July 7th 
on fake vintage photography, has at times analysed 
documents for the FBI, but he is not an FBI employee. 

















Immigration 


No entry 


The costs and follies of keeping 
immigrants out 


LL history is the history of migrations. 
All of us got to where we are because 
we or our ancestors came from some- 
where else. Migrants usually help host- 
communities, bringing new skills, new 
vigour, demographic infill and fresh ideas. 
They are vectors of change, which some- 
times seems to threaten indigenous cul- 
ture; but cultural change comes equally 
from within and you threaten in any event 
to stifle a society by excluding immigrants. 
It seems incredible that people who pride 
themselves on descent from Saxon and 
Norman and Dane should be unaware of 
the value of immigrants; or that zeal for 
barriers should thrive in a country so en- 
riched in modern history by infusions, for 
instance, of Huguenots, Jews and black 
and Asian “counter-colonists” from the 
former empire. Opposition to immigration 
is historically ignorant. In contrasting 
ways, new books by Sir Michael Dummett 
and Teresa Hayter argue, with particular 
reference to Britain, that it is also irrational 
andimmoral. 
Ms Hayter devotes most of her book to 
a chilling narrative of racism, migrant-pho- 
bia and “creeping fascisisation” in modern 
Britain. Her case against controls, when 
she gets round to it, concentrates on seven 
points. Controls are expensive (though 
supporters might still say they are worth- 
while). They are unnecessary, because the 
numbers of potential immigrants are 
small (probably true, but Ms Hayter does 
not deal with the powerful case to the con- 
trary made, for example, by Paul Kennedy, 
author of “Preparing for the 21st Cen- 
tury”). They inhibit cultural diversity (true 
again, but, unfortunately, most British peo- 
ple seem grossly to undervalue cultural 
diversity). They create a class of illegal 
workers (but this seems a bonus from the 
perspective of employers who want an ex- 
ploitable labour-pool). Emigrants are good 
for developing countries (but this could be 
construed as an argument in favour of 
multiplying the numbers of cheap “ille- 
gals”). Controls are incompatible with 
strictly economic liberalism (which looks 
like a strong point, but Ms Hayter is 
strangely reluctant to insist that free move- 
ment of labour and free trade are insepara- 
ble). Finally, immigration controls foment 
racism: this is an important point~since 
British governments always try to justify 
anti-immigrant measures “in the interests 
of good race relations’—and deserves 
more space than it gets. 


Sir Michael is a renowned philosopher 
and humanitarian, who explains his voca- 
tion in defence of refugees as “an accident” 
unrelated to his philosophical and reli- 
gious convictions. In his new book, how- 
ever, he seeks moral foundations for the 
case against immigration controls. His 
main arguments are, first, that the state has 
obligations which transcend the national 
interest and include a duty of humanity to- 
wards refugees; and, secondly, that the 
state has no right to exclude immigrants, 
except where the indigenous community 
is genuinely in danger of “submersion” by 
newcomers. He makes the case meticu- 
lously. His emphasis on duties rather than 
rights will broaden the appeal of his case. 
But he leaves unaddressed the most likely 
counter-argument: that a democratic state 
is a free association and freedom of associ- 
ation involves a right of exclusion. 

The strongest part of his book, as of Ms 
Hayter’s, is the account of the hypocrisy, 
faithlessness, demagogy, moral indiffer- 
ence and, at times, outright cruelty shown 
by different British governments on this is- 
sue since the 1960s. Like the “Analects” of 





Confucius, Sir Michael’s narrative gains 
power from its cold-blooded, uncoloured 
language. Between them, he and Ms Hay- 
ter provide a terrible indictment of mod- 
ern British immigration policy. Both writ- 
ers are good at exposing the insidious 
rhetoric which turns refugees into “bogus 
asylum-seekers” and demonises “econ- 
omic migrants”, who, in reality, are often 
the sort of go-ahead venturers capitalism 
needs. Governments seem keener to ap- 
peal to that ineradicable British vice, xeno- 
phobia, than to that ineradicable British 
virtue, a sense of fair play. 

One context in which immigrants can 
justly be resisted is when they come bear- 
ing arms to establish an empire. Western 
imperialism has been responsible for 
some of the most conspicuous mass mi- 
grations of the last half-millennium: ex- 
porting elites, re-shuffling labour forces, 
transporting slaves and coolies and trig- 
gering the counter-colonisations of the last 
half-century, when former “victim” peo- 
ples have settled in the “mother-coun- 
tries” of their sometime masters. Anthony 
Pagden’s distillation of the history of west- 
ern empires is a triumph of multum in 
parvo. It is not, however, about migration 
itself, but about the political nature of im- 
perialism. Mr Pagden unravels two inter- 
twined threads: one leads from Alexander 
to the early-modern Spanish monarchy 
and King Leopold’s Congo; another from 
ancient Rome to the United States and the 
lately vanished empires of democratic na- 
tions. Empires are always tyrannous, but 
not always despotic. Some of them are of, 
by and for the people. The sad story of 
hostility to immigrants points to a similar 
conclusion: democracy is no guarantee of 
humanity—or good sense. @ 
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Katharine Graham, who helped to topple a president, died on July 17th, aged 84 


HE liked to tell the story of a visit to a vil- 

lage in Côte d'Ivoire where the chief 
welcomed her by saying how honoured 
he was to be visited by the 17th most im- 
portant person in the world. No doubt 
those who compose lists of the 100 most 
important people of the 20th century will 
quibble about exactly which position 
Katherine Graham should hold. But there 
is no doubt that she will make the list. 

Mrs Graham presided over the transfor- 
mation of the Washington Post from a pro- 
vincial newspaper that happened to be 
based in the nation’s capital into a great 
American institution. In the process, she 
transformed herself from a shy blueblood 
into one of the most important power-bro- 
kers in the capital at the height of the 
American century. She guided the Post 
through two of the most celebrated epi- 
sodes in American journalism. 

One was the publication in 1971 of the 
“Pentagon Papers”, a secret government 
history of the Vietnam war. The other was 
the Watergate scandal that broke in 1972, 
which led to Richard Nixon’s resignation 
from the presidency two years later under 
the threat of impeachment. Somewhere 
along the way, Katharine Graham turned 
the Post into a great money-making mach- 
ine. When she took control of the newspa- 
per in 1963, the company had revenues of 


$84m; when she stepped down as chief ex- 
ecutive in 1991 and handed over to her el- 
dest son, it had revenues of $1.4 billion. 

All this took enormous guts—“the guts 
of a burglar”, in the words of Ben Bradlee, 
whom she plucked from Newsweek to act 
as the Post’s executive editor and her jour- 
nalistic right hand throughout her career. 
Mrs Graham went ahead with the publica- 
tion of the “Pentagon Papers”, although an 
adverse legal ruling could have derailed 
the company’s then imminent public of- 
fering of $35m in stock and jeopardised the 
company’s licences for its two Florida tele- 
vision stations, then worth about $100m. 
She supported Carl Bernstein’s and Bob 
Woodward’s investigation of the Water- 
gate saga despite a constant drumbeat of 
threats from the White House. 


The antique wringer 

In those days, a Wall Street friend with con- 
tacts in the administration advised Mrs 
Graham notto be alone. Nixon's campaign 
manager, John Mitchell, told Mr Bernstein 
that “Katie Graham’s gonna get her tit 
caught in a wringer” if the Post printed a 
story that, while Mitchell was attorney- 
general, he shared control of a secret fund 
to gather intelligence on Democrats. A 
prized possession was an antique wash- 
ing-machine wringer that Mr Woodward 
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gave her when the nightmare was over. 

Mrs Graham showed the same guts 
when it came to taking on the printers’ un- 
ion in 1975-76—what she referred to as her 
“business-side Watergate”. She had sup- 
ported vaguely leftist causes at university. 
But she refused to yield to the printers’ un- 
ions when they tried to use violence and 
intimidation to preserve old practices. She 
showed no compunction about using re- 
placement workers. 

“It’s sort of like a fairy tale,” Mrs Gra- 
ham said on being told that she was being 
awarded a Pulitzer prize for her autobiog- 
raphy, “Personal History”. In fact, her life 
was beguiling because of the misfortunes 
she coped with. The daughter of a rich 
Wall Streeter, Eugene Meyer, she happily 
embraced her destiny of raising children 
and hosting dinner parties when she fi- 
nally met the charming and charismatic 
Philip Graham, whom Meyer made pub- 
lisher of the Post. But Philip turned out to 
be mentally unbalanced, and drifted in 
and out of mental institutions before 
putting a gun to his head. 

Her husband’s death forced Mrs Gra- 
ham to transform herself into a business- 
woman-—and, in the process, to kick 
against conventional assumptions about 
women’s role in the world. She was 
brought up to think that the role of women 
was to look after their husbands. Now she 
was boss of the Post. 

All this meant that Katharine Graham 
was painfully badly prepared for cor- 
porate politics. She was embarrassed 
about speaking to her own reporters, let 
alone about challenging the paper’s execu- 
tives. She was so ill at ease that she spent 
some time rehearsing how to say “Merry 
Christmas” before attending her first com- 
pany Christmas party as boss. Warren 
Buffett, her financial mentor, recalls walk- 
ing into her office to find a sheet of paper 
on her desk that read “assets on the left, li- 
abilities on the right”. And that was ten 
years after she had taken over. 

But Mrs Graham discovered to her sur- 
prise that she had been born with a spine 
of steel. In giving the toast at her 70th birth- 
day, Art Buchwald said, “There is one 
word that brings us all together here to- 
night. And that word is ‘fear’ .” Even more 
important, she also discovered that she 
had been born with a moral compass. 

It wasn't fear that filled the Post on the 
day after her death with obviously heart- 
felt encomiums from senior journalists. It 
was genuine admiration for her sense of 
principle. During Watergate, Mrs Graham 
backed her journalists against the advice 
of her lawyers and accountants for the 
simple reason that she thought the princi- 
ple raised by Richard Nixon's “third-rate 
break-in” was more important than mere 
cashflow. Journalists cannot ask for more 
from a proprietor than that. = 
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Derivatives Pricing with Numerical Methods 
(September 26 - 28) 


Credit Risk and Credit Derivatives 
(October | - 2) 


Taught by Professor Pierre Hillion of INSEAD, this series of courses 
provides advanced skills in derivatives pricing and risk management. 


For information, please visit our Web site, or contact us directly. 


AIF - P.O. Box 59536, 1040 LA Amsterdam, The Netherlands 


telephone: +31-20-5200160 - fax: +31-20-5200161 
e-mail: info@aif.nl - internet: www.aif.nl 





ENPC MBA PARIS 


Accredited by AMBA 


MBA of the Ecole nationale des ponts et chaussées, 
(founded in 1747) 


PREM EOTEOKO MEOH OEE HERES OSES ES OHOSERRSERE 


The MBA programme at the Ecole nationale des ponts et chaussées, one of the most pres- 
tigious Grandes Ecoles in France located in the heartof, Paris, offers full-time (15 months) 
and part-time (2 years) MBA courses, both taught in English. This is an international, 
innovative and entrepreneurial programme fostering a strong sense of ethics, a multicul- 
tural dimension in management, and the impact of new technologies on business. 


Participants have the possibility té 
combine their studies in Paris wi 
exchange programmes and profes 








The MBA faculty consist of outstan- 
ding professors coming from the best 
Business Schools world-wide and 
entrepreneurs with’ an international 
tation in their area of exp tee. 


nal experience in a foreign coun 
(in the United States, Europe 


The curriculum als 


capabilities to 
ducts/service: 


ENPC MBA 

























£ opment — 
Management i in the 21st C f 
T7th to 28th September 2001, Brighton, En 





This course run by ima international will introduce participants to current 
ideas and trends in development management, and examine the impact 
that these ideas could have on participants own roles. 


The course will cover issues such as the Sustainable Livelihoods 
Approach, organisational learning, poverty targeting and the 
relationships between different stakeholders in development processes. 


For. further details on this course, based at the institute of Development 
Studies, University of Sussex, contact Zanda Serdne at: 


ima International, PO Box 3292, 
Brighton, BN1 5NU, UK. 

Tel: ++44 (0) 1273 600111 

Fax: ++44 (0) 1273 600444 

Email: post @imainternational.com 
www.imainternational.com 
















ima International runs training courses in the UK, Thailand and Australia, 
and provides special training courses and consultancy to development 
organisations worldwide. Since 1983 ima has trained over 8,000 
participants from almost 60 countries. 







LL.M./Masters 


in INTERNATIONAL & 
OFFSHORE TAX PLANNING 


INTERNET DELIVERED 


ONLINE delivery ~ Study anytime, anywhere, 
Prestigious Masters in International Taxation (M.I.1) for non-lawyers, 
E-Commerce — Tax Planning speciality. 


St. Thomas is accredited by the Commission on Schools of the 
Southern Association of Colleges and Schools. 


American Bar Association acquiesced programme. 


Course Modules include: 

» Principles of International Taxation » Tax Treaties 
Offshore Financial Centres « Anti-avoidance 
Trusts and other entities + Transfer Pricing 
International Tax Planning » E-Commerce Taxation 
Global Estate Planning & Asset Protection 


AN st. Thomas University 
AL School of Law « miami, Florida 


For more information please cantact: 
HONG KONG UK. U.S.A. 


Michael Foggo Simon Denton William Byrnes 

Te: +852 2542 1177 Tei: +44 (0)20 7479 7070 Tel: +1 (305) 474 2480 

Fax: +852 2545 0550 Fax: +44 (0)20 7439 4436 Fax: +1 (305} 474 2469 
hk@SovereignGroup.com — uk@SovereignGroup.com — whyrnes@SovereignGroup.com 


www.stu.edu/tax 
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The Executive MBA 


* educates managers from all over the world 
* taught in 8 intensive modules each lasting for 7 days 
* or by evening study 
THE UNIVERSITY * entry points in January, April, June and September 
OF BIRMI N CHAM * flexible - a minimum of two modules a year 

PREK] 7 i * Birmingham faculty teach in the UK and Singapore 









‘Developing global competence 









for a changing world’ iM 
THE Full time MBA programmes: B 
HTP AGERE MBA International Business å 
B IRMIN GH £ MBA International Banking and Finance lel 
p INESS The European MBA with ESC Montpellier 
ESA HTTP:/www.bham.ac.uk/business Email: MBA@bham.ac.uk 
SCHOOL Tel: 44 (0)121 414 6693 Fax: 44 (0)121 414 3553 









Recognized as one of tthe world's most flexible 
Distance Learning MBA/Master's or DBA/Ph.D. 
orams, No bachelors degree required for the 
{or Master's for DBA) if you have significant work 


experience, No time limits, minimum or maximum. MBA 
usually takes one year, DBA two, Transfer students 
weicome. You will not have to study material you : 
already know or do not need. No exams, instead you 


write papers. Learn from successful business 
leaders/authors (many are millionaires). Faculty 
members wanted. Rushmore University, 1 a 
7622, ec@sushmore.edu, www.distancemba.com 













The University of Durham MBA comes in three AMBA aceredited 
study options ~ Full-time, Part-time or Distance Learning, 
Find us @ www.dur.ac.uk/udbs or call +44 191 487 1422. 















Study Hotel & Tourism Management 
in London where you can experience 


i ee 
WYJ University of Durham all the major chain hotels, gain an gaa 
Y BUSINESS SCHOOL international qualification and also London Hotel School 






improve your English. Courses start every month. Complete one 
year theory and one year's salaried internship in a London Hotel. 





ACECONUNE 2000 


investing in excellence in teaching and research 


























London Hotel School Call us for a brocure 44 20 7665 0000 
Springvale Terrace e-mail: registrar@ londonhotelschool.com 
London W14 OAE Website: www.londonhotelschoo!.com 


The Best 
Maen under the Sun M A 


Intensive 12-month MBA with “Ivy 
League” professors in sunny Cyprus 
Apply NOW for fall 2001 


mioannou@ciim.ac.cy 
Web: wew.ciim.ac.cy 
CYPRUS INTERNATIONAL 


INSTITUTE OF MANAGEMENT 





INTERNATIONAL 
WEALTH MANAGEMENT 
Executive MBA 





















COLLEGE DEGREES 
DISTANCE EDUCATION ON YOUR SCHEDULE 
B.S., M.S., Ph.D. Many fields, No classes. 

NO COST evaluation! Send resume. 

6400 UPTOWN BLVD NE + SUITE 398-W 
Dept. 34  ALBUG., NM B7T10-USA 
f 


34@conturyuniversityedy 
1-800-240-6735. 


(University 
Tenders 
Republic of Tajikistan 
13 large state companies from different 
industries will be offered for sale in 
September 2001 in Dushanbe, Tajikistan. 
Additional information is available from: 
The State Property Committee: 4 
7 (3772) 21-86-59, Pax: 21-15-07, 21-88-87: 
E-mail: carana@tajnei,com; 


hutp./privatization.tajikistan.com 
or www privatizationlink,com 









> A dual degree Executive MBA program by 
renowned US and Swiss universities. 

» Geared specifically to senior private bankers and 
executives from the wealth management industry. 

> 15 weeks spread job-concurrently over two years, 
held in Switzerland and in the USA. 

> Taught exclusively in English by an inter- 

nationally renowned faculty. 






























-Intensive 12-Month M.S. in 
COMPUTATIONAL 
FINANCE 
apply now for Fall 2001! 
www.cse.ogi.edu/CompFin/ 







A joint Program by: 
USA: Carnegie Mellon University 
CH: Swiss Banking School 
University of Geneva 
University of Lausanne 
University of St. Galle 
University of Zurich 



















_ The” 
Economist 





ADULTS, EARN YOUR 
DEGREE AT HOME IN 
JUST ONE YEAR! 


WASHINGTON INTERNATIONAL UNIVERSITY 
Since 1995-in most fields- Your 
American instructor will help with 
your studies.- INTERNET library. 
Students from 112 countries. 
$.0.C,-P.0.Box 61707 K.O.P. PA. 
19406-USA fax: 610 205 6960 
e-mail: admissions@wa 


TO ADVERTISE 
WITHIN THE CLASSIFIED SECTION 
CONTACT: 





David Wain, 
London 
Tel: (44-20) 7830 7000 
Fax: (44-20) 7830 7111 
davidwain @ economist.com 


or further information 


| WEMBA@Swi 
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78 Appointments 





The European 
Commission 


are a common goal 


European Commission (O.J. C 201 A) 
« Representation in the United Kingdom, 
8 Storey's Gate, GB-London SWIP 3AT. 
* Representation in Northern Ireland, 
Windsor House, 9/15 Bedford Street, GB-Belfast BT2 7EG. 
+ Representation in Wales, 
4 Cathedral Road, GB-Cardiff CFI | 9SG. 
* Representation in Scotland, 
9 Alva Street, GB-Edinburgh EH2 4PH. 
* Info-Recruitment MO34-MEZ/52, 
Wetstraat 200, rue de la Loi, B-1049 Brussels. 
Closing date for submitting application forms: 14.09.2001. 


http://europa.eu.int 


Ss 
























an policies of the. 
British political, eco 
an in-depth understa 
other national and regi 


Applicants will have a 
position in a dynamic, 
London. 


The notice of competition i 
C 201 A of 17 July 2001 (htt 
To apply, you must use the for 
Journal. You can obtain a copy 
addressed envelope (minimum s 
the addresses mentioned in this adve 
native language. 


The European Union takes great care to avoi 
of discrimination in its recruitment procedures a 
encourages applications fram women. 
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Appointments 











n turn, 


e 


Professor of Socio-spatial analysis 
of Urban-Rural Relations (0.8 fte) 


Vacancy number WO-P00/116 


The Socio-spatial analysis of rural-urban relations group {with a core academic 
staff of 6.8 fte), supervised by the professor, has as its field of interest 
‘scientific reflection on the socio-spatial analysis of the physical environment’, 
both in The Netherlands and globally, with emphasis on the relations between 
town and countryside. The group also focuses on teaching and researching 
tourism/recreation processes and their spatial implications. 


The group's primary aim is to develop theories and methodology to enhance 
knowledge of spatial processes of transformation and their implications for the 
planning related to these. Special emphasis is given to the theory of the 
temporal and spatial analysis of tourism/recreation complexes and networks. 
The group's research is very multidisciplinary and interdisciplinary, and is done 
under the aegis of the Mansholt Graduate School of Social Sciences. The 
teaching focuses on the interspecialisation Tourism, Leisure and Environment, 
offered jointly to students enrolled for a Wageningen University degree in Forest 
and Nature Management, International Development Studies, or Land 
Development, and also to students enrolled in the international MSc Leisure and 
Environment. Students enrolled in other study programmes at Wageningen 
University may also choose to follow courses given by the group. 


The group is one of the three groups in the Laboratory for Spatial Analysis, 
Planning and Design {the others are Land Use Planning and Landscape 
Architecture). The Laboratory is part of the Department of Environmental 
Sciences, which, together with the Alterra research institute, make up the 
Expertise Group on Environmental Sciences. 


WAGENINGEN UNIVERSITY 
ENVIRONMENTAL SCIENCES 


Our | V Sa r 
www.wageningen-urnl 








Our requirements The appointee will: 

~ have a university degree 

~ be familiar with current developments in the discipline and have a long-term 
vision on these developments 
have a vision on the research priorities in the discipline 
have a clear vision on the social and academic significance of the discipline 
and be prepared to play a role in the public debate on this 
have published in international refereed journals and be active in a national 
and international academic network 
have demonstrable experience in knowledge transfer 
be involved in a vision on higher education and able to give an invigorating 
and stimulating impulse to the group's teaching 
have good interpersonal skills and be able to offer the group inspired leader- 
ship 
feel at home in the administrative and infrastructural culture of a large 
knowledge institution 
be able to attract funding for contract research 


What we offer A gross monthly salary with a minimum of NLG 8,465, rising 
to a maximum of NLG 12,672,-, on the basis of a full appointment (professorial 
scale A) 


Information For further information on this position contact the chairman of the 
Advisory Appointment Committee, Prof. P, Hooimeijer, tel. +31 30 2533205, 
email: P Hooimeijer@geog.uu.nl, or the secretary J.J, Jansen, tel. +31 317478012, 
email hans.jansen@bhhk.bosb.wau.nl. 


Application and suggestions for applicants Send your letter of application 
plus curriculum vitae (or your letter suggesting suitable applicants) to the 
Executive Board, Wageningen University, P.O. Box 9101, 6700 HB Wageningen, 
The Netherlands, to arrive no later than 20th of august. 


WAGENINGEN (ERR 
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Appointments 


Fulfilling Britain’s commitment to RECITE TUCE TITTIS 





Senior Project Manager 


Starting salary from £39,004 
per annum 


Do you want to be part of a global initiative to prevent deaths 
in pregnancy and childbirth in the developing world? 


The UNIVERSITY OF ABERDEEN requires a dynamic and 
experienced project manager to shape-up and sure-up the 
development phase of a major new research project, supported by 
an alliance of major international organisations and foundations. 
The task will be as challenging as rewarding. You should have a 
graduate qualification in business, management, administration or 
other relevant discipline; at least 7 years of project management 
experience, preferably in international affairs, health, and/or in 
higher education; and proven organisational skills and ability. The 
post will be for three years in the first instance, based in the 
DUGALD BAIRD CENTRE FOR RESEARCH ON WOMEN'S HEALTH - 
the co-ordinating centre for the initiative. 


oF ABERDEEN 
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Itc 
Sustainable Livelihoods Programme Manager 


intermediate Technology Consultants (ITC) Ltd is the consultancy subsidiary 
of ITDG, the development NGO with 400 staff in Asia, Africa arid Latin America. 


ITC is seeking an experienced development professional to lead its development, research 
and consultancy work on Sustainable Livelihoods world wide. This is an exciting opportunity 
for someone with talent and energy to develop and manage a portfolio of projects that 
currently include work in micro-irrigation, smal! scale mining, and rural livelihoods. 


ITC is a growing company focusing on innovative approaches to poverty reduction through 
improved access to technology, services, and markets. The post involves extensive travel and 
liaison with [TDG's overseas offices and international partners. 


Candidates should have a higher degree and field project management experience; good links 
with the development community, excellent communications and commercial negotiation 
skills. Applicants should be EU nationals or have the established right to work in the UK. 
Fiuency in Spanish and/or French would be an advantage. 


Starting salary in the region of £26,000 - £33,500pa depending on experience 
Closing date for receipt of applications is Friday, 17° August 


For further details see www.itclid.com. Application pack from: nicolaa@itdg.org.uk 
Tel. +44 (0)1788 661100, fax 661101 


Consultants with a background in technology and development are also invited to register with 
ITC by filling the pre-registration form on: www.iteltd.com/consulta2.asp 


We positively welcome applicants from all sections of the community 
TTC Co reg No: 952705; VAT No GB 2394140 67 





Department for 
international 
Development 


The Accountant General's department has a team of five, providing 
the government and public with high quality financial information. 
You will produce annual accounts and other financial information in 
order to compile an annual report for government - as well as acting 
as principal advisor on all financial and information systems matters. 
Your remit also covers budget co-ordination, financial accounting, 
management accounting, centralised purchasing and information 
technology. 

Specifically, you will work closely with the departmental Permanent 
Secretary - liaising with all Public Service Ministries and 
Departments in order to identify key service needs and trends. That 
also means developing financial policies to meet these priorities. 
You'll work to evaluate recurrent and development fund budgets - 
as well as reviewing procedures and raising financial awareness. 
Working with other UK overseas territories in the Caribbean, the 
department is also in the final stages of implementing a new 
computerised accounting system - which you will ensure is operated 
effectively. 





ACCOUNTANT GENERAL 
TURKS AND CAICOS ISLANDS 





QUALIFICATIONS AND EXPERIENCE 


A qualified accountant (and member of a UK professional body), you 
will bring experience of financial and management accounting, 
probably, but not necessarily in the public sector environment. 
Cross-functional experience is vital, as is significant experience in 
management and staff development. Familiarity with a range of IT 
systems and experience of procurement policies and procedures is 
desirable. 

TERMS OF APPOINTMENT 

The appointment is for a 3 year fixed term period on home civil 
service terms and is subject to a 6 month probationary period. The 
salary offered will be in the range £38,882 - £41,419 per annum and 
is UK taxable. Additional allowances may also be payable. 
Candidates should either be nationals of Member States of the 
European Economic Area (EEA), Commonwealth citizens who have 
an established right of abode and the right to work in the United 
Kingdom or those granted refugee status as defined by the 1951 UN 
Convention on Refugees. 


Closing date: 17th August 2001. 


Application forms can be obtained, quoting reference AH375/3/AE/TE clearly on your envelope, from Department for 
International Development, Abercrombie House, Room AH375/3, Eaglesham Road, East Kilbride G75 8EA or telephone 01355 
843109 (answerphone) or e-mail: hrod3a1@dfid.gov.uk —_http://www.dfid.gov.uk 


The Department for International 
Development (DFID) is the UK’s 


government department responsible for 
promoting development and the reduction 
of poverty. DFID is committed to the 
internationally agreed target of halving the 
proportion of people living in extreme 
poverty by 2015. 

DFID works in partnership with 


European Comm 






governments, international and national 
non-governmental organisations, the 
private sector and institutions such as the 
World Bank, UN agencies and the 

ssion. Most of the 
assistance is concentrated on the poorest 
countries in Asia and sub-Saharan Africa, 
but we also work elsewhere, including 
Latin America and in Central and Eastern 


DFID is committed to a policy of equal 
opportunities and encourages applications 
from all parts of the community. We would 
particularly welcome applications from, 
women, people from an ethnic minority 
background and disabled people. 
Selection is on merit. 
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Republic of Botswana 
Ministry of Finance and Development Planning 








Money matters. 


Consumer Intelligence Department 
Attractive salary and benefits 


National Development Plan 9 Economic Advisor 


Applications are invited for the post of National Development Plan 9 (NDP 9} 

Economic Advisor in the Ministry of Finance and Development Planning. The Ministry 
is responsible for, among others, co-ordinating the preparation of the National 
Development Plans, which are major statements of Government policies and strategies 
tobe followed over the medium term, incorporating quantitative targets for resource 
allocation. and project implementation. The Ministry has initiated the process of 
preparing NDP 9, for which it seeks an economic advisor for the duration of the Plan 
preparation, from July 2001 to December 2002, to provide professional advice on the 
preparation of NDP 9, 



















You will play a key role in identifying, promoting and informing 
our understanding of issues facing consumers. You'll do this by 
studying a wide range of information about consumer detriment, 
consumer understanding and behaviour, presenting your findings 
in concise and clear reports. You'll also be instrumental in 

implementing a risk-based approach in this high profile division. 


You will be a conceptual thinker and are likely to have 
experience in a research, analytical or policy environment, 
probably gained in the financial services industry, or public 
sector. You will possess excellent written, verbal and 
presentational skills and be an effective team player. 

You'll also use your experience of project and process 
management to ensure timely and quality reporting. 


To apply, please send your CV to Rachel Robertson, 
Recruitment Department, The Financial Services Authority, 
25 The North Colonnade, Canary Wharf, London £14 5HS 
or email rachel.robertson@fsa.gov.uk 















Qualifications 











The ideal candidate will have an advanced degree in economics or another relevant 
discipline, with a strong record in academic and professional achievement, and previous 
experience working in a developing country, Demonstrated knowledge of development 
planning, as well as economic policy analysis, will be an essential requirement. The 
economic advisor will be expected to be proficient in the use of microcomputers, 


























Remuneration 


















The Government of Botswana is prepared to offer the qualified candidate an attractive 
compensation package, which will be negotiated with the successful candidate. 


Applications, with CV and references, should be forwarded by July 314, 2001 to: 





The Executive Director, 
Botswana Institute for Development Policy Analysis (BIDPA), 
Private Bag BR-29, Gaborone, Botswana 

Physical Address: 4th Floor, Tshomarelo House, Gaborone 
Tel.: +267 371550. 

Fax: +267 371748, 

Email: agergis@bidpa.bw 
Website: betp//www.bidpa.bw 


For an informal discussion, please telephone 
David Baker on 020 7676 0724. 


Closing date: 3rd August 2001. 
For more information on the FSA 


see our website: www.fsa.gov.uk 
Financial Services Authority FSA 







Details of the main duties of the economic advisor can be obtained from BIDPA. 
Applicants must be available to take up the post immediately. 










The AFRICAN DEVELOPMENT BANK is the premier pan-African development finance institution established in 1964 to foster economic growth and social 
| progress in Africa. The Bank:is owned by 77 member states in Africa, Europe, Asia, and the Americas. It is based in Abidjan, Côte d'Ivoire, West Africa. 
Nationals of member countries are invited to apply for the following positions. 













T. z NANCIAL POLICY PLANNING DEPARTMENT (VN. ADB/01/050) 
Under the supervision of the Division Manager, Budget Division the incumbent will : assist Bank Management in defining medium and long-term budget policies, strategies and 
guidelines; coordinate the preparation; review the Business Processes and adapt them to budget planning requirements;; prepare the guidelines for the Bank's annual and three-year rolling 
budgets; coordinate the preparation of the administrative and capital expenditure budgets, and income projections, and ensure that these budgets reflect the priorities and objectives of 
the Institution; assist departments in defining the unit costs of activities, as well as preparing their budget proposals and documents with budget implications; participate in the updating 
of the budget manual, procedures, standards and tools in line with the integrated management systems and practices of other MDBs; so as to ensure greater transparency in the budget 
preparation process; identify priorities in the reallocation of resources during the mid-year review of programmes, as well as the administrative and capital expenditure budgets; carry 
out advanced analytical accounting and financial modelling using spreadsheets and the application of statistical theory; conduct independent research and analyses, identify problems, 
propose solutions and make recommendations to Management; prepare budget reports and documents; present and defend the consistency of proposed programmes. Qualifications: At 
least a post graduate/Master’s degree in Business Administration, Financing/Banking Accounting or related areas; at least 7 years of professional experience in the field; professional 
knowledge and experience in budgeting and managerial accounting, performance measurement and management; good working knowledge of ERP systems, SAP-CO in particular. 


PRINCIPAL CONFIGURATION ANALYSTS (2 POSITIONS) - INFORMATION MANAGEMENT AND METHODS DEPARTMENT 
(VN. ADB/01/015) 

Under the supervision of the Systems Application Programming (SAP) Competence Centre Manager, the incumbent will : develop feasibility studies and requirements analysis to justify 
and support the development of new and enhanced information systems; analyse user requirements, develop design, and perform process modelling; perform configuration changes to 
accommodate change requests and conduct a prototyping activities; work with other Systems Application Programming (SAP) experts in resolving software bugs, perform initial testing 
of problem fixes, change requests , enhancement assessments and make recommendations to the SAP Competence Centre Manager and Department Management; demonstrate proof of 
concepts to users; conduct user sessions to address problems and issues and resolve them: train users; work with Advanced Business Application Programming (ABAP) and Basis 
‘J personnel in defining custom program specifications and trouble-shooting; serve and Contracting Officer Technical Representative (COTR); facilitate inter-project coordination on the 
common architecture or global system issues; work with technical specialists to resolve difficult programming and configuration: problems; research and develop solutions to difficult 
technical issues relating to the underlying structure of an information system; manage, administer and direct software development projects with responsibilities to plan, organize, control, 
coordinate, report and budget the projects; work within a team concept to.develop and implement ways to improve the efficiency, effectiveness and quality of the products and/or services 
provided to internal and external customers Qualifications : At least a post graduate/Master’s degree in Computer Science, or related areas; at least 6 years of progressive work 
experience in related area having practical experience in the successful implementation of at least one major information systems project; knowledge of advanced structured analysis, 
design and information processing techniques, statistical modelling, data systems architecture, etc. 















































General Requirements: Ability to communicate and write effectively in English and/or French, with good working knowledge of the other language: Familiarity with modern software 
‘applications. The Bank offers an internationally competitive salary and attractive benefits package. Applications with complete curriculum vitae (please indicate date of birth and 
nationality) in French or English must be sent by 10 August 2001 to the address indicated below. 


Women are encouraged to apply. r or licati c z listes 























Division Manager 
Recruitment and Staff Development Division 
African Development Bank 
01 B.P. 1387 ABIDJAN 01 - COTE D'IVOIRE 
FAX (225) 20.49.43 ADB Homepage: http://www.afdb.org — E-mail: recruit @afdb.org 
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; wi [ UNIVERSITY OF BRUSSELS 

1 The Université Libre de Bruxelles announces the opening ofa full- 
time appointment of Professorship at Solvay Business School 
(Faculty of Social. Sciences, Politics and Economic Sciences) 


INTERNATIONAL FINANCE CHAIR 


Teaching Charge : International Finance 
Oh, elective course, MSc in Management) 
Microeconomics and Finance 
(30h Bachelor in Management) 
















Institute for Employment Research 
Principal Research Fellow 
Salary Grade 3: £30,514 to £38,221 p.a. 


Social scientists with substantial records of research and 






publication are invited to apply for the above permanent post. International Finance 
Applicants should have experience of research management, (30h, elective course, Advanced Programme in Management 
dissemination and obtaining funding for new research ideas or be Science) 







Seminar in Management Sciences 
(30h, Doctoral Programme in Management) 
Requirements: After.a period of maximum 2 years the successful candidate 
should be able to teach most courses in French 
Appointment: The first appointment will be made for a period of five years. 
‘Tenure is a possibility at the conclusion of this period and by 
decision of the Board of the University. 
Annual 42,500 € / 67.000 € (depending on the qualification and 
gross salary: experience of the candidate) 
Applications: A model of curricuhim vitae can be downloaded from 
the website of the Solvay Business School 










economists, sociologists or other social scientists working in the 
labour market field or related fields such as human resource 
management, social security and social policy. Involvement in 
comparative international and/or inter-disciplinary research would 
be an advantage. 

















Those wishing to discuss the appointment informally may contact 
the director, Professor Robert Lindley on 024 7652 3503. 






Application forms and further particulars can be obtained from the 
Personnel Office, University of Warwick, Coventry CV4 7AL. 
Telephone: 024 7652 3627 and from 




















jobs.ac.uk/jobfiles/AC1179. html (hitp:/Solvay.ulb.ac.be/- Section Emplois vacants) 
or by e-mail to the Greffe of the Secretarial Department of the 
Please quote reference 50/5R/00 University : sgui be 


The application form as well as the curriculum vitae. should 


Closing date for applications is 
be sent in two copies to Prof. Dr. Pierre de MARET, Rector 







17 August 2001 | EWE Copat 
, $ of the University of Brussels, FD. Roosevelt avenue, 50 
Email: = (CP 130), B-1050 Brussels. 
ENEN? 
recruit@admin.warwick.acuk = Deadline for the application : September 20th, 2001 


Additional Information : Contact the President of the Solvay Business School ; 
Prof. Michel Allé (michel alle @biac.be +32.2.753.43.34). 


























DIRECTOR OF | 
FUNDRAISING | 


Central London c £35,000 


Our client, BESO, is a registered charity and a long established successful 
international development agency. It finances, on short-term assignments, 
highly qualified volunteers to work with companies in the Third World and 
developing nations, A mix of grants and gifts (£2m+ in 2000) currently funds 
just over 500 such assignments - the only restriction to BESO's help being the 
money made available. Maintaining and increasing that is the key objective of 
the new Director of Fundraising - and he or she must be prepared to be 
judged on results. The position is currently vacant. 


fam [G] [R] [T] [D] UNITED NATIONS 
wey ENVIRONMENT Arendal 


UNEP | Arendal PROGRAMME Norway 





Help us to make a difference! 
Join a world-leading 


environmental 
information team! 


We seek the following positions: 


æ Creative writer/Journalist 
a Webmaster/Web Portal Content Managers 
æ Nordic/Baltic Regional Co-ordinator 


Female applicants are encouraged to apply. 


Reporting to the Chief Executive and responsible for managing a small team, 
you will be joining a friendly but dedicated head office staff that create and 
support these volunteer activities. To win their respect you will need to be an 
innovative and successful fundraiser with knowledge of the whole range of 
funding sources and event management. You must be a determined yet 
approachable individual, who can talk as freely with the heads of governments 
and board members of the major pic's as with smaller contributors who want 
to believe their efforts are just as important. Familiarity with third world and 
transitional countries, their geography, politics and economics, must be an 
advantage, as would relevant languages and previous multi-million. pound 
fundraising success. 


Interested applicants should first either write with their CV to 


BESO’s advisers: Mandate Consultants Ltd at 93 Regent’s Park 
Road, London NWI 8UR or e-mail: dosh@mandate.demon.co.uk 


interested candidates should send a cover letter 
and resume to: 


Personnel Administrator Karen Folgen 
karen @ grida.no Service Box 706 
Fax: +47 370 35050 N-4808 Arendal 













Application deadline 3 September 2001. 
See www.grida.no for more information. 
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INTERNATIONAL BANKING ADVISORS 


‘The U.S, Department of the Treasury's Office of Technical Assistance is ree iting individuals on 
4] a competitive basis to serve as resident and/o intermittent-banking advisors under the Financial I 
Institutions Policy and Regulation Program. This recruitment is for assignments globally with 
immediate openi x i ia, Uganda and Ukraine, 
QUALIFICATIONS: Treasur di SS EXpertis ing and bank 
fegulation with specific experience in the recapitalization, res ucturing, and privatization of banks: 
asset management and disposition; deposit guaranty systems; and/or bank liquidations. Ideal 
candidates would have experience with the Federal Deposit Insurance Corporation, Office of the 
|| Comptroller of the Currency, Federal Reserve, Resolution Trust Corporation, international 
|| financial institutions, and/or commercial. bunks. Prior overseas experience working in challenging 
ff environments would be a distinct advantage but is not mandatory. While technical skills are 
“Af essential, the ability to gain the confidence of officials in host countries is also very important. 
Candidates must be U.S. citi i 





































U.S. DEPARTMENT OF THE TREASURY 
Office of Technical Assistance, Attn: Recruitment Coordinator, 
Suite 204, 1730 K Street, N.W. ~ Suite 204, Washington, D.C. 20006 
“Please ‘reference Solicitation Number 1£1-2001-0018 on your OF-612 and resume” Only 
applicants to be interviewed will be contacted. For application materials, visit our web site at: 
wwywitreas.gov/iet/forms.html and wwweps.gov (Click on FBO for vendors. to IET-2001-0018) 
The U.S. Government is an Equal Opportunity Employer 
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University of Zurich 

Faculty of Economics, Business 
áj Administration and Information 
Technology 


Ramistrasse 71, CH-8006, Zurich, 041-1-634-2314 





The Faculty of Economics, Business Administration and 
Information Technology of the University of Zurich seeks 
applications for a 


Professor in Financial Accounting 


with a strong emphasis on capital market research. The 
position is available as early as January Candidates from 
Associate/Full professor ranks will be considered. Applicants 
should have a strong research record (empirical andlor 
analytical) and the ability to participate in doctoral education 
and curriculum development at the undergraduate as well as 
graduate levels. We welcome candidates with international 
research experience. The teaching language may be German or 
English. 


We are a strongly research-oriented, interdisciplinary Faculty, 
promoting new approaches in the social sciences to teaching 
and research. We are in the process of creating new majors in 
Finance (including a track in Accounting) and Management 
& Economics. The University of Zurich supports equal 
opportunities, we therefore explicitly invite women to apply. 


The University of Zurich supports equal opportunities and we 
therefore explicitly invite women to apply. 


Please submit your application before 21 September 2001 to: 


Prof. Dr. Peter Stucki 
Dean of the Faculty of Economics, Business Administration 
and Information Technology of the University of Zurich 
Ramistrasse 71, CH-8006 
Zurich, Switzerland. 
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PERFECT OPPORTUNITY FOR SECOND CAREER EXECUTIVE BE 





Millennium Alliance seeks Deputy Director to work at the cutting edge of 
corporate, govt and civil society partnership development. 

Responsibilities include marketing, strategic planning, communications and 
partnership brokering. Background in Corporate sector & International 
experience required. Salary competitive. 


Reply to: idie@inmed.org. (Virginia, USA) 



























TOURISM, HOSPITALITY 
& LEISURE CONSULTANTS. 
B Barcelona, SPAIN 













To update its roster of experts 
seeks CONSULTANTS and PROJECT MANAGERS, with EXPERIENCE IN TOURISM 
DEVELOPMENT PROJECTS, for short and long term INTERNATIONAL 
ASSIGNMENTS. Fluency in ENGLISH, SPANISH or FRENCH is required. 
Send your detailed CV to intemational@thres indicating your main areas of expertise 
and whether you would be available for jong term positions in developing destinations. 







































. University of Zurich 
:\ Faculty of Economics, Business 

| Administration and Information 

/ Technology 


Ramistrasse 71, CH-8006, Zurich, 0041-1-634-2314. 











The Faculty of Economics, Business Administration and 
Information Technology of the University of Zurich seeks | 
applications for a 






Professor in Services and Operations Management 


Candidates should have a strong record of research and teaching 
in Services and Operations Management within the field of 
Business Administration (Habilitation or equivalent postdoctoral 
qualification). Areas of focus may include: Electronic Business, 
Systems Contracting, Fleet Management, Circular Flow 
Economy, Remanufacturing, Innovation or Supply Chain 
Management. 









We are a strongly research oriented, interdisciplinary Faculty, 
promoting new approaches in the social sciences to teaching and 
research. 








Candidates will be expected to work in close cooperation with 
those colleagues working in relevant areas and to seek ways of 
cooperating with other universities. They will contribute to the 
development of new courses in the Faculty on Finance and 
Management & Economics as well as to the new Executive. 
MBA Program. 









The University of Zurich supports equal opportunities and we 
therefore explicitly invite women to apply. 






Please submit your application before 21 September 2001 to: 







Prof. Dr. Peter Stucki 
Dean of the Faculty of Economics, Business Administration 
and Information Technology of the University of Zurich 
Rimistrasse 71 
CH-8006 
Zurich 
Switzerland. 
















JOB HUNTING INTERNATIONALLY? 
Executive $75K-500K*. Career searching into, within or out of 
Asia / Europe / M.East/ U.S.? Contact for Free Info & Critique 


www.careerpath.co.uk 
Fax: Email: 
USA/Canada +1 202 4781698 cpamerica@careerpath.co.uk 
Europe +44 20 75048280 cpeurope@careerpath.co.uk 
Asia / M. East / Aus +66 2 2674688 cpasia@bkk.loxinfo.co.th 































DO YOU FEEL LIKE YOUR CORPORATE 
LADDER HAS RUN OUT OF RUNGS? 


Do you feel the need for new challenges and opportunities? If you're a 
global senior executive, over 40 years old and accustomed to a $100K+ 
annual salary, we can be the answer to your next jump on the ladder of 
success. Resume Broadcast International assists you in your professional 
search with the personal contact necessary for success from start to 
finish 24 hours a day, 365 days a year. Opportunity is only a phone call 
away at Tel: (619) 224-9257, Fax: (619) 224-9268 or E-mail: 
102224 .3306 @ compuserve.com 


Resame 
Rroaccast t 
international 


Resume Broadcast International 

P.O. Box 6930, San Diego, California 92166, USA. 
Tel: 619 224 9257, Fax: 619 224 9268 
Email: 102224.3306 @ compuserve.com 











Fachhochschule Maing 
University of 
Applied Sciences 


An der Fachhochschule Mainz ist im Fachbereich HI: Wirtschaftswissenschaften 
| folgende Planstelle zu besetzen: 


Eine halbe C2-Professur 


im Angestelltenverhältnis für das Fachgebiet Volkswirtschaftslehre 
mit Zusatzgebiet europäische Wirtschaftspolitik 
(die Stelleninhaberin bzw. der Stelleninhaber sollte in der Lage sein, 
Vorlesungen auch in englischer Sprache zu halten) 
































Die Einstellungsvoraussetzungen für Professorinnen bzw. Professoren ergeben sich 

aus § 42 FHG vom 6.2.1996 (GVBLS.71): | 

„(1) Einstellungsvoraussetzungen für Professorinnen und Professoren sind neben den ail- f 

gemeinen dienstrechtlichen Voraussetzungen mindestens: 

1. ein erfolgreiches abgeschlossenes Studium an einer Universität oder einer 
vergleichbaren Hochschule, 

| 2. pädagogische Eignung, die in der Regel durch Erfahrungen in der Lehre 
oder Ausbildung nachgewiesen wird, 

3, besondere Befähigung zu wissenschaftlicher bzw. künstlerischer Arbeit, die 
in der Regel durch eine qualifizierte Promotion nachgewiesen wird, oder 
besondere Befähigung zu künstlerischer Arbeit und 

4. darüber hinaus besondere Leistungen bei der Anwendung oder Entwicklung 

wissenschaftlicher oder künstlerischer Erkenntnisse und Methoden in einer 

mindestens fünfjährigen einschlägigen beruflichen Praxis, von der min- 
destens drei Jahre außerhalb des Hochschulbereichs sein müssen.“ 





| Die Fachhochschule Mainz tritt für die Gleichberechtigung von Frauen und Männern | 
| ein und fordert daher Frauen ausdrücklich zur Bewerbung auf. In den vorgenannten |j 

Besoldungsgruppen sind Frauen unterrepräsentiert. Der Frauenförderplan der |j 
| Fachhochschule Mainz sieht hier eine Erhöhung des Frauenanteils vor. 
| Bewerbungen von Frauen sind daher besonders erwünscht, 


Schwerbehinderte werden bei entsprechender Eignung bevorzugt eingestellt. 


Das Land Rheinland-Pfalz und die Fachhochschule Mainz vertreten ein l 
Betreuungskonzept, bei dem eine hohe Präsenz der Lehrenden am Hochschulort 
erwartet wird. 








Bewerbungen mit tabellarischem Lebenslauf, Lichtbild, Zeugnisabschriften und | 
| Schriftenverzeichnis, Nachweis der Berufstätigkeit, eigenen Arbeiten sowie ein | 
kurzes Konzept über ihre Vorstellung in der Lehre sind bis zum 31. August 2001 an | 
den Präsidenten der Fachhochschule Mainz, Seppel-Glückert-Passage 10, 55116 | 
Mainz, zu richten, 





{777 JOB HUNTING INTERNATIONALLY? 
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$100-1M+ in 39 Countries-Targeted Resume Mailings 
www.executivejobfinder.com 
Europe*AsiasMiddle EastU.S.°A ffordable/Easy/On Target 





p ma me mn oma am aen am am am a an e 
Se om ma ia pa oe am oe sn iin pa E a S 


: 
nior Media Advisor 
The International Research & Exchanges Board's Media Development Division, seeks a 
long-term Senior Media Advisor for a USAID-funded media development program in 
Kosovo. Ideal candidates are experienced professionals with at least 10 years journalism 
experience in electronic and/or print media. Previous experience in teaching or training, | 


regional and/or international experience a plus. Send resume with cover letter to: 
IREX/MDD/KO, fax (202) 628-8189 or hr@irex.org. EOE 

















The International Foundation for Education and Self-Help (IFESH): 
IFESH, a US-based international NGO, is requesting applications for candidates 
qualified to effectively manage and implement a new rehabilitation and local 
capacity building project initiative in the Democratic Republic of Congo. 


Country Representative: 


Responsibilities: Managing social infrastructure rehabilitation and capacity building 
project. 

Location: Kinshasa. 

Qualifications: Ten years management and training experience in complex 
emergency situations; post-graduate social science degree. English and French 
language fluency. 


Technical Advisor: 


Responsibilities: Training and technical assistance, telated to local community 
infrastructure development activities. 

Location: Kinshasa and second location to be determined. Requirements: Seven 
years working experience in complex emergency situations; graduate-level social 
science degree; English and French language fluency. 

Send résumé, cover letter and three references, or requests for more information, 
by August 20" to: Cap Dean, IFESH, 5040 East Shea Boulevard, Suite 260, 
Phoenix, AZ 85254-4687; fax: 480-443-1824; e-mail: capdean@itesh.org. 


FREIE UNIVERSITAT | BERLIN 


Full Professor in Economics: 
Monetary Economics 


Department of Economics and Business Administration 
Applications are invited for the tenured position of Full Professor inEconomics: 
Monetary Economics. The successful applicant will be required to provide 
research and teaching of advanced courses in the said area. In addition, the 
successful applicant will be required to teach courses at introductory and 
intermediate level. 


In line with article 100 of the Higher Education Act of the land of Berlin 
(Berliner Hochschulgesetz), a postdoctoral lecturing q ualification 
(habilitation) or comparable qualifications for a teaching career in higher 
education are required. 

The Department of Economics and Business Administration wishes to promote 
international interdisciplinary programmes, and the successful candidate is 
expected to participate actively in these programmes. The successful 
candidate is expected to have proven experience in securing external funding 
andin managing externally funded projects, as wellas international experience 
inteaching and research. 


The Freie Universitat Berlin is an equal opportunities employer. 


The successful candidate will be offered civil servant or public employee 
status. 

Applications mustreach the Freie Universitat Berlin, Fach bereich Wirtschafts- 
wissenschaften, Dekanat, Habelschwerdter Allee 45, 14195 Berlin, Germany 
not later than 6 weeks after the publication of this advertisement. 
Applications should include the following: a letter describing your interest in 
the position and pertinentexperience, acomplete curriculum vitae, the names 
and addresses of three referees, a list of publications, and copies of the 
certificates of academic qualifications held. 

The Freie Universitat Berlin is a federal funded university with about 40.000 
students and 520 Professors. The university offers 90 subjects in 12 
departments with more than 100 institutes. 
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# "“LONDON' 
k E Quality serviced apartments offering best value 
for money. Our apariments offer great savings a 


im Compares to hotels, Fuly serviced, private 
bathroom, kitchen, TV, telephone, centrai fill 
a 


a heating, elevator. 
Centrally located in Kensington area, 
@ Tourist Board Approved W 
ei Ashburn Garden Apartments 
3 Ashburn Gardens 
South Kensington, London SW7 40G, UK 
a a 
www.ashburngardens.co.uk 
M = info@ashburngardens.co.uk i 
Tel; ++44 207 370 2663 
A Fax: +444 207 370 6743 
(eee ee ee 














|NEW AUTHORS 


PUBLISH YOUR WORK 
ALL SUBJECTS CONSIDERED 


«WRITE OR SEND YOUR MANUSCRIPT TO: 
MINERVA PRES 
315-317 REGENT ST 
LONDON W1B 2HS. UK 
www. minerva-press.co.uk 














EUROPE'S LEADING LIGHT 


A The Qualifyer Group 














Crossair of Switzerland, Europe's largest regional airline offers more than 28 daily 
departures from the UK and Ireland to Switzerland. in addition, Crossair also offers a 
network that encompasses over a 100 destinations in over 30 countries through its} 
EuroCross hub at EuroAirport Basel. 


C RO S S Al R For further information contact your local travel agent 
2- or, +44 845 607 3000, www.crossair,com 

























CUT THE COST OF YOUR | International Businesses 
TAY | 
SIA N ONDO Property For Sale 


Comfortable self-contained serviced studio 
TOUR OPERATOR/GENERAL 


flats in Knightsbridge near Harrods, fully 
equipped kitchen-dinette, bathroom, phone, ; 

TRAVEL BUSINESS FOR SALE 
OWNER SEEKS STRATEGIC 


satellite T.V., central heating, elevator, maid 
TRADING PARTNER/INVESTOR 



















service, resident manager. Suit 1-2 persons. 
Brochure by Air-Mail: 

Knightsbridge Service Apartments 
45 Ennismore Gardens, 
London SW7 1AQ. 

TEL: 020 7584 4123 
Fax: 020 7584 9058. 
info@ksflats.demon.co.uk 
www.ksflats.demon.co.uk 

































* Established (1 Syrs), growing repeat client 
base about £40m p.a. 









52, Montbrillant, CH-1211 GENEVA 2 
Tel. +441 22/734 15 40, Fax 734 12 20 
Wwww.revac.net 









* Profitable conventional and profitable e- 
commerce side 












* Market leading e-commerce operating 
web-sites ~ and call centre 





* Aim is to grow 3-5 years to £200- £300m Po 
- excellent web-brand 





Will your portfolio 
win in rising and 
falling markets? 





* Owners and Management all to remain to. 
grow/run business 





+ Ideal purchaser substantial media, retail, |) 


Free portfo lio analysis IT or other large distribution Group 





Apply Box No 4117 


www.assetalloc.com 25 St James's Street, London SWIA 1HG 












For further information, 
call us at (609) 258-4836 
or e-mail us at 
mpp2@princeton.edu 

or visit- our website at 
www.wws.princeton.edu/ 
degree/mpp.htm! 


Woodrow Wilson School 
Master’s Degree in 

Public Policy 
Princeton University 
Princeton, NJ 08544-1013 


January 2, 2002. 


in Public Affairs (M.P.A.) and a 
Ph.D..degree program. 
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Woodrow Wilson School of Public and International Affairs 


Applications must be received by vailable to candidates from the nonprofit and nongovernmental sectors. 


The Woodrow Wilson School also in domestic or international government agencies, and/or experience in the nonprofit sec- 
offers a two-year Master’s degree 





PRINCETON UNIVERSITY Ñ, 









Master’s Degree in Public Policy: 
A One-Year Program for Midcareer Professionals 






Our M.P.P. program provides rising leaders in the international and domestic policy are- 
nas an opportunity to expand their organizational skills and intellectual breadth to com- 
pete in an increasingly complex global environment. 









The Princeton Difference. The resources of the Woodrow Wilson School and Princeton 
University provide the ideal setting for this rigorous one-year residential program. The 
School’s faculty, curriculum, and research facilities are recognized throughout the world 
for excellence. 









Financial Assistance. Our generous policy meets the full demonstrated needs of all 
admitted students. More than three-quarters of graduate students at the School receive 
financial aid, which for most includes full tuition and a stipend for living expenses. 
Thanks to a grant from the Christian A. Johnson Endeavor Foundation, special funding is 















Qualifications. Applicants must possess a minimum of 7 years of professional experience 






tor. Successful candidates demonstrate creativity, leadership, a commitment to public 
service, and the intellectual capacity to thrive in a demanding academic setting. 
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SSRC Program on Global Security & Cooperation 


mamaaa 


We are pleased to announce the 2001 recipients of: 


es — Grants for Research Collaboration in Conflict Zones, Team Leaders: mmm] 
Cale Adunbi Nea} Raearh on Se Sod Pater of anal Repesin in ge Lubna Chaudry fee) Commas of Ve ad Remy d 
Anat: Pata and Manay in dhe odin Sahn, Dragon Djordjevic (Yugi) The Roars bwen he Stand Abas in Bigaa and 
Phaze ie and Cutan Cases of Cos, Ann Mason (US) The Ande Regin Sourty Comp Imtiaz Ahmed (Buy) Condit Retin o Condit 
Ienstitioe? A Cotguraf the tong Hi Tits Pexe Arned in Banas Valentina Cherevateno (Russa) Chetan When and the War 1994-2000, Ananda 
Calappati Sr Lanka) Hanan Regus te Ponce Ingats of Conn Sa Lanka Hibo Yasin Yuu a Nowy eg Men ad Wonen in Sonali 


ences _—-- Fellowships On Conflict, Peace and Social Transformations ————————-——— — 
Pratessional Level, Fellows: 


Dg aT of Anois in the Ma, Ata and South A, Athanase Hoengimana (Rwanda) The Ralea War and Retype aaa Pei e Cc 
of Eten ikee Raa Samuel Martinez (US) Ra ant Poety t he Hoven Rigas Ageda ani Peate of Imer matot aad Dott Hati Deiter) NGO, 
Haide Noam (xo Bg de Saiten Bak A Cae d Patien Leigh Pane (US) Ut Aromas Tee Rie Papas Casi 


Fae Atean Saitis, Sophia Woodman (5) The ingat dtte Lak d Seat Hanen Rips Martai n Chia on Inanan inde Logs Reba Prams 
Dinertation Level, Fellows: 

Lai Aen U9 eine Sa Pisin Pin Sidi in ane ig A Bata Patey) Prin aC tbe acd 

Lak An Edo Study of Uzbeks and Paik in Snead Joana Davidson (US) Mobizing Ett. Fee Fula Contin i Cuma Be, Vest Ati, 

Alexander Glaser (Germany) Unton and Natea Wepes Pian, Rebecca Hellerstein (U3) Conds d arty Weve Bins a Enbremet d 

Parmley Danie toa The aS ae Nw a Mehl Thuis Dodone) 
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‘The Global Security ard Cooperation Program oes research fellowships to promote necatve approaches to the study of confi and peace. Fellowships ae 
pe to people working on iswes relied to conic security and intematiorat cooperation including doctoral students NCO professionals activists and schol - 
ass For more information and application foams contact GSC a. 


CAOBA, Secunrey & COOPERATION 


avavdavava B16 Sevan Avm New Yors, NY 10019 
anal ges we wn se.org 


a 2 LITT DOW fax LIT 
AAAA ALTIN fx: 2127. 
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OFFSHORE 
TAX-FREE 


Companies world-wide 


A GLOBAL PROVIDER OF 
OFFSHORE COMPANIES & SERVICES 


PROTECTING ASSETS AFEGUAR } À 
www.offshore4business.com 
Email: offsh 4business.com 


Tel: +44 (20) 7514 9902 
Fax: +44 (20) 7514 9912 






Formation and administration of 
companies, opening of bank accounts 
telMiax/mail forwarding service 


































UNITED KINGDOM 
LONDON OFFSHORE COMPANIES 
LAVECO Ltd. * Ready made companies 


* Full corporate administration 
* Trade services (L/C, shipping) 
* Banking/Accounting services 
* China business development services 
Contact Stella Ho for immediate services 
& company brochure 
NACS LTD 
Room 1108, Albion Plaza, 2-6 Granville 
Road, T.S.T., Kowloon, Hong Kong 
E-mail:nacs@nacs.com.hk 

Tel: (852) 2724 1223 
Fax: (852) 2722 4373 


Tel: 444-207-556-0900 
Fax: +44-207-556-0910 
E-mail: london @laveco.com 


HUNGARY 
Tel.: +36-1-217-96-81 
Fax: +36-1-217-44-14 
E-mail: hungary @laveco.com 








ROMANIA 
Tel.: +40-92-326-329 
Fax: +40-1-313-7177 
E-mail: romania@laveco.com 


CYPRUS 
Tel.: +357-4-636-919 
Fax: +357-4-636-920 
E-mail: cyprus@laveco.com 









Readers are recommended 


to make appropriate enquiries and take 
appropriate advice before sending money, 
incurring any expense or entering into a 
binding commitment in relation to an 
advertisement. The Economist Newspaper 
Limited shall not be liable to any person 
for loss or damage incurred or suffered as 
a result of his/her accepting or offering to 
accept an invitation contained in any 
advertisement in the Economist. 
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Request for Expressions of Interest 
Government of the People’s Republic of Bangladesh 
Ministry of Commerce 
Bangladesh: Export Diversification Project (Credit No. 3229 BD) 


CONSULTING SERVICES 














This request for expressions of Interest follows the general procurement notice for 
this project that appeared in Development Business No. 502 of January 31, 1999. 







The People’s Republic of Bangladesh has received a credit from the International 
Development Association (IDA), and intends to apply part of the proceeds of this 
credit to payments under the contract for consultancy services to carry out an 
evaluation of the Bangladesh Ready Made Garment (RMG) Industry and preparation 
of strategies, action plans, and pilot projects. 
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The objective of the project is to determine how Bangladesh can retain a leading 

position in the global market for ready made garments with the phasing out of MFA. | 

To this end it is necessary to formulate and implement market oriented strategies | 
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based on an analysis of the industry, the market, and the competition. 









The Ministry of Commerce, now invites eligible consultants to indicate their interest. 
Interested consultants must provide information indicating that they are qualified to 
perform all the services and have relevant international experience (brochures, 
description of similar assignments, experience in similar conditions and availability of 
appropriate staff skills etc). Consultants may associate to enhance their qualifications. 
A consultant will be selected in accordance with procedures set out in the World 


Bank’s Guidelines; “Selection and Employment of Consultants by World Bank 
Borrowers, January 1997 (revised September 1997 and January 199%)”. 














Interested consultants may obtain further information at the address given below from 
10:00 hrs to 16:00 hrs, Bangladesh Standard Time (BST) Sunday through Thursday. 


Expressions of Interest must be delivered to the address given below by August 21, 2001. 
A. M. Abdul Jabbar, Additional Secretary 
Ministry of Commerce, Room No. 118, Building No. 3, Bangladesh 


Secretariat, Dhaka, Bangladesh Tel: 880-2-8619648, Fax: 880-2-8615741 
email: mincom@bdonline.com 














Computable General Equilibrium 
Modelling Application to Direct Tax 
Policy 






The Inland Revenue wishes to 
engage in further work on CGE 
modelling of UK direct taxation 
and seeks a partner experienced 
in this field to develop our 
modelling methodology and its 
application. We hope to fund a 
team of 1 or 2 researchers 
within a research organisation 
for up to two years initially. 













Short proposals initially 
required by 13 August 2001 








Applicants must have experience of computable general 
equilibrium modelling ideally with UK data. Development 
work will need to use the GAMS MPSGE language to tie in 
with our ongoing in-house work. 






For more information including detail of the developments 
we have in mind contact 

Graham Siddorn, 

Analysis and Research, 
Inland Revenue, 
Somerset House, 
Strand, 
London, WC2R ILB. 
Email: graham.siddorn @ir.gsi.gov.uk. 

Or initially simply call to discuss on Tele: 020 7438 7656. 
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© OWNED BY LAWYERS AND ACCOUNTANTS © CONFIDENTIALITY GUARANTEED @ BANK INTRODUCTIONS 


The SCF Group, est. in 1989 provides full ranges of offshore services at what we believe are the 
most competitive rates Currently available by a licensed O firm. 





today 


LONDON: For immediate, iriendiy advice, please contact: 





ty Syne S is Helen Harper Li. B (Hons), Dip. Law, AQ! Janson Lotery B.Sc (Hans) 
peas Eating ,, E-mail: helen@scigroup.com E-mail: janson@sclgroup.com 
Tel +44 (Ø) 20 7362 2274 Charles Baker M.A. (Hons) 
Fax-+44 (B) 20 7795 0016 E-mail; charles@sofgroup.com 








OFFSHORE COMPANIES, TRUSTS, FOUNDATIONS, 
BANKS: INSURANCE COMPANIES 


US Paste hells for Sale et Re overse Mergers to "Go Public” in the US 
g Schemes 
PROTECT your ASSETS and MINIMISE your TAXES 
Best Prices Available Worldwide - Special Offers 
http://Awww.global-money.com, http:/Awww.flagsofconvenience.com 
gmc @global-money.com Faxes: +1-416-3525168, +3120-5241407 
GLOBAL MONEY CONSULTANTS S. na FLAGS OF CONVENIENCE S.A. 








CANADA... 


ust one click away 


2nd Citizenship 
2nd Passport 


Belize Passport Consultants Ltd. 
Tel; + 501 149830 Fax: + 501 8 23785 
Email: Ragone Lom 







s per week 







yers 





We have over 25 years of experience 
in facilitating international and offshore 
business with 30 offices and over 350 staff 
around the world 


Offshore Companies 


with bank introductions 
ARE YOU 


Trading or investing internationally? 





Since 1987 The Sovereign Group have been 

assisting individuals and companies to achieve 

Working or living overseas? savings in tax. We provide a full range of onshore 

Seeking to protect your assets? and offshore services designed to save tax ior SivarsignOrouj Sam 
you and/or your company. Call us and we will 

be pleased to show you how our services 

can save you money and maximise the 

Then you should contact us. value of your assets. 


Seeking tax management solutions? 


Setting up a business overseas? 


A tax professional seeking solutions? 


business & personal 
tAXSOIUtIONS 


HONG KONG: t z UNITED KINGDOM: U.S.A.: 
Stuart Stobte ck Son Denton Wiliam H. 
Te +852 2542 1177 i ? 

Fax +852 2545 0586 

hk @SovereignGroup.com 





The Economist July 21st 2001 


éi Economic and financial indicators 


Overview 


America’s economy is still ailing. Industrial 
production shrank by 0.7% in June, the 
ninth straight month of decline. That makes 
this the longest period of contraction since 
1982. Capacity utilisation fell to 77% in 
June, the lowest since August 1983. Mean- 
while, inflation was slightly higher than ex- 
pected: the consumer-price index (CPI) rose 
by 0.2% in June, to give a 12-month increase 
of 3.2%. The core cpt, which excludes food 
and energy prices, rose by 0.3% in June, 
compared with 0.1% in May. 


The Dow Jones Industrial Average rose by 
3.2%; but the dollar fell to a two-month Low 
against the euro. 


Inflation dipped in the euro area. Consumer 
prices rose by 3.0% in the 12 months to 
June, down from 3.4% in May. Excluding en- 
ergy, food, alcohol and tobacco, however, 
inflation was unchanged in June at 2.1%. 


France’s external account deteriorated 
sharply. The 12-month visible-trade balance 
swung into a $150m deficit in May, compared 
with a surplus last year of $12.1 billion. The 
current-account surplus shrank to $14.0 bil- 
lion inthe same period, less than halfits 
level a year ago. Industrial output was stron- 
ger than expected, however, rising by 0.3% 
in May after a 0.4% fallin April. 


In Britain, unemployment reached a record 
low; but growth in wages slowed. As mea- 
sured by the Labour Force Survey, preferred 
by the government, unemployment fell to 
4.9% in the three months to May. Thatis the 
lowest since the series began in 1984. The 
year-on-year growth in wages slowed to 
4.5% in the three months to May. 


Japan’s economic condition seems to be de- 
teriorating. The EsrI’s Economy Watchers 
survey of current conditions fell to 38.2 in 
June from 42.3 a month before, the lowest 
since the survey began last year. The decline 
in the outlook for the next two to three 
months was even greater: the figure fell from 
48.4 in May to 42.3 in June. Japan’s Topix 
stockmarket index fell by 2.3%. 


Oil futures in New York sank to a 14-month 
low on July 18th. The August contract fell for 
the eighth day running, touching $24.60a 
barrel, after America’s Energy Information 
Administration (EIA) reported that American 
stocks of crude oil had soared by 7m barrels 
to 315m barrels. 





Data on more countries are available to 
subscribers on www.economist.com 
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Output, demand and jobs 
% change at annual rate 
The Economist poll Industrial Retail sales Unemployment 
GDP GDP forecasts production (volume) % rate 
1gtr 1year 2001 2002 1year 1year latest year ago 
Australia +43 +210 +23 +38 +31 O° +30 01 69 dun 6.3 
Austria +16 +22 M +20 +23 + 2.5 Apr + 2.6 Mar 3.7 May 3.7 
Belgium +18 +24 U +23 +26 -2.9 May* -17 Apr 9.9 Jun* 10.1 
Britain 417 +27 1 +22 +28 = 1.9 May +64 May 49 Mayt 5.6 
Canada +425 +26 aif +23  +3.1 + 1.0 Apr + 3.0 Mar 7.0 Jun 6.6 
Denmark _- 46 +10 m +15 + -A T +41.7 Apr +0.2 Apr _5.2 May 5.4 
France 20 PPI M #22 e2 + 1.9 May -2.5 May 8.7 May 9.6 
Germany 415 4160 +13 +21 -1.8 May -2.3 May 9.3 Jun 9.6 
Italy +28 +24 M + 2.0 +23 -19 May -0.8 Apr 9.6 Apr 10.7 
Japan -08 -01 ù -03 +09 -3.9 May  +0.1 Apr 4.9 May 46 
Netherlands +02 +20 M +22 +29 = 2.0 May + 1.5 Mar 1.8 Jun$ 2.7 
Spain +44 433 O1 +27 42.9 -0.4 May na 12.9 May 14.3 
Sweden +24 +230 +23 +28 -1.4 Ap +23 Ap 3.5 May* 4.1 
Switzerland +74 +25 0 +18 +21 451 ut -0.7 May 163m 18 
United States 41.2 +25 a + 1.6 + 2.9 - 3.6 Jun + 2.5 Apr 4.5 Jun 40 
Euro area +20 +26 0 +19 +2.44 +1.66 Ap +15 Apr 8.3 May 8.9 
*Not seasonally adjusted. tNew series. #Mar-May; claimant count rate 3.2% in Jun. SApr-Jun 
eee M 
Prices and wages 
% change at annual rate 
The Economist poll 
Consumer prices* consumer prices forecast Producer prices* Wages/earnings 
lyear  yearago 2001 2002 _lyear _ yearago lyear year ago 
Australia +60 M +28 + 4.0 + 2.4 +52 U +56 +56 0l + 29 
Austria __ 28 ton SRF t23 447 +29 Jun +38 +27 May +19 
Belgium +29 Jun +28 +24 +19 +5.3 My +86 +19 U + 3.3 
Britain 41.9 Jun +33 +21 + 2.4 +04 Jun +28 +45 May + 4.6 
Canada 43.9 My +24 +28 +21 +27 May +59 +09 Apr + 3.1 
Denmark 423 dun +33 +24 +22 +3.2 Jun +66 +38 M + 3.6 
France + 2.1 Jn +17 + 1.8 +15 +2.8 May +58 +43 M +52 
Germany +3.1 Jun +19 +27 +17 +3.1 Jun +54 +14 Ap* + 2.3 
Italy +3.0 Jun +27 + 2.7 +21 + 2.9 May +64 +27 May* + 2.3 
Japan -0.5 May -0.7 - 0.4 - 0.3 +0.8 Jun -0.6 nil May + 2.4 
Netherlands +45 un +27 +46 +27 +44 May +82 +39 May + 3.3 
Spain _ + 4.2 Jun +34 +3.7 +28 +2.7 May +58 +22 Q4 + 2.4 
Sweden +2.9 Jun + 1.2 + 2.2 + 1.8 +2.6 May +37 +18 Ape + 4.1 
Switzerland $1.6 dun +18 +13 +13 +04 Jun +29  +1.3200 + 0.3 
United States +32 Jun +37 +32 +23 +25 Jun +44 +42 Jun +37 
Euroarea +3.0 Jun +24 +27 +19 +3.6 May +53 +26 Q1 + 2.4 
*Not seasonally adjusted. 
I Oil reserves 


Saudi Arabia remains the kingpin of oil. It has a quarter of the world’s proven reserves, 
about 262 billion barrels of oil, underits vast desert expanses. Add in the reserves held 
by the country’s allies in the opec cartel, and the total is a whopping 815 billion bar- 
rels—some three-quarters of world reserves. In contrast, OECD countries, which use 
much of the world’s oil, have less than one-tenth of total reserves. 
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Source: BP Statistical Review of World Energy 2003 





The Economist 


ARITE ome ee y 


Money and interest rates 

















Money supply* Interest rates % p.a. (Jul 18th 2001) 

% change on year ago 3-mth money market 2-year 10-year gov't bonds corporate 

narrow broad latest _yearago gov't bonds latest rago bonds 
Australia +13.1 +6.9 May 5.05 6.22 5.41 6.03 6.26 7.58 
Britain + 6.7 +74 May 5.19 6.09 5.30 5.09 5.20 6.46 
Canada +12.7 + 6.2 May 4.12 5.64 4.73 5.74 5.98 7.33 
Denmark +12 - 6.9 May 4.93 5.77 4.75 5.23 5.71 7.15 
Japan + 8.1 + 3.2 Jun 0.01 0.11 0.05 1.35 1.68 1.50 
Sweden + 5.9 -1.4 May 4.30 4.04 4.79 5.35 5.30 5.67 





Switzerland nil + 3.6 Jun 3.23 3.46 3.35 3.38 3.84 4.17 
United States + 1.6 +11.3 Jun 3.59 6.53 3.92 5.09 6.57 6.98 
Euro area +35 + 5.4 May 4.48 4.84 4.28 4.94 5.24 5.63 


“Narrow: M1 except Britain and Sweden MO, broad: M2 or M3 except Britain M4, tGermany for bonds, Benchmarks: US 30-year 5.52%, Japan 
No.232 1.37%, Central bank rates: US fed funds 3.75%, ECB refinancing 4.50%, BOJ overnight call 0.01%, BOE repo 5.25%, 

Sources: Commerzbank, Danske Bank, J.P, Morgan Chase, Royal Bank of Canada, OM Fixed Income Exchange, Warburg Dillon Read, DRI-WEFA, 
Westpac, Thomson Financial Datastream, Rates cannot be Construed as banks’ offers. 
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Stockmarkets 
Market indices 
ee et uN 
2001 one record Dec 31st 2000 
Jul 18th high low week high inlocal  in$ 
currency terms 
Australia (All Ordinaries) 3,339.6 3,425.2 3,094.3 + 0.5 - 2.5 +59 - 2.0 
Austria (ATX) 1,216.2 1,244.9 1,052.2 + 0.3 -30.0 +13.3 +52 
Belgium (Bel 20) 2,948.5 3,030.4 2,591.6 + 2.7 -19.9 -~-25 -95 
Britain (FTSE 100’ 5,404.6 + 0.2 —22.0 -13.1 -17.7 
















7,620.5 ~33.1 -14.7 -16.5 





















































Denmark (Ki 254.7°* 294.3 234.7 -25 -15.6 -38 -105 
France (SBF 250) 3,143.3 3,820.2 3,107.9 -0.8 -28.4 -16.7 -22.6 
(CAC 40) 4,867.5 5,998.5 4,824.8 = 1.0 -29.7 -17.9 -238 
Germany (Xetra DAX) 5,728.4 6,795.1 5,388.0 -1.3 -29.0 -11.0 -174 
Bd 1,555.8 1,948.4 1,578.6 -2.7 -28.7 -18.8 -24.7 
Japan (Nikkei 225) 11,892.6 14,529.4 11,819.7 -0.9 -69.4 -13.7 -20.8 
1,199.7 1,441.0 1,162.0 -2.3 -58.4 -65 -14.2 

Netherlands 539.4 642.3 518.3 = 2.2 -23.1 -15.4 -215 
n (Madrid 803.9 963.9 798.6 -04 -29.9 -87 -153 
Sweden (AffarsvaridenGen) 221.7 293.1 217.2 -0.5 -44.6 -20.2 -29.0 
Switzerland (Swiss Market) 6,857.6 8,135.4 6,574.0 + 0.7 -18.5 -15.7 -210 
United States (DJIA 10,569.8 _11,337.9 9,389.5 + 3.2 -98 -20 -20 
(S&P 500) 1207.7 1,373.7 1103 +23 -20.9 -85 -85 

Nasdaq 2,016.2 2,859.2 1,638.8 + 2.2 -60.1 -18.4 -18.4 

Europe (FTSE Eurotop 300)* 1,307.5 1,545.5 1,279.0  - 0.7 -23.3 -14.7 -20.9 
Euro area (FTSE Ebloc 100)* 1,155.9 1,404.1 1,143.9 -13 -25.5 -17.0 -22.9 
World 1,058.8 1,249.2 1,014.6 +13 -26.9 na -133 


World bond market (Salomon) 431.6 447.8 420.6 +07 - 6.2 na — 28 
;In euro terms. TMorgan Stanley Capital International index includes individual markets listed above plus eight others, in dollar terms. 
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The Economist commodity price index 
1995=100 
% change on 
Jul10th = Jul 17th* one one 
month year 
Dollar index 
Allitems 69.0 70.4 +14 -39 
Food 68.8 71.3 +51 -05 
Industrials 
All 69.2 69.1 -3.4 -84 
Nfa 68.3 68.4 -3.1 +05 
Metals 70.0 69.8 -3.7 -14.6 
Sterting index 
All items 77.1 79.3 +15 +26 
Euro index 
Allitems 106.0 108.7 +2.1 +52 
Yen index 
All items 92.1 93.7 +3.2 +11.1 
Gold 


$ per oz 267.40 267.95 -2A -53 


West Texas Intermediate 
$ per barrel 27.26 25.28 -7.5 -20.6 
* Provisional. t Non-food agriculturals. 



















































































Salomon Smith Barney World Government Bond Index, total return, in dollar terms. **New index, - 
Se Se ee eee ea 
Trade, exchange rates and budgets 
Trade balance*, $bn Current account Exchange rate Currency units Budget 
latest 12 $bn The Economist poll trade-weighted per per per per balance 
months latest 12 mths % of GDP, forecast Jul 18th year ago $ £ euro ¥100 % of GDP 
2001 2002 Jul 18th year ago 2001¢ 
Australia -= 1.4 May — -12.9 a - 3.0 - 3.0 72.9 76.0 1.94 1.73 2.75 1.69 1.56 0.1 
Austria - 5.6 Apr ~ 45 Apr - 2.2 =- 2.0 100.0 99.9 15.8 14.9 22.4 13.8 12.7 -0.6 
um + 12.1 May + 11.2 Mar + 4.2 +45 98.6 98.7 46.3 43.6 65.5 40.3 37.2 0.7 
Britain - 44.0 May - 19.2 Q1 =- 2.1 - 2.4 106.3 105.9 0.71 0.67 - 0.62 0.57 1.2 
Canada + 45.8 Apr + 22.2 Qi + 3.3 + 2.6 78.6 80.6 1.54 1.47 2.17 1.34 1.23 2.6 
Denmark + 6.1 Apr + 4.3 May +16 +417 101.7 100.6 8.55 8.06 12.1 7.45 687 2.9 
France ~ 0.2 May + 14.0 May +17 +18 101.1 101.4 7.53 7.10 10.7 6.56 6.05 -0.5 
Germany + 57.4 May — 17.4 May - 0.8 - 0.6 98.1 98.0 2.24 2.12 3.18 1.96 1,80 -1.7 
Italy — + 2.2 Apr - 6.1 Apr - 0.3 -0.1 72.2 72.3 2,222 2,095 3,146 1,936 1,787 -1.3 
Japan + 95.6 May +102.3 May + 2.2 + 2.0 136.9 153.0 124 108 176 108 ~ -6.3 
Netherlands + 17.3 Apr + 16.0 Qi +41 +40 97.4 97.5 2.53 2.38 3.58 2.20 2.03 1.3, 
Spain -= 38.9 Apr - 15.9 Apr - 28 - 2.7 73.9 74.0 191 180 270 166 154 nil 
Sweden + 12.9 May + 5.7 May +21 + 2.3 75.2 83.3 10.61 9.07 15.0 9.24 8.53 3.6 
Switzerland -= 0.1 May + 28.3 a1 +11.5 +11.5 109.0 105.9 1.73 1.68 2.45 1.51 1.39 na 
United States -458.2 Apr -449,3 Qi -4.1 -3.9 120.3 111.1 - - 1.42 0.87 0.80 2.1 
Euro area - 6.8 Apr — 30.0 Apr - 0.3 - 0,1 777 78.9 1.15 1.08 1.62 - 0.92 -0.6 





*Merchandise. Australia, Britain, France, 





Canada, Japan and United States imports fob, exports fob. All others cif/fob. t1990=100, Bank of England. FOECD estimate. 


aa Emerging-market indicators 


Overview 


China’s Gop grew by 7.8% in the year to the 
second quarter; industrial production was up 
by 10.1% in June from a year ago. Inflation 
fell to 1.4% in the same month. 


The Taiwanese stockmarket tumbled by 7.2% 
to an eight-year low, as investors fretted 
about the depressed economy. 


Turkey’s industrial production fell by 9.7% 
in the year to May; Malaysia's fell by 3.7% 
and Mexico's fell by 3.4%. 


Poland's inflation rate slowed to 6.2% in the 
year to June; South Africa's slowed to 6.3%, 
Israel's stayed at 0.7%, and Malaysia’s fell 
to 1.5%. 


| The Economist poll of forecasters 
Every three months The Economist polls 
a group of forecasters and calculates the 
average of their predictions for growth 
and current-account balances for 25 
emerging economies. Since our pollin 
April, the panel has cut its growth fore- 
casts for 2001 everywhere except China, 
which is still expected to grow by 7.5%. 
The biggest revision has been in Turkey, 
where GDP is now expected to contract by 
4.8% this year. Argentina, another trou- 


bled debtor, is tipped to grow by only 
0.4%. Singapore's growth has been 
slashed to 2.4%, down from a forecast of 
6.2% only last October. 
July 
Real GDP Current account 
% change % of GDP 
2001 2002 2001 2002 
China A MEEA. o9 05 
25 44 36 Be 
India 58. 63  -08 -07 


2.4 5.5 214 20.0 
South Korea 3.3 5.2 2.8 2.0 
Taiwan 2.3 4.9 3.5 3.3 
Thailand 2.5 4.0 4.7 3.3 
Argentina 0.4 3.0 -3.2 -3.4 
Brazil 2.5 3.5 -4.1 -4.0 
Chile 3.8 4.9 -22 -2.6 
Colombia 2.8 3.6 -1.7 ~2.5 
Mexico 1.7 4.3 -3.6 -3.8 
Peru 0.6 4.0 -2.9 -2.4 


11.8 6.5 


$ Intelligence 
Unit; Goldman Sachs; HSBC; ING Barings; J.P.Morgan Chase; 
Merrill Lynch; Salomon Smith Barney; UBS Warburg. 
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% change on year earlier Latest 12 months, $bn Foreign 
GDP Industrial Consumer Trade Current reserves* 
roduction rices balance account $bn, latest 
China +78 Q +10.1 Jun +14 Wn +19.9 Jun +20.5 2000 180.2 Apr 
Hong Kong +25 M -0.1 gi - 1.5 May -11.9 may +88 114.1 Jun 
India +57 ®@ +1.9 May +2.5 May -5.4 May -54 04 40.1 May 
Indonesia _ +40 M +45 04 +12.1 Jun +25.7 May +55 03 22.1 Apr 
Malaysia +32 U -37 My +15 Jun +15.7 May +84 04 25.6 May 
Philippines +25 M +12.7 Ap +67 Jun +6.1 May +91 Mar 12.5 Apr 
Singapore -0.8 @ -10.9 May + 1.9 May +7.7 Jun +218 M 76.7 Ap 
South Korea +37 u +2.3 May +5.2 Jun +14.3 Jun +14.6 May 94.3 Jun 
Taiwan +11 a -8.2 May -0.2 Jun +12.2 Jun +12.0 Qi 110.6 May 
Thailand +18 a +1.6 May + 2.3 Jun + 2.8 May + 6.6 May 31.4 May 
Argentina -21 M -2.9 Jun = 0.3 Jun +17 My -9.0 a 20.2 May _ 
Brazil +41 a1 + 4.2 May + 8.1 Jun -1.6 Jun -27.1 May 35.5 May 
Chile _ 43,3. M + 3.2 May + 3.6 Jun +15 May -14 a 14.4 May 
Colombia +17 1 + 2.2 May £12 we —— 1.6 Ap -07 u 9.7 May 
Mexico +19 u -3.4 May +6.6 Jun -9.7 May -17.8 M 40.6 May 
Peru = -0.4 May + 1.3 May + 2.5 Jun -0.3 May -17 ù% 8.3 May 
Venezuela +35 a na +12.5 Jun +17.2 Dec +12.5 M 10.9 May 
Egypt + 6.5 2000! +9.4 2000! + 2.2 May -10.4 a4 -08 œ 12.9 Mar 
Israel +18 M + 0.3 Ap + 0.7 Jun -7.5 Jun -14 % 23.2 May 
South Africa +27 a +17 May + 6.3 Jun +3.8 May +0.1 a 6.1 May 
Turk -19 a - 9.7 May +56.1 Jun -24.6 Ap — 6.6 Apr 19.9 May 
Czech Republic + 3.8 +6.9 May +5.5 Jun -3.6 My -27 M 12.6 May 
Hungary _ +44 + 8.4 May +10.5 Jun -2.4 May  - 1.8 May 11.5 Jun 
Poland +23 Qi -1.0 May + 6.2 Jun -10.2 May -9.0 May 26.9 Apr 
Russia +49 a + 3.7 May +23.7 Jun +59.7 May +45.9 Qi 29.8 May 
*Excluding gold, except Singapore; IMF definition. tYear ending June. 
Cee i—i 
Financial markets 
Currency units Interest rates  Stockmarkets % change on 
per $ per£ short-term Jul 18th Dec 31st 2000 
Jul 18th yearago Jul18th % p.a. one in local ins 
week curren terms 
China 8.28 8.28 117 na 2,236.3 -1.0 +2.0 +2.0 
HongKong 7.80 7.80 11.0 3.70  12,427.2 -0.8 aA NT 
India 47.2 44.8 66.8 7.04 3,383.4 +0.2 -14.8 -15.7 
Indonesia 11,275 8,980 15,960 17.23 453.3 +3.6 +8.9 -6.6 
Malaysia 3.80 3.80 5.38 330. I SAB N] AT 
Philippines 54.3 44.5 76.9 10.56 1,393.2 +0.2 -6.8 -14.2 
Singapore 1.83 1.75 2.59 2.31 1,627.8 -2.0 -15.5 -20.0 
South Korea 1,307 1,112 1,850 5.33 540.5 -2.4 Git +37 
Taiwan 35.0 SA0 49.5 3.90 4,219.9 -7.2 440 -158 
Thailand | 45.8 40.1 64.8 3.25 315.2 +0.8 +17.1 +11.0 
Argentina 1.00 1.00 1.42 26.01 325.3 -4,2 -22.0 -22.1 
Brazil 2.46 1.80 3.48 18.30 13,790.9 -0.2 -11.6 -299 
Chile 655 548 927 3.57** 5,351.3 -1.2 +9.9 -37 
Colombia 2,298 2,156 3,253 12.66 1,010.2 -0.4 “faa 
Mexico 9.13 9.41 12.9 9.73 6,388.3 -2.7 +13.0 +19.0 
Peru 3.50 3.48 4.9 8.26 1,314.8 -0.3 +8.8 +9.8 
Venezuela 724 686 1,024 723 7,501.0 +0.6 +10.4 +6.8 
Egypt 3.95 3.48 5.59 9.04 5,631.2 -7.3 -26.5 -27.6 
Israel 4.21 4.10 5.96 4.68 421.6 +14 -14.8 -18.2 
South Africa 8.21 698. e -SA 8,704.3 =20. 4S ë -36 
Turkey 1,369,500 632,825 1,938,527 66.00 9,105.9 43. -3.5 -52.8 
Czech Republic 38.9 38.6 55.1 5.29 382.3 -38 -20.1  ~22.7 
Hungary 285 281 404 11.18 _ 6,573.3 +0.2 -16.3 -17.2 
Poland 4.21 4.35 5.95 16.12 13,458.9 +2.9 -24.6 -25.9 
Russia 23 2h? 41.4 25.00 ~ 195.4} -0.4 +39.2 +36.4 
EMF (MSC)? 1.00 100 1.42 na 297.4 -1.2 ma — -109 
EMBI+ 1.00 1.00 1.42 na 198.6 =1.7 na -1.6 





**Inflation adj. tin $ terms, tEmerging Markets Free. §3J.P, Morgan Chase's Emerging Markets Bond Index Plus. 


Sources: National statistics offices, central banks and stock exchanges; Thomson Financial Datastream; EIU; Reuters; Warburg Dillon Read 
J.P Morgan Chase; Hong Kong Monetary Authority; Centre for Monitoring Indian Economy; FIEL; EFG-Hermes; Bank Leumi Le-Israel; Standart 


Bank Group; Garanti Bank; Deutsche Bank; Russian Economic Trends. 


Data on more countries are available to subscribers on www.economist.com 
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Oracle runs SAP 


4 times faster than IBM 
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Oracle’s IBM's 
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Source: sap.com 
That’s why SAP customers 
choose Oracle over IBM 10 to 1. 


Interesting. 


ORACLE 


SOFTWARE POWERS THE INTERNET 





oracle.com 





Based on certified benchmark results for SAP Assemble-to-Order {ATO} standard 4.68 application benchmark for two-tier Internet configuration as of May 29, 2001. Oracle results are for Oracle 8.1.7 database on Fujitsu Siemens Primepower 2000, 
178-processors SMP. Sparc64 560 MHz, BMB L2 cache, 128 GB main memory. IBM results are for IBM OB2 UDB 7.1 on Bull Escala Model W, 24-wary SMP. RS64-1V 600 MHz, 16 MB L? cache 8 NV rver mes 
Copyright © 2001 Oracle Corporation. All rights reserved. Oracle ts a registered trademark, and Software Powers the Internet ts a trademark or registered trademark of Oracle Corporation. Other names may be tradera respec N 
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Indonesia’s new leader 





Indonesia’s parliament voted 
to remove the country’s presi- 
dent, Abdurrahman Wahid, 
and install his vice-president, 
Megawati Sukarnoputri. He 
said that his ousting was un- 
constitutional. 


George Bush and Vladimir Pu- 
tin agreed to work towards re- 
ducing their countries’ 
nuclear arms, thus strength- 
ening Mr Bush’s plans for a 
missile-defence shield. He said 
he expects America to abro- 
gate the Anti-Ballistic Missile 
treaty soon. 


The Bush administration also 
said it considered the 1972 con- 
vention on biological weap- 
ons flawed beyond repair, 
though it has been ratified by 
143 countries, including the 
United States. The Americans 
object to a draft plan to 
strengthen the treaty by giving 
foreign inspectors the right to 
check others’ installations, be- 
lieving it puts American com- 
panies at a disadvantage while 
still allowing miscreants to 
cheat. 


A compromise deal in Bonn 
among the world’s industri- 
alised countries salvaged a 
watered-down, and more flex- 
ible, version of the Kyoto Pro- 
tocol on climate change. Eu 
governments took the credit, 
but the United States’ refusal 
to take part may yet doom the 
pact, even though it was out- 
voted 178-1. 


The world this week 






Police and protesters clashed 
bloodily at the G8 summit in 
Genoa, as anarchist thugs hi- 
jacked peaceful demonstra- 
tions. One rioter was shot 
dead, many non-violent prot- 
esters—and police—bloodied. 
Next year’s summit will be 
held in a remote Rocky Moun- 
tain resort, said Canada, its or- 
ganiser and host. 


The OPEC oil cartel agreed to 
cut oil production by 1m bar- 
rels a day, starting on Septem- 
ber 1st. The surprise move 
came amid signs of weak oil 
demand, rising stocks and 
global economic slowdown. 


The state of Europe 

Fighting burst out in Macedo- 
nia again between rebels and 
government forces—this time 
inside Tetovo, a mainly ethnic- 
Albanian city. In Skopje, an- 
gry Slavic Macedonians dem- 
onstrated against NATO’s 
alleged over-eagerness for 
concessions to the rebels. 


A committee of France’s Na- 
tional Assembly voted to re- 
veal details of President 
Jacques Chirac’s assets to 
judges investigating his use, 
before he was president, of 
secret funds. 





Italy's grandest volcano, Etna, 
in Sicily, erupted. Its grandest 
journalist, Indro Montanelli, 
aged 92, died. 


In Belarus, the opposition un- 
ited round a single candidate 
to challenge the incumbent 
autocrat, Alexander Luka- 


shenka, in a presidential élec- 
tion in September. The 
challenger’s chances: slim. 


In Britain, a court opened 
hearings on a suit brought by 
London’s mayor, Ken Living- 
stone, challenging govern- 
ment plans to part-privatise 
the crumbling underground 
railway system. The chal- 
lenge’s chances: one in ten? 


The European Commission 
published its ideas on how to 
make the Eu more intelligible 
to its citizens. Some people 
understood them; few 
thought they would work. 


Welcome guests 

A committee led by Colin 
Powell, the United States’ 
secretary of state, and John 
Ashcroft, its attorney-general, 
recommended that some of 
the 3m Mexicans living ille- 
gally in the United States 
should be allowed to gain per- 
manent residence through a 
guest-worker programme. 


Ata meeting in Italy, Pope 
John Paul urged George Bush 
to oppose scientific research 
on human embryos. 


Mandela slows down 

South Africa’s 83-year-old for- 
mer president, Nelson Man- 
dela, has prostate cancer. It is 
not expected to shorten his 
life, but it will hamper his role 
as peacemaker in Burundi. 


About 100 soldiers in Bu- 
rundi tried to overthrow Pres- 
ident Pierre Buyoya, who 
recently signed a new agree- 
ment with opposition parties. 


Later they gave themselves up. 


Israel responded to the Genoa 
summit’s call for third-party 
monitoring of the Israeli-Pal- 
estinian ceasefire by suggest- 
ing that it might be prepared 
to accept American monitors. 
Among the latest violations of 
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the ceasefire was an Israeli 
missile attack that killed a Ha- 
mas political activist. The Is- 
lamist group vowed to take 
revenge. 


For the first time a death no- 
tice in Kenya’s Daily Nation 
carried pictures of red ribbons 
to symbolise that the de- 
ceased had died of AIDS. 


Asian travels 

As Colin Powell headed for 
China, the government there 
released an American na- 
tional and two American resi- 
dents whom it had found 


guilty of spying. 


A court in Japan ordered the 
leader of the Aum Shinrikyo 
cult to pay more than $3m to 
victims of a gas attack in1994 
in Matsumoto. 





The Tamil Tigers raided Co- 
lombo airport, blowing up 
half of the commercial fleet of 
Sri Lankan Airlines, at a cost 
of 18 lives. 


Phoolan Devi, India’s “Bandit 
Queen” turned politician, 
was shot dead at her home in 
Delhi. 


America’s mixed fortunes 
Ailing Lucent Technologies, a 
telecom-equipment maker, 
showed no sign of recovery. It 
announced losses for the lat- 
est quarter of $1.9 billion and 
job cuts of up to 20,000, re- 
ducing by half its workforce 
since the beginning of the 
year. Lucent also sold most its 
cable business to Furukawa, a 
Japanese rival, for $2.8 billion. »» 





> DuPont, America’s biggest 
chemicals company, made a 
loss of $213m in the latest 
quarter compared with profits 
of $688m a year earlier. The 
company announced that an- 
other 1,000 jobs would go, on 
top of 4,500 cuts already 
planned—making in all 6% of 
the total workforce. 


The costs of restructuring and 
a failed merger with General 
Electric hit Honeywell. Profits 
at the American engineering 
company crashed by 90% in 
the latest quarter compared 
with last year. 


America’s oil companies pros- 
pered as high prices offset the 
effects of a slowing economy. 
ExxonMobil, America’s big- 
gest oil company, made record 
profits in the latest quarter of 
$4.4 billion. Chevron, the sec- 
ond-biggest, made profits of 
$1.3 billion in the same period. 
Texaco, Unocal and Amerada 
Hess all announced profits 
that well exceeded analysts’ 
forecasts. 


Walt Disney strengthened its 
television interests with the 
purchase of Fox Family 
Worldwide, a children’s ca- 
ble-rv outfit, from its joint 
owners, News Corp and 
Haim Saban, the company’s 
CEO, for $3 billion. 





ABB, Europe's biggest electri- 
cal-engineering firm, said that 
it would lay off up to 8% of its 
workforce, some 12,000 em- 
ployees, over the next 18 
months. Profits (before interest 
and tax) fell by 21% in the first 
half of 2001, compared with a 
year ago; the company’s 
shares slumped. 


Invensys, a British engineer- 
ing group, suffered similarly. It 
said that operating profit 
would be far below expecta- 
tions and that it would cut 
2,500 jobs on top of 3,500 job 
losses already announced. Al- 
len Yurko, Invensys’s chief ex- 
ecutive, resigned. 


Infineon, Europe’s second- 
largest chip maker, recorded 
losses of €371m ($324m) in the 
latest quarter. The German 
company has been hit hard by 
the collapsing price of mem- 
ory chips, which account for 


around 80% of its revenues. It 
said that 5,000 jobs would go. 


Siemens, a European technol- 
ogy giant, was hit by heavy 
losses in the latest quarter, dri- 
ven by the poor performance 
of its telecoms businesses. The 
German firm said that it 
would speed up restructuring 
of its telecoms operation, 
which could involve further 
job losses on top of the 8,000 
that have gone so far this year. 


Compaq reported a $279m 
loss in the second quarter, 
after a profit of $388m last 
year. The pc maker is shed- 
ding staff and writing off as- 
sets. Xerox, another troubled 
American technology com- 
pany, joined Compaq in issu- 
ing a profit warning. 


The ambitious scale of Euro- 
pean third-generation mo- 
bile-phone networks looked 
likely to be cut back after Brit- 
ish Telecom’s suggestion that 
five operators share two net- 
works in the Netherlands met 
with broad agreement. BT had 
proposed one network which 
roused the Dutch government 
to insist on at least two. 


Allianz Group decided to 
hold on to Dresdner Kleinwort 
Wasserstein, an investment 
bank acquired through a take- 
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over of Dresdner Bank. The 
giant German insurer had 
been expected to float DKW. 


Gloom and doom 


l Japanese share prices 
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Japan’s stockmarkets recov- 
ered slightly after the Nikkei 
225 stockmarket average had 
hit a 16-year low. Japan’s 
prime minister, Junichiro Koi- 
zumi, insisted that his govern- 
ment would not act to prop up 
markets and that he would 
press forward with his struc- 
tural economic reforms. 


SER BES 


In Argentina, an austerity 
plan aimed at eliminating the 
fiscal deficit was approved by 
the lower house of Congress, 
but not immediately by the 
Senate, as the government 
had hoped. In Brazil, whose 
currency has been hard hit by 
worries about Argentina’s 
debts, finance officials started 
talks with the IMF on anew 
agreement. 


Electrical connections 

Fiat and Electricité de France 
succeeded in their battle to 
take over Montedison. The big 
Italian energy company suc- 
cumbed to an improved offer 
from Fiat and EDF of around 
€6 billion ($5.3 billion), but 
the European Union’s compe- 
tition authorities, anxious to 
ensure a liberalised market in 
energy, may yet intervene. 


Enel, Italy's biggest electricity 
company, is to sell Elettrogen, 
its generation business, to En- 
desa, Spain’s leading utility, 
for €2.6 billion ($2.3 billion). 
At the same time Enel has 
emerged as a bidder for En- 
desa’s Viesgo generating unit. 
Endesa’s bid to become a pan- 
European operation has run 
into competition concerns. 





Other economic data and news 
can be found on pages 90-92 
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Megawati takes charge 


Indonesia’s ex-president did not live up to expectations. Will his successor do better? 


F FURTHER excuses were 

needed for Indonesia’s parlia- 
ment to remove Abdurrahman 
Wahid from the presidency and 
put Megawati Sukarnoputri in 
his place, he supplied them in 
his last 24 hours in power, and 
in spades. He tried to declare a 
state of emergency, when the only real danger was to his own 
position. He tried to suspend parliament, and to dissolve an 
opposing political party, neither of which is the president con- 
stitutionally authorised to do. He even called for a jihad, a holy 
war-an action so reckless in a country with Indonesia’s pro- 
pensity for mayhem as to verge on the treasonable. It was only 
thanks to the good sense of the army, which declined to close 
down parliament as he had directed, and of the new leaders 
of the religious movement he used to lead, that chaos and 
bloodshed were averted. To cap it all, Mr Wahid then appeared 
in public in his shorts, waving to his supporters as if nothing 
had happened, until aides led him off. 

It is disconcerting to note that the world’s fourth most pop- 
ulous country—and one of its least stable—now has, in Miss 
Megawati, its fourth president in a little over three years. More- 
over, she is not someone who inspires much confidence, at 
least on the basis of her record. But there is also much to be 
thankful for. The most important feature of Mr Wahid’s re- 
moval is that it was carried out by the book, with a degree of 
dignity and a striking absence of the bloodshed that had been 
predicted by many, notably the ex-president himself. 

The contrast with the Philippines, the other South-East 
Asian country this year to see its president prematurely re- 
placed by the daughter of one of his predecessors, is striking. 
In the Philippines, the political system obviously failed: the 
impeachment proceedings were disgracefully subverted by 
Joseph Estrada, the man being impeached, prompting a popu- 
lar uprising that supplanted him in favour of his deputy. Glo- 
ria Macapagal Arroyo took over the presidency in constitu- 
tional circumstances that do not stand up well to scrutiny. 





What’s done was well done 

Mr Wahid firmly believes that his removal was equally uncon- 
Stitutional, but the facts do not bear him out. It is true that In- 
donesia’s notoriously vague constitution does not explicitly 
confer on the People’s Consultative Assembly (mp) the right 
to remove a president. But it does confer the right to appoint 
him, and it also plainly states that “it is the MPR that holds the 
highest power of the state” and “the president who is ap- 
pointed by the mpr shall be subordinate and accountable to 
the MpR.” The convoluted impeachment procedures, which to 
Indonesia's credit were scrupulously followed, date back to 
1978 and have never before been challenged. 

What Mr Wahid failed to appreciate was that, despite his 
sonorous titles of president and head of state, Indonesia’s sys- 
tem was designed not as a true presidential arrangement but 
as something much closer to a parliamentary one. Its framers 
deliberately chose not to provide for a clear separation of pow- 


ers, merely for a delegation of them from Mpr to chief execu- 
tive. Mr Wahid’s overthrow should be seen as nothing more 
sinister than a vote of no confidence in a near-blind, ailing 
and, above all, increasingly incompetent prime minister. 

Whether or not the country will now be better run is quite 
another matter. Miss Megawati will face exactly the same pres- 
sures from her political rivals—the former Suhartoist Golkar 
party led by Akbar Tandjung, and the Muslim party led by the 
extraordinarily ambitious Amien Rais, both of whom con- 
spired to deny her the presidency in 1999—as did for Mr Wa- 
hid. At some point, Indonesia will surely have to reform its 
constitution, moving definitively towards a directly elected 
presidential system, or alternatively to a true Westminster- 
style parliamentary one. Should it choose the parliamentary 
option, though, Indonesia’s politicians will have to learn to 
demonstrate greater maturity than they have until now: they 
have been single-minded and efficient about bringing down 
Mr Wahid, but about not much else. Another presidency con- 
stantly destabilised by schemers, as Mr Wahid’s was, would 
be devastating for a country as fragile as Indonesia. 


But so much remains to do 

Mr Wahid was backed by one of the smallest parties in parlia- 
ment. Miss Megawati has at least the comfort of being backed 
by the largest—though she is well short of the majority she 
needs to block any attempts to start a movement for her own 
removal. And though there are legitimate worries about her 
grasp of statecraft, she is putting together a competent team 
and may at least have the common sense, which became 
increasingly lacking in the unwell and erratic ex-president, to 
allow it to get on with things. Mr Wahid, engaging and at heart 
reformist though he is, is not a hard act to follow. The markets, 
which sent the rupiah up 10% on the news of his political de- 
mise, certainly think so. Yet none of this is to deny that Miss 
Megawati now faces a daunting list of difficulties, from sepa- 
ratism to economic stagnation (see pages 29-30). 

One large uncertainty that remains after Mr Wahid’s depar- 
ture is the influence of the army. Having at first done his best to 
squeeze the military men out of politics, it was a sorry fact that 
in his last months Mr Wahid tried to bring the soldiers back 
into it, with frequent discussion of the imposition of martial 
law. That the commanders refused to be tempted reflects in 
part a genuine recognition that during the Suharto years they 
were used. But there is also, surely, a less high-minded calcula- 
tion at work. Miss Megawati, with her talk of nationalism and 
her hostility to Mr Wahid’s efforts at decentralisation, is likely 
to pursue policies that are far more congenial to the soldiers 
than did her predecessor. 

For all his lapses towards the end, Mr Wahid at least started 
out sounding like a democrat. As well as trying to rein in the 
armed forces, sacking their commander when he was impli- 
cated in the brutality in East Timor, he freed the press and 
talked sensibly, if not to much effect, about reconciliation in 
the secessionist provinces of Aceh and Irian Jaya. Miss Mega- 
wati’s rule, though it seems likely to be more consistent than 
Mr Wahid’s, must avoid being more authoritarian. = 
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Illegal drugs 


The case for legalisation 


Time for a puff of sanity 


IS every parent’s nightmare. 
A youngster slithers inexora- 
bly from a few puffs on a joint, to 
a snort of cocaine, to the needle 
and addiction. It was the flesh- 
creeping heart of “Traffic”, a film 
about the descent into heroin 
hell of a pretty young middle- 
class girl, and it is the terror that keeps drug laws in place. It ex- 
plains why even those politicians who puffed at ajoint or two 
in their youth hesitate to put the case for legalising drugs. 

The terror is not irrational. For the first thing that must be 
said about legalising drugs, a cause The Economist has long ad- 
vocated and returns to this week (see our survey in this issue), 
is that it would lead to arise in their use, and therefore to a rise 
in the number of people dependent on them. Some argue that 
drug laws have no impact, because drugs are widely available. 
Untrue: drugs are expensive—a kilo of heroin sells in America 
for as much as a new Rolls-Royce—partly because their price 
reflects the dangers involved in distributing and buying them. 
Itis much harder and riskier to pick up a dose of cocaine thanit 
is to buy a bottle of whisky. Remove such constraints, make 
drugs accessible and very much cheaper, and more people 
will experiment with them. 

Arise in drug-taking will inevitably mean that more people 
will become dependent—inevitably, because drugs offer a 
pleasurable experience that people seek to repeat. In the case 
of most drugs, that dependency may be no more than a psy- 
chological craving and affect fewer than one in five users; in 
the case of heroin, itis physical and affects maybe one in three. 
Even a psychological craving can be debilitating. Addicted 
gamblers and drinkers bring misery to themselves and their 
families. In addition, drugs have lasting physical effects and 
some, taken incompetently, can kill. This is true both for some 
“hard” drugs and for some that people think of as “soft”: too 
much heroin can trigger a strong adverse reaction, but so can 
ecstasy. The same goes for gin or aspirin, of course: but many 
voters reasonably wonder whether it would be right to add to 
the list of harmful substances that are legally available. 





Of Mill and morality 
The case for doing so rests on two arguments: one of principle, 
one practical. The principles were set out, a century and a half 
ago, by John Stuart Mill, a British liberal philosopher, who 
urged that the state had no right to intervene to prevent indi- 
viduals from doing something that harmed them, if no harm 
was thereby done to the rest of society. “Over himself, over his 
own body and mind, the individual is sovereign,” Mill fam- 
ously proclaimed. This is a view that The Economist has al- 
ways espoused, and one to which most democratic govern- 
ments adhere, up to a point. They allow the individual to 
undertake all manner of dangerous activities unchallenged, 
from mountaineering to smoking to riding bicycles through 
city streets. Such pursuits alarm insurance companies and 
mothers, but are rightly tolerated by the state. 

True, Mill argued that some social groups, especially chil- 


dren, required extra protection. And some argue that drug-tak- 
ers are also a special class: once addicted, they can no longer 
make rational choices about whether to continue to harm 
themselves. Yet not only are dependent users a minority of all 
users; in addition, society has rejected this argument in the 
case of alcohol—and of nicotine (whose addictive power is 
greater than that of heroin). The important thing here is for 
governments to spend adequately on health education. 

The practical case for a liberal approach rests on the harms 
that spring from drug bans, and the benefits that would ac- 
company legalisation. At present, the harms fall dispropor- 
tionately on poor countries and on poor people in rich coun- 
tries. In producer and entrepot countries, the drugs trade 
finances powerful gangs who threaten the state and corrupt 
political institutions. Colombia is the most egregious exam- 
ple, but Mexico too wrestles with the threat to the police and 
political honesty. The attempt to kill illicit crops poisons land 
and people. Drug money helps to prop up vile regimes in 
Myanmar and Afghanistan. And drug production encourages 
local drug-taking, which (in the case of heroin) gives a helping 
hand to the spread of HIV/AIDS. 

In the rich world, it is the poor who are most likely to be- 
come involved in the drugs trade (the risks may be high, but 
drug-dealers tend to be equal-opportunity employers), and 
therefore end up in jail. Nowhere is this more shamefully true 
than in the United States, where roughly one in four prisoners 
is locked up for a (mainly non-violent) drugs offence. Amer- 
ica’s imprisonment rate for drugs offences now exceeds that 
for all crimes in most West European countries. Moreover, al- 
though whites take drugs almost as freely as blacks and His- 
panics, a vastly disproportionate number of those arrested, 
sentenced and imprisoned are non-white. Drugs policy in the 
United States is thus breeding a generation of men and 
women from disadvantaged backgrounds whose main train- 
ing for life has been in the violence of prison. 


Legalise to regulate 

Removing these harms would bring with it another benefit. 
Precisely because the drugs market is illegal, it cannot be regu- 
lated. Laws cannot discriminate between availability to chil- 
dren and adults. Governments cannot insist on minimum 
quality standards for cocaine; or warn asthma sufferers to 
avoid ecstasy; or demand that distributors take responsibility 
for the way their products are sold. With alcohol and tobacco, 
such restrictions are possible; with drugs, not. This increases 
the dangers to users, and especially to young or incompetent 
users. Illegality also puts a premium on selling strength: if each 
purchase is risky, then it makes sense to buy drugs in concen- 
trated form. In the same way, Prohibition in the United States 
in the 1920s led to a fall in beer consumption but a rise in the 
drinking of hard liquor. 

How, if governments accepted the case for legalisation, to 
get from here to there? When, in the 18th century, a powerful 
new intoxicant became available, the impact was disastrous: 
it took years of education for gin to cease to be a social threat. 
That is a strong reason to proceed gradually: it will take time » 


> for conventions governing sensible drug-taking to develop. 
Meanwhile, a century of illegality has deprived governments 
of much information that good policy requires. Impartial aca- 
demic research is difficult. As a result, nobody knows how de- 
mand may respond to lower prices, and understanding of the 
physical effects of most drugs is hazy. 

And how, if drugs were legal, might they be distributed? 
The thought of heroin on supermarket shelves understand- 
ably adds to the terror of the prospect. Just as legal drugs are 
available through different channels—caffeine from any cafe, 
alcohol only with proof of age, Prozac only on prescrip- 
tion—so the drugs that are now illegal might one day be distri- 
buted in different ways, based on knowledge about their po- 
tential for harm. Moreover, different countries should 
experiment with different solutions: at present, many are 


bound by a United Nations convention that hampers even the 
most modest moves towards liberalisation, and that clearly 
needs amendment. 

To legalise will not be easy. Drug-taking entails risks, and 
societies are increasingly risk-averse. But the role of govern- 
ment should be to prevent the most chaotic drug-users from 
harming others—by robbing or by driving while drugged, for 
instance—and to regulate drug markets to ensure minimum 
quality and safe distribution. The first task is hard if law en- 
forcers are preoccupied with stopping all drug use; the second, 
impossible as long as drugs are illegal. A legal market is the 
best guarantee that drug-taking will be no more dangerous 
than drinking alcohol or smoking tobacco. And, just as coun- 
tries rightly tolerate those two vices, so they should tolerate 
those who sell and take drugs. = 





Climate change 


Kyoto rescued? 


Negotiators say they saved the Kyoto pact this week in Bonn. They didn’t really 


O JUDGE by the euphoric 

proclamations and the 
breathless headlines this week, 
it seems that the Kyoto Protocol 
is back from the dead. George 
Bush, the Toxic Texan, had all 
ag ‘ but killed the treaty by declaring 
4 3 it “fatally flawed”. So when 
world environment ministers descended on Bonn to try to sal- 
vage the pact, its prospects appeared bleak. Yet somehow 
these heroes screwed their courage to the sticking place and re- 
fused to fail. They bargained and worked into the wee hours— 
all to save the endangered planet. Jan Pronk, the Dutchman 
who presided over the meeting, at one point locked negoti- 
ators in until they reached a compromise (see page 69). 

Gripping stuff. And the result? In the words of Margot Wall- 
strom, Sweden’s environment minister, “We have rescued the 
Kyoto Protocol...we can go home, look our children in the eye 
and feel proud of what we have done.” In a rhetorical question 
directed at America, Olivier Deleuze, the eu’s chief negotiator, 
asked sneeringly, “Does this protocol look fatally flawed?” 

Yes, actually, it still does—and only an idiot could fail to no- 
tice the flaw in question. The United States, the source of a 
quarter of the world’s man-made output of greenhouse gases, 
is no nearer than it was before to accepting Kyoto. Its continu- 
ing hostility is partly justified and entirely understandable, 
notwithstanding the Europeans’ record-breaking display of 
righteous indignation (and that was a record which took some 
beating). The Kyoto framework still fails to offer America any- 
thing approaching a sensible balance of cost and benefit. This 
does not mean that Bonn achieved nothing. Europe conceded 
a far more flexible interpretation of Kyoto than expected; and 
it scored a delicious public-relations goal against Mr Bush. But 
turn to hard-headed economics and you see what the price of 
that goal may be. 

Consider how the Bonn agreement is likely to play out in 
America, Japan and Europe. Bonn has not changed America’s 
position one jot. Mr Bush was wrong to junk Kyoto without of- 
fering alternatives, but America’s lack of participation re- 





mains decisive. Climate change, as a problem that knows no 
political borders, demands a global solution. Bonn leaves out 
the world’s biggest emitter. 

What about Japan? Europe needs Japan to ratify the pact for 
it to come into legal force. But even if the Japanese do ratify it- 
which cannot be taken for granted—this may prove a mere fig- 
leaf that does nothing to improve the treaty or the planet's 
health. Economic arguments again explain why: the combina- 
tion of along Japanese recession and the concessions made by 
the Eu to win Japan’s vote (such as an exceedingly liberal defi- 
nition of carbon “sinks”) has made the country’s emissions 
target almost meaningless. 


Eurobluster 

In the end, the rump Kyoto pact may fail most spectacularly 
just where this week’s deal was struck and celebrated: in Eu- 
rope. Once again, the reason is economics. The Bonn deal is 
more flexible than what was proposed before; and the ab- 
sence of the United States will also reduce the demand for 
(and so the price of) emissions credits. Yet the pact will impose 
costs on Europe’s industries that will not be faced by their 
American (and maybe Japanese) rivals. Will they tolerate this? 

Not if two recent cases are any guide. The heart of the Euro- 
pean strategy for achieving its Kyoto targets is a pan-EU plan 
for emissions trading. After two years of intensive study, the 
European Commission was earlier this month about to issue a 
draft directive on the mandatory “cap-and-trade” scheme. Yet, 
on the eve of Bonn, it decided to postpone. What happened? 
Many European businesses, including even BP (which spares 
no effort to cultivate a green image), were suddenly complain- 
ing that it would impose unfair costs on them. 

Another sign of trouble surfaced even before the ink had 
dried in Bonn. On July 25th the European Commission made a 
big decision about the future role of coal, the filthiest and most 
carbon-intensive of fuels, in its energy supply. The Ev’s exist- 
ing subsidies were scheduled to be phased out from July 2002. 
So what did these saviours of the planet do? They extended 
the subsidies for another decade. 

Bonn saved the Kyoto pact—in name, for now. Big deal. = 
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Trade 


Why Doha matters 


Anew trade round would work wonders for the world economy-—yet it may not happen 


FTER the violence in Genoa, 
Britain’s prime minister, 
Tony Blair, deplored the idea 
that there should be no more 
economic summits. If that were 
the result, he choked, democ- 
racy would have capitulated to 
the mob. A worthy sentiment. It 
would be better applied to a meeting which is not chiefly a fes- 
tival of self-congratulation and, as in Genoa’s particular case, 
a public-relations disaster. Stand up for a negotiation that may 
actually serve the public good. As it happens, one such gather- 
ing is planned. We urge Mr Blair and other leaders to put the 
full force of their posturing behind it. 

At a meeting in November in Doha, the capital of Qatar, a 
new round of talks on global trade may or may not be 
launched. If it is global welfare you care about, especially the 
welfare of the poor, international meetings come no more im- 
portant than this. The coalition of anti-globalists (notwith- 
standing the logistical difficulties, given the location) would 
love to stop it. And so would many of the corporate and politi- 
cal interests whose views carry weight with governments in 
rich and poor countries alike. Rising above the protests and 
the interests is going to be an enormous challenge. 

A handful of the protesters who want to stop a new trade 
round are thugs. Most are simply misguided, as are the very 
many more people who feel the marchers “have a point”. 
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Open markets are not the only thing that the poor countries 
need if they are to grow faster, but there is no doubt that with- 
out trade and foreign capital their prospects are worse. And 
unlike the other things poor countries need—clean and com- 
petent government, law and order, and all the other institu- 
tions that make capitalism work—open markets are easy to 
create. There is no excuse for not having them. 

That will not stop a thousand excuses being offered be- 
tween here and Doha. Governments have yet to agree, even in 
the broadest terms, on what the agenda should be (see pages 
25-28). The governments of the United States, the European 
Union, the developing countries and a number of ad hoc 
groupings all have their own particular goals to advance, their 
own special grievances to press, and their own importunate 
lobbies to stroke. It was ever thus. The point of multilateral ne- 
gotiations such as the Uruguay round and its predecessors is 
that the scope of the talks is so wide that deals can be struck 
which allow every government to score political points. The 
alternative path of regional and bilateral preferences offers far 
less scope, and, as is now becoming clear, complicates the task 
of moving on to genuinely liberal trade later. 

To gointo talks at Doha and see them collapse as they didin 
Seattle in 1999 might be worse than having no meeting at all. 
That is why, without further delay, governments must settle 
on a workable agenda for Doha. Let the protesters march and 
the special interests plead. By November governments must 
make sure that they can launch anew round. m 





Israel and the Palestinians 


A step back from the precipice 


An outside force is needed to monitor the Israeli-Palestinian ceasefire 


OMETIMES the Israelis and 

Palestinians are best left 
alone to try to sort out their 
tragic consanguinity. Not now. 
The present, almost total, ab- 
sence of trust between the Is- 
raeli government and the Pal- 
estinian Authority (PA), and 
indeed between the two peoples themselves, leaves them sus- 
pended on the edge of catastrophe, with neither engine nor 
map to lead them back to safety. They need help. 

Recognising the danger, the United States, which under 
George Bush has been inclined to leave decision-taking to Is- 
rael, last weekend joined the other G8 countries in calling on 
Israel and the PA to accept the presence of foreign monitors. 
“We cannot stand by while the situation deteriorates,” de- 
clared the G8. “There is need for immediate action.” Stoutly 
said. The question is whether this robustness will now be pur- 
sued or whether it will turn feeble when faced by Israel's 
determination to control events in the occupied territories. 





However, perhaps startled by America’s readiness to join 
in, and indeed by the G8 countries finding time to turn their at- 
tention to Palestine, Israeli determination is sounding less un- 
yielding than usual. The Palestinians, vulnerable on many 
scores, have long been pleading for a mixed force of interna- 
tional observers to report on events on the ground. Despite 
their small triumph at the Genoa summit, they are unlikely to 
get one. Israel’s tiny counter-bid has been to suggest an in- 
crease in the cra presence at the “security” talks that are occa- 
sionally held. But now, defying the baying of the far right, or- 
chestrated by a shameless ex-prime minister, Binyamin 
Netanyahu, the current prime minister, Ariel Sharon, is sound- 
ing as if he might eventually be prepared to accept a slightly 
larger American presence with a slightly wider mandate. 

That should not be allowed to be Israel’s last word: the 
world leaders, having issued their warning, ought to press for 
a force that is not exclusively American, and is empowered to 
monitor the ceasefire comprehensively. The United States it- 
self, unwilling to be drawn too tightly into the Middle East's 
coils, would do better to venture in with fair-minded partners. »» 


> Butso longa as the force is clearly objective, and can be assem- 
bled and put in place swiftly so that it can start making objec- 
tive assessments, its exact make-up may not matter. 

Outside monitoring of the tattered truce that precariously 
prevails is important because of Mr Sharon's ruling that politi- 
cal talks cannot resume until all violence ceases. This condi- 
tion, not unreasonable in itself, is skewed because Israel has 
appointed itself sole judge of what constitutes violent action. 
Some Palestinian acts, such as bombs and shooting at settlers, 
are plainly violent, and so judged. Others, such as Israel’s poli- 
cies of assassinating designated opponents, demolishing 
houses and destroying orchards, are not. 


Away from war, not to peace 

The monitors, if given a bold enough brief, could bring a bit of 
clarity to a murky scene. Their mandate will be all-important: 
God forbid that they should prove as useless as the little group 


of international monitors set up in n savage, ‘divided Hebron 
















after the shooting spree by Baruch Goldstein in1994.Buteven | 
if they are given a decent mandate, with full supportfrom par- 
ticipants and non-participants alike, their power to bring im- ~ 
provements should not be exaggerated. Although the G8 sum- - 
miteers linked them with the Mitchell report—the findings ofa 
commission under ex-Senator George Mitchell that recently 
described a path back to political sanity—outside observers 
cannotrealistically be mediators. 
They could, however, help to draw the two sides back a 
step from the precipice. Apart from all else, their presence 
would be a considerable moral deterrent should the Israeli. 
government, under provocation from militants on both sides, 
rethink the “self-restraint” that holds it back from reclaiming 
Palestinian-controlled land. Mr Sharon drove his way through 
an international force, albeit a feeble one, on his way to Beirut 
in 1982. It is a mistake he is unlikely to repeat. m 








Latin America 


The ardour cools 


Can democracy flourish amid economic woe? 


URING the 1980s, many 

Latin American countries 
threw off military dictatorships 
in favour of democracy. Not co- 
incidentally, around the same 
time, their newly-installed pol- 
itical leaders embarked on free- 
market economic reforms, turn- 
ing their backs on half a century of statist protectionism. 
Broadly speaking, these trends have held until today. But the 
maintenance of market democracy in Latin America has 
never been preordained. The outlook is testing. 

First, the region’s economies face yet another slowdown, 
even if the worries about Argentina’s debts do not develop 
into a full-blown emerging-market panic. Argentina’s auster- 
ity plan has gained only shaky political support and, in itself, 
will not end a three-year recession. The least costly outcome 
now looks like an orderly debt restructuring, which might 
mean higher borrowing costs for other countries. To make 
matters worse, this setback comes as South America is only 
just emerging from its latest recession, of 1998-99. This time 
Mexico, too, faces economic weakness, because of its close de- 
pendence on the slowing economy in the United States. 

Even before these difficulties, in many countries the re- 
wards of reform were disappointing. Inflation was conquered, 
but economic growth in the region as a whole averaged just 3% 
a year in the 1990s, barely up on the 2% of the 1980s—often 
called a “lost decade”. Poverty was reduced only slightly. In 
1998 one Latin American in three was poor. Poverty and in- 
equality in Latin America are not new, nor were they caused 
by the reforms. Where reforms did bring sustained high 
growth, as in Chile (from 1989 to 1997) and Mexico (between 
1996 and 2000), poverty fell appreciably. But, sadly, such suc- 
cesses have been rare. 

This record is affecting Latin America’s political prospects. 
For the first time, support for democracy has suffered steep 
falls across the region, according to surveys by Latino- 
























barometro, a polling organisation, whose latest findings we 
publish this week (see page 41). 

That does not mean that military rule is on the way back... 
For a start, the United States no longer favours old-fashioned | 
dictators in the region. In fact, the recent threats to democracy : 
have mainly come from civilian autocrats, such as Alberto Fu- 
jimori, who was ousted in Peru last year after trying to prolong 
his rule, and Hugo Chavez, Venezuela’s elected caudillo. So far, 
such strongmen have been exceptions. Will they remain so? 

Democracy has tougher roots than is often appreciated. 
Most Latin Americans are disillusioned democrats—not, or not 
yet, authoritarians. And there are hopeful signs amid the. 
gloom. Mexico became a full democracy last year, with the- 
election of Vicente Fox. In Peru Alejandro Toledo’s inaugura 
tion this weekend marks a fresh start for democracy after Mr 
Fujimori’s regime. 


Unmodernised politics 
Building solid democracies on the foundations of inequality 
and underdevelopment was never going to be easy. The pro 
blems are socio-political as much as economic. Though elec- . 
tions are generally free, and civil liberties have improved, 
other institutions that should be democratically run, such as ` 
the judiciary and the police, are often unreformed. 
Political parties, too, are weak and fragmented. Many gov- 
ernments lack dependable legislative majorities. Partly as a re- 
sult, politics is too often tainted by corrupt populist practices 
from the past. That makes it harder to reform the state. Cut. 
pork-barrel projects and payrolls bloated by patronage, for ex: 
ample, and decent education and health care might become a 
universal right, not a favour for the few. And governments. 
might have the money to help the poor when recessions strike. 
In short, the task is to modernise politics, as well as econo- 
mies. Efforts to reform campaign-finance laws and, in some- 
countries, the electoral system, would help. But there are few 
quick fixes. In many countries, democracy still looks secure. 


-The challenge is to keep it so. m 


Letters 








Climate of change 
sır ~ Climate change justifies 
a response more ambitious 
than the Kyoto agreement 
(“Life after Kyoto”, July 21st). 
Scientists and economists of 
the United Nations Intergov- 
ernmental Panel on Climate 
Change describe an evolving 
- Catastrophe of unprecedented 
“warming and rising sea-levels, 
extreme events and unpredict- 
ability that should have gov- 
ernments everywhere on a 
war footing. 

You repeat the canard that 
the measures required in the 
short term will make the re- 
sponse needlessly expensive. 
In fact, there is a large resource 
of untapped “no regrets” mea- 
sures that both reduce climate 

impact and are cost-effective. 
Numerous market failures pre- 
vent optimum investment in 
energy-efficient equipment. 
For example, the use of low- 
energy lighting, super-insula- 
tion and infra-red reflective 
glass in building design, and 
combined heat and power 
plants are all far below what 
would be justified on econ- 
omic grounds. There is noth- 
ing to lose from an early and 
ambitious response to climate 
change. 

CLIVE BATES 

London 


















Flanders v Wallonia 


- SIR ~ In your article on Bel- 
-gium’s presidency of the Euro- 

pean Union (“A worrying 

‘> European paradox”, July 7th), 
you correctly say that since 
the 1970s no Walloon has 
been prime minister of Bel- 
gium. This is of little impor- 
tance. Since Belgium became a 
federal state political conven- 
tion requires a Dutch speaker 
to be head of government be- 
cause Flanders is the main re- 
gion. In fact, the present prime 
minister, Guy Verhofstadt, is a 
figurehead put in place by the 

> Walloon foreign minister, 
+ Louis Michel. 

This is the first government 
since the socialist-liberal gov- 
ernment of 1954-58 without a 
political majority in Flanders 
and certainly the government 
most detrimental to Flemish 








interests since long before the 
last war. For example, Mr Mi-. 
chel inveighs against Austria 
and Israel, both countries with 
good economic relations with 
Flanders, for so-called moral 
reasons. This has adverse ef- 
fects on Flemish exports of 
textiles, sweets and optical 
lenses, as well as on tourism 
and the Antwerp diamond in- 
dustry. Mr Michel had far 
fewer moral problems with 
sales by the Walloon weapons 
industry to underdeveloped 
countries. 

ANDRE MONTEYNE 

Brussels 


SIR - The Flemings may have 
been the underdogs through- 
out the 19th century but that 
was 100 years and more ago. 
Since then they have success- 
fully, from their point of view, 
established themselves as a 
nation (rather than Dutch- 
speaking Belgians), creating a 
linguistic border through the 
heart of Belgium in 1963 
which has no roots in history. 
As with all nationalists, the 
Flemings reject “aliens” from 
society. Nationalist sentiment 
in Flanders has permeated the 
whole population and in- 
fected all its politicians. It is 
time for the Eu to take notice. 
DOMINIQUE DE LA BARRE 
Zolliuerberg, Switzerland 


Centre court to UN court 


SIR - Charlemagne (July 14th) 
on Goran Ivanisevic manages 
to be malicious, vindictive, in- 
accurate and is poorly written 
to boot. Mr Ivanisevic is just 
one of a few thousand con- 
fused “international brats”. Do 
not judge Croatia by his ac- 
tions. Carla Del Ponte is a 
stooge to political interests 
that bear more responsibility 
for the suffering of innocent 
civilians than any Croatian 
they are trying to haul in front 
of the UN court. 

DINKO MUTAK 

Richmond, Virginia 


Highly rated 
SIR - You quote figures for 


Fitch’s market share in the rat- 
ings business that are wildly 


inaccurate (“New interests, _ 


new conflicts”, April 14th). 
They would indicate that Fitch 
itself was about to become an- 
other statistic in one of its reg- 
ular default studies; the reality 
is that the group is growing at 
record rates. Suffice it to say 
that in the first quarter of this 
year Fitch rated over 80% of 
debt issued by financial insti- 
tutions in America and 65% of 
all unsecured corporate debt. 
We do not have precise figures 
for issuance outside the Un- 
ited States but we believe that 
the corresponding figures 
there are larger. 

ROBIN MONRO-DAVIES 

CEO 

Fitch 

London 


Houston’s set fair 


sir - Audrey Cheng (Letters, 
July 7th) says that “Houston 
has little to offer unless you 
are a fan of country music, big 
hair or cowboy boots.” Per- 
haps she has not heard, but in 
the next five years Houston 
will add three new sports 
complexes, expand its conven- 
tion centre at a cost of $143m, 
build a new centre for the per- 
forming arts, and the city 
hopes to host the Olympics in 
the future. These are just a few 
examples of “Houston’s Re- 
naissance”. She claims there is 
a “lack of smart young people 
and good educational institu- 
tions in Texas”. What about 
the University of Houston, 
Rice University, Trinity Uni- 
versity, Texas A&M, the Uni- 
versity of Texas, or Austin 
College? 

BEN ALBRECHT 

Houston 


sir - Houston lacks red tape 
in the allocation of assets 
which makes the standard of 
living in more crowded cities 
much lower. Corruption in 
Houston’s housing market is 
unthinkable; supply always 
keeps up with demand. Rent- 
controlled flats in New York or 
Santa Monica are available 
only to those with connec- 
tions, creating corruption in 
the housing market and a bor- 
der tax on newcomers who 
must pay higher rents. 
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Houston also seems overly 
self-conscious about ugliness. 
However, as an architect who 
has practised in Los Angeles, 
New York and Houston, I can 
assure you that the quality of 
architecture in any American 
city is almost the same. They 
all suffer because buildings 
are constructed to last little 
more than a decade or two. 
Some of Houston’s popular 
suburbs are a great deal more 
aesthetically pleasing than 
some parts of New Jersey, 
Queens, or the sprawling Val- 
ley of Los Angeles. 

Houston may have almost 
no tourist assets and is not set 
up to present a pretty face to 
visitors. But many are sur- 
prised by Houston’s secrets, 
only discovered if given a tour 
by a resident. Admittedly, no 
tourist will pay to fly to Hous- 
ton just to relax but this is an 
asset for residents. Tourism 
can corrupt a city—a kind of 
dependence on strangers may 
ruin the basic humanity of liv- 
ing (for example, Venice, a 
mere shadow of its capitalist 
origins). 

Little wonder that new 
businesses thrive in Houston: 
there is nothing better to do 
than work, live, make money, 
and raise a family. 

RICH FARRIS 
Houston 








Pay attention 


SIR - Long lifeists should take 
note of your obituary of 
George Dawson (July 14th) if 
they are looking for clues to 
that secret, elusive elixir. It has 
nothing to do with diet, exer- 
cise, vitamins, crystals, chant- 
ing, etc. As Dawson said: “I 
had to ask people things and 
had to remember. I could 
never let my mind forget any- 
thing.” The trick is this: if you 
want to live for a long time, 
pay attention while you are 
here. 


TAN WHITTINGHAM 
Darien, Connecticut W 





Executive Focus 
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UNMIK chief - 
Bernard Kouchner 
(1999 - 2000) 


In June 1999, the United Nations Security Council authorised UNMIK (United Nations 
Interim Administration Mission in Kosovo) to begin the long process of building peace, stability, 
democracy and self-government in the shattered province. 


Working with Kosovo's leaders and citizens the UNMIK European Union Pillar, with the task 


of reconstruction and economic development, 


is ensuring the delivery of essential 


administrative functions and services. The EU Pillar now has opportunities for professionals with 
the expertise, dedication and commitment to help bring normality back to the Kosovar people. 
Offered on a renewable one year contract you must be fluent in spoken and written English. 
Some experience of working in the Balkans would be an advantage. 


HEAD OF LEGAL SECTOR — DEPARTMENT OF PUBLIC UTILITIES 

€70 - 90,000 + allowance 
The Department of Public Utilities is working to ensure the delivery of 
reliable services within a market economy, a regulatory framework 
needs to be established and developed. You will advise the 
Department on all legal, contractual, regulatory and relevant policy 
matters and will have particular responsibility for defining the 
procedural requirements covering the Department ceasing to be a 
public utility. Quote ref: B5861 


HEAD OF WASTE SECTOR — DEPARTMENT OF PUBLIC UTILITIES 

€ 55 - 70,000 + allowance 
To establish and implement the strategy for the waste sector, you will 
need to develop a capacity-building programme to prepare local 
managers for self-government, foster a sustainable and coherent 
process of co-operation between the Department, the municipalities, 
utilities and other stakeholders. Quote ref: B5860 


LEGAL ADVISOR — DEPARTMENT OF TRADE AND INDUSTRY 

€ 60 - 80,000 + allowance 
By promoting private sector development, encouraging 
entrepreneurial initiative and reviving traditional economic activity, 
the Department of Trade and Industry is working to create a 


The UNMIK European Union Pillar is an equal opportunities 
employer and aims to reflect the diversity of European society. 
We welcome applications regardless of gender, race and 
sexuality, and particularly from women who are currently 
underrepresented. 
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competitive environment where business can flourish. You will 
provide support on a range of legal, regulatory and policy issues, 
including state/socially/ privately owned enterprises. You will draft 
new regulations and liaise with other agencies and international legal 
institutions. Quote ref: B5858 


HEAD OF HUMAN RESOURCES 

€ 50 - 65,000 + allowance 
You will lead a small team of international and local staff delivering a 
comprehensive range of HR services, including recruitment and 
selection, training and development, job analysis and classification, 
and personnel administration. Quote ref: B5859 


The allowance is currently based on 40% of annual salary, health and 
insurance benefits apply. 


Full details about any of the above positions can be found on 
www.capitaras.co.uk/unmik-eu CVs must be submitted in English to 
unmik-eu@rasnet.co.uk with a covering letter addressing the key 
competencies required and highlighting the skills and experience you 
can offer for the appropriate vacancy. Please quote the relevant 
reference number. Closing date for applications is 24 August 2001. 
Interviews will be held during September 2001. 


UNMIK 


(W| om 


www.euinkosovo org 
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Senior Specialist 
Compliance 


In 1999, the International Finance Corporation (IFC) and:Multilateral 
Investment Guarantee Agency (MIGA), members of the World Bank 
Group, established the independent Office of Compliance 
Advisor/Ombudsman (CAO) to improve accountability and 
performance on environmental and social issues. 


Working with the CAO team in the discharge of these compliance and 
advisory roles you will serve as. a compliance assessor, measuring 
IFC/MIGA’s compliance with their environmental and social policies, 
guidelines and procedures, and as an advisor to IFC/MIGA senior 
management on environmental and social policies, 


Responsibilities: The Senior Specialist Compliance will work 
harmoniously with IFC/MIGA staff, community groups, NGOs, and 
private sector sponsors while maintaining clarity on the independence 
of CAO's role; design, organize, and undertake compliance audits of 
projects by the CAO as determined by the President or the CAO; 
design audit programs for sectors or regions of IFC/MIGA operation; 
establish and operate an early warning system to help identify 
potential project problems; liaise on behalf of CAO with IFC/MIGA 
internal monitoring and review systems; provide advice to the CAO 
on the application of IFC/MIGA’s policies, guidelines, and procedures 
and on the possible evolution in thinking around compliance. 


Requirements: Strong strategic policy analysis and synthesis skills; 
excellent communication skills, including ability to write high quality 

policy documents; and meet strict deadlines. Qualifications and field 

‘experience in environmental and social impact/assessment fields in 
developing countries. First-hand experience working in/with the 
private sector, preferably in a less developed country. The ability to 
work in pressured environment with issues of ethics and integrity at 
forefront of work. Corporate or project experience in one or more.of 
the following areas: Management/engagement in multi-disciplinary 
teams dealing with complex projects; line responsibility for 
environmental/social or governance function in a private sector or 
high profile public sector organization; lead policy analysis role in 
major public/private sector body in contentious or difficult areas of 
environmental/social analysis; 5 years’ experience as a lead advisor on 
environmental/social issues in a private sector operational department; 
preferably some knowledge of The World Bank Group working 
methods; fluency in English, with Spanish, French or other languages 
an asset. 


IFC offers a competitive compensation and benefits package. 
Interested candidates should apply online at: www.ifc.org/careers, 
vacancy page by August 10, 2001 and indicate they are applying for 
Vacancy ID #SSCECON.01 in the field 
indicated. No phone calls, paper mail, 
or faxes please. All applications will be 
treated in the strictest confidence. 





Please visit www.ifc.org for more 
information. 


i EC International Finance 
Corporation 








UNITED NATIONS SECRETARIAT 


Economic Affairs Officer, P-3 
Macroeconomic and Structural Studies Section, Economic 
Analysis Division 
Economic Commission for Europe (ECE), Geneva 


The United Nations is seeking to recruit an Economic Affairs Officer, ECE. The incumbent 
under the general supervision of the Chief of Section: 


Undertakes research into complex economic problems in the European market economies and 
their relations with the European transition economies with a view to drawing conctusions which 
will contribute to the formulation of policies and economic cooperation among the member 
countries of the ECE; is responsible for developing the approach in detail and modifying it in 
response to problems and complexities thrown up in the course of implementation. 

Prepares drafts of research reports which, subject to. comment and review by the Chief of the 
Section and the Chief of the Division, should be at a level acceptable for publication. 
Supervises the collection and processing of statistical data for the ECE common database as well 
as for specific research duties, and is responsible for more complex tasks of data manipulation 
and econometric analysis. 

Follows continuously economic and policy developments in several ECE member countries in 
order to contribute specialized country expertise to the economic analyses of the Division; 
provides specialized statistical information on these countries for the use of ECE projects; keeps 
abreast of developments in the economies literature and other areas of professional expertise. 
Participates in ECE official meetings, prepares summary reports, and represents ECE at meetings 
organized by other international and national organizations. 


Qualifications: Advanced university degree in economics, with emphasis on macroeconomic 
theory and policy, At least six years of professional experience in empirical research, Strong 
analytical skills and very good knowledge of quantitative methods. Some published work would 
normally be expected. Fluency in English, especially good drafting skills. At least reading 
knowledge of other European languages highly desirable. 


Preference will be given to equally qualified women candidates. Remunerations for this 
position are: Depending on professional background and experience, a. competitive 
compensation and attractive benefits package are offered. Please refer to our homepage, 
www,.un.org, for further information. Closing date for receipt of applications: 10 September 
2001. Applications with full curriculum vitae, including date of birth; nationality; 
educational qualifications; summary of professional skills and/or expertise, a summary of. 
relevant work experience; publications written, and languages spoken, or a completed United 
Nations Personal History form (P.11), available at UN offices, should be sent to (01-A-ECE- 
400714-E-GE) Human Resources Management Service, Room 264, UNOG, Palais des 
Nations, 1211 Geneva 10, Switzerland. Fax No. 41 (22) 917 00 05. 

Due to the volume of applications, all internal candidates and only those external candidates 
under serious consideration will be acknowledged. 

















UNITED NATIONS ee a NATIONS UNITES 
The United Nations will be holding separate, consecutive 
examinations for the following language positions: 


a. French Language Translators/Précis Writers (10 September 2001) 
b. French Language Editors ( 11 September 2001) 
c French Language Verbatim Reporters ( 12 September 2001); 


d. Spanish Language Translators/Précis Writers (8 October 2001) 
e. Spanish Language Editors (9 October 2001) 
f. Spanish Language Verbatim Reporters (10 October 2001). 


All candidates must hold a higher education degree at a suitable level. 
Candidates for French language posts must have French as their main 
language and an excellent command of English and at least one other 
official langu e of the United Nations (Arabic, Chinese, Russian and 
Spanish). ndidates for Spanish language posts must have Spanish as 

eir main language and an excellent command of English and at least 
one other official language (Arabic, Chinese, French and Russian). 




















Successful candidates may be recruited for posts at United Nations 
Headquarters in New York or at other United Nations locations 
(Geneva, Vienna, Nairobi, Santiago, Bangkok, Beirut and Addis Ababa). 


Detailed information and application forms may be obtained from the 


Internet (wewrw.un.org/DeptsOHRM/examin/exam htm), by contacting 
any of the UN regional offices or information centers, or by writing to 


the following addresses: 









Candidates living in Europe All other candidates should 













should apply to: apply to: 

Training and Examinations Examinations and Tests 
Section Section 

Villa Le Bocage, 4-UNOG Room S-2575-E 

8-14, Avenue de la Paix United Nations Secretariat 
CH-121 1 Geneva 10, New York, N.Y. 10017, 
Switzerland U.S.A. 

Fax: (41-22) 907-0006 Fax: (1-212) 963-3683 





Deadline for applications: 7 August 2001 for the French 
examinations and 10 August 2001 for the Spanish examinations. 
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SHAPING THE FUTURE OF 
BRITAIN'S RAILWAYS 





Regulation and Network Policy Team 


Assistant Director 
Managers 
Executives/Analysts 


The Strategic Rail Authority is responsible for strategic planning in 
the rail industry. Working with others, its aim is to achieve a higher 
quality and safer service for a growing number of passengers and to 
support more freight going by rail. 

To achieve this the Authority needs to: 


e lead the industry's efforts to restore and improve performance 
of the railways; 


* produce, and carry forward, a plan to deliver the targets for 
growth in the rail industry contained in the Government's Ten 
Year Plan for transport; 


take forward the refranchising of passenger operations, and 
devise and implement, in conjunction with others, investments 
in infrastructure enhancements. 


We are looking to recruit a number of staff into our Regulation 
and Network Policy team with experience in the following areas: 


Policy and Analysis 

You will have a proven record in problem solving in industry or 
government. You will be able to demonstrate strong analytical 
ability and must be able to work with commercial enterprises as 
well as other parts of government in order to deliver a better 
railway. Ability to interpret commercial issues in a wider policy 
context is therefore essential. Experience in a regulated industry or 
in a Regulator's office would be an advantage as would a higher 
degree in economics. 


Planning 

You will be helping to deliver the Government's Ten Year Transport 
Plan and integrated transport policy, working within the SRA and a 
wide range of other organisations on multi modal studies, regional 
transport strategies, and the development of the SRA's capacity 


£42,755 - £75,601 
£43,000 - £60,000 
£30,000 - £45,000 


allocation strategy. The role involves management of consultants, 
including the development and-appraisal of rail options within an 
integrated transport context. You will be able to demonstrate a 
track record in appraisal, development and implementation of 
service and capacity enhancement, together with experience of 
commercial, financial and engineering issues. Other essentials 
include the ability to represent the organisation credibly to 
outside agencies and a sound grasp of complex soft and hard 
project management. 


Commercial Management 

You will help the SRA deliver its objectives through development 
and implementation of contractual arrangements between 
Railtrack and train operators. To. do this you will need to 
demonstrate competence in managing negotiations and achieving 
results in a commercial environment and you will need to show 
that you understand what is necessary to deliver passenger and 
freight services. You will also be able to demonstrate an innovative 
approach to delivering quality improvements and cost savings and 
be able to master contract driven. processes. 


For all of these roles we are looking for flexible individuals, 
qualified to degree level or equivalent, who can work with a multi- 
disciplinary team. Appointment will be made within one of three 
grade bands according to skills, experience and qualifications. 


For full details of our current vacancies, visit www.capitaras.co.uk 
or contact Capita RAS for further details and an application form 
(to be returned by 17th August 2001), at Innovation Court, 
New Street, Basingstoke, Hampshire RG21 7JB, or telephone 
01325 745170 (24 hours), or fax 01256 383787. 

Please quote reference B5813. 


We are committed to equitable treatment of people and to adhering to policies which 


value each individual irrespective of differences of gender, ethnic origin, disability, 
marital status or sexual preference, in all areas of our organisational life including 


recruitment, development and promotion. 
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The Organization for Security and Co-operation in Europe is engaged in 
early warning, crisis management, conflict prevention and post-conflict 
rehabilitation. The Secretariat based in Vienna is looking for 


Co-ordinator of OSCE 
Economic and Environmental Activities 


Occupying a senior position within the organisation, your role will be to 
strengthen the. ability of the Permanent Council and the OSCE 
1 Institutions to address economic, social and environmental aspects of 
“security. In implementing the mandate and relevant OSCE commitments, 
you will bring to the attention of the Permanent Council and OSCE 
Institutions, “economic ‘environmental and social issues and 
developments, including the causes and consequences which pose a 
“threat to or might affect the security and stability in the OSCE area. 
: You will need an advanced university degree in Economics or Business 
Administration, dynamic personality with result oriented approach and 
knowledge of principles of project management, a minimum of 15 years 
relevant experience, with progressively increasing responsibility in the 
application of political and economic principles to problems of national 
and regional economic and environmental development and their broad 
security implications particularly in the area covered by the OSCE. 
Excellent knowledge of English, including drafting skills is essential, a 
thorough knowledge of Russian and/or of other OSCE languages is 
highly desirable. 


Competitive salary and excellent benefit package. 
For full vacancy notice 56/01, please see our Website: 
http://www.osce.org. 
Please send your application by 10 August to OSCE Personnel Section, 
Kärntner Ring 5 — 7, A-1010 Vienna, Austria, 
or by fax: (+43-1) 514 36-96. 


International Council for Science - ICSU 
VACANCY ANNOUNCEMENT 
EXECUTIVE DIRECTOR 


The International Council for Science (ICSU) is a non-governmental organisation with a 
membership of 26 Scientific Unions and 98 National Scientific Members dedicated to the 
promotion of international, interdisciplinary scientific activities. ICSU's Secretariat of 8 
people is located in Paris. 
The Executive Director has overall responsibility for the ICSU Secretariat and the day-to-day 
operations of ICSU, reporting to the elected Officers and Executive Board. 
In addition, the incumbent will be expected to: 
facilitate the achievement of ICSU’s mandate 
continue the implementation of ICSU’s reform process and strengthening of 
its on-going and new scientific initiatives 
work with the various parts of the ICSU network of Member Scientific 
Unions, National Scientific Members and ICSU Interdisciplinary bodies 
ensure effective links between ICSU and its numerous partners in the UN and 
in the non-governmental sectors. 
ICSU is seeking candidates who: 
have a background in science or science policy 
have experience in international collaboration and management of programmes 
are prepared to conduct extensive world-wide travel 
possess a full command of written and spoken English and are familiar with 
French, Knowledge of other languages is helpful 
The initial appointment will be for a period of one year, starting on 1 January 2002, or as soon 
as possible thereafter, renewable. 
Further information may be obtained by writing in confidence to the Secretary General at 
ICSU headquarters, or by e-mail to secretariat @icsu.org. 
Applications with full CV and names of three references should be addressed to 
the Secretary-General, ICSU, 51 Bd. de Montmorency, 75016 Paris, France, 
by 31August 2001, in an envelope marked Personal or by fax to.33-1-42 88 94 31. 
Interviews for short-listed candidates will be arranged in Paris in late September 2001. 





Independent Television Commission 
Shaping the future of communications 


Economic Analyst Central London, £40k - £45k 


The development of digital communications has led to the convergence of 
new and traditional media, with new possibilities for viewers and new 
challenges for broadcasters and advertisers, Within this context, the ITC is 
at the forefront of creating a regulatory environment that is conducive to a 
healthy and thriving market. 


As a key member of a small team, your role will be to support the ITC in 
determining its priorities, objectives and regulatory policies, by analysing 
and advising on economic and related issues in the communication 
industries, with particular reference to broadcasting. 


More specifically, you will contribute to the creation and maintenance ofa 
centre of excellence in understanding the relevance of market developments, 
participate in regular cross-team strategic reviews, assess the economic: 
impact of regulation and advise on the implications of market behaviour for 
the competitiveness of these industries. 


With approximately 3 years’ experience as a consultant, analyst or. 
economic adviser and a qualification in which economics and/or 
quantitative analysis played a significant part, you will be accustomed to 
working across disciplines, with the intellectual flexibility to. address diverse 
problems, allied to strong analytical skills, As well as the ability to express 
complex ideas effectively at all levels, you will be comfortable dealing with 
financial information in some depth. 


To apply please write with a full CV to Vicky Leggett, Human Resources, 
ITC, 33 Foley Street, London WIW 7TL. 


Closing date for applications: 15th August 2001. 


Visit the ITC web-site at www.itc.org.uk R 
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INVESTOR IN PEOPLE PUTTING VINWERS FIRST 


FINANCIAL RISK 
MANAGEMENT POSITIONS 


The International Finance Corporation (IFC), a member of the 
World Bank Group, is the world’s largest provider of financing to 
the private sector in developing countries. 


Responsibilities: Formulate market and credit risk policy; oversee 
financial risks arising from IFC's treasury and portfolio activities; overall 
asset liability management modeling and measurement of market and 
credit risks; develop and review risk measurement methodologies and 
models; monitor compliance with policies and procedures; and 
implement new technology and systems for risk control. 


Requirements: Strong background in mathematical finance or 
financial engineering at a Masters or Ph.D. level, with knowledge of 
economics and statistics; programming experience in C++; and be 
resourceful, self-starters with demonstrated writing and oral 
communication skills. Prior experience in financial risk management 
or in the trading, modeling and valuation of financial products, 
derivatives and structured credit products would be an advantage. 


IFC offers challenging opportunities at its Headquarters in 
Washington, DC. Salary and benefits are internationally 
competitive. Interested candidates should apply online at: 
www.ifc.org/careers, vacancy page by August 3, 2001; and 
indicate they are applying for Vacancy ID # FRMS.01 in the field 
indicated. No phone calls, paper mail, or faxes please. All 
applications will be treated in the strictest confidence. 


INTERNATIONAL FINANCE CORPORATION 
A Member of the World Bank Group 
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Business Development, Germany _ 


‘Target a Key Energy Market 





Based Amsterdam 


Nuon Energy Trade & Wholesale is a division of 
nv Nuon, one of the leading multi-utilities in the 
Netherlands energy and water markets. Managing 
the Nuon energy portfolio risk, ET&W focuses 
on wholesale and industrial sales, the mid-market, 
e-commerce, trading and operations in the power 
and natural gas markets and is a key profit centre 
for the group’s European activities, 


The company is in the midst of a significant 
expansion programme, both domestically and 
internationally, and a pivotal aspect of this has 
been the recent formation of a dedicated 
business development department. There is 
now a need for two additional team members to 
cover the German energy market, a crucial target 
area for the organisation. 


Manager, Business Development 


Your brief will be to evaluate, negotiate and lead 
the development of identified opportunities in 
Germany, with a particular focus on assets which 
support ET&W’s sales and trading ambitions. 
These include green and brownfield power 
projects, complimentary gas storage facilities, 
acquisitions and joint ventures. Working closely 
with the newly appointed Director, Business 
Development, you will manage a team of 
analysts to drive selected projects through the 
negotiation process to financial close. 


Highly motivated and results orientated, you have 
at least five years’ experience in a business 
development role within the energy sector. With a 
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detailed knowledge of the power and gas industry 
in Europe, you are an adept relationship builder, 
are fully conversant with procedures and 
processes for initiating, evaluating and developing 
joint ventures and alliances and have strong 
project management skills. Fluent in English, you 
also speak German to at least conversational level. 


Commercial Analyst 


Working within this specialist German team, you 
will support the business developers by 
providing research and in-depth analysis of both 
leads and projects, as well as contributing to 
acquisition activities and due diligence efforts. 


With a minimum of two years’ experience in an 
analytical role within the power or gas industry, 
you have a sound understanding of evaluation 
tools for large scale investment projects and a 
good knowledge of the energy market in 
Europe. You also have the ability to work 
independently and effectively within a multi- 
disciplined team. Fluent in English, additional 
European language skills would be useful. 


Based in Amsterdam, each role commands an 
attractive salary and a comprehensive, flexible 
range of benefits, including relocation and 
housing allowance where appropriate. 


In complete confidence, please reply (preferably 
by e-mail) to: Kate Syms, Director, Artemis 
Search Associates Ltd, 4 Park Place, London, 
SWIA ILP. E-mail: mail@artemis-search.co.uk 
or call her on 00 44 20 7898 9178. 































GOVERNMENT OF THE REPUBLIC OF UGANDA 
Ministry of Finance, Planning & Economic Development 
Second Economic and Financial Management Project 


Positions: Professional Accountants (International Consultants) 


Government intends to recruit upto fire (5) Professional Accountants who are professionally 
qualified to cover the existing skills gap, provide opportunities for developing local capacity and 
support the implementation of these new initiatives. The work of these expatriate accountants 
will be harmonized and supervised by the FMA under the general direction of the Director of 
Accounts, 


This Team will be the Director of Accounts’ “change agents”. They will spearhead the 

introduction and implementation of the new Financial Management Infrastructure in key areas 

throughout the government and initiate the creation of a culture of continuous improvement in 

Public Sector Financial Management, The team will specifically provide: 

- Expertise in international best practices in Public Sector Financial Management, including 
accounting and budgeting, as well as the broader concepts of resource and performance 
management, and Expertise in managing the process of change. 

- Temporary coverage of the existing skills gap in financial management and opportunities 
for developing local capacity & In-house and on-the-job training to staff with financial 
management responsibilities to eliminate the skills gap 

- Assistance in establishing a professional, ethical and technically competent accounting 
cadre in the Government of Uganda, both centrally and throughout Local Government 


Qualifications: 

The experts must be professionally qualified in accounting with current membership in a 
professional body that is a member of International Federation of Accountants. Current 
knowledge in International Accounting Standards (IAS) International Public Sector Accounting 
Standards and IMF's Government Financial Statistics (GFS) reporting requirements is essential. 


A minimum of five (5) years experience in public sector financial management at senior 
management/advisory level is considered a strong advantage. Familiarity with automated 
accounting packages are essential to this assignment. 


Contract Obligations 

The experts will initially be based at the Directorate of Accounts [{MoFPED] for a period of (six) 
months after which they will be deployed to key agencies or sectors within Central and Local 
Goverment. An annual renewable contract to a maximum of three (3) years will be offered to 
successful candidates, Remuneration is commensurate with terms and conditions for consultants 


Deadline of Application: Invitation: 
1700hrs on Friday the 31st August, 2001 Consulting firms/Individuals 


Apply to: The Project Coordinator; EFMPH, Ministry of Finance, 
Planning & Economic Development, Finance Building, 2nd Floor, Room 2.4; 
P.O. Box $147, Kampala, Uganda. 
Tel: 256-41-347 804 Facsimile: 256-41-250 005 
Email: efinp@imul.com; rmuwanga @atricaonline.co.ug, jetidau @ africaonline.co.ug, 
Websil 









: finance.go.ug 


GOVERNMENT OF THE REPUBLIC OF UGANDA 
Ministry of Finance, Planning & Economic Development 
Second Economic and Financial Management Project 


Positions: Professional Accountants (Local Consultants) 


Government intends to recruit at least four (4) Professional Accountants af Uganda nationality 

to assist the Director of Accounts and Financial Management Advisor in creating a culture of 

continuous improvement in Public Sector Financial Management. He/She will: 

1, Provide technical expertise and assistance to the Directorate of Accounts to eliminate 
‘inancial Management operations backlogs. 

Provide capacity building and technical expertise and stance in the development, 

documentation and dissemination of accounting/auditing standards, policies and procedures, 

instructions and guidelines relating to GoU Public Sector Accounting and Financial 

Management reforms and in the implementation phases of the Integrated Financial 

Management System (IFMS) project\. 

Provide technical expertise and assistance to the Director of Accounts in resolving issues 

pertaining to financial management and accounting in the course of implementing the 

Government's financial reforms including capacity building and roll out of the IFMS. 


Qualifications: 

The experts must be professionally qualified in accounting with current membership in a 
professional body that is a member of International Federation of Accountants. Current 
knowledge in International Accounting Standards (IAS); International Public Sector Accounting 
Standards and IMi Government Financial Statistics (GFS) reporting requirements is 
necessary, Knowledge and experience in Financial Management Systems and other automated 
accounting packages is essential to this assignment is considered a strong added advantage. 
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A minimum of five (5) years experience in public sector financial management at senior 
management/advisory level is considered a strong advantage. 


Preference will be given to applicants with Ugandan Nationality, either currently resident in 
Uganda or living abroad. 


Contract Obligations 
The experts will report to the Directorate of Accounts [MoFPED] and will directly be supervised 
by the Financial Management Advisor and facilitated by the EFMPH project office. An annual 
renewable contract to a maximum of three (3) years will be offered to successful candidates. 
Remuneration is commensurate with terms and conditions for local consultants. 

Deadline of Application: Invitation: 

}700hrs on Friday the 31st August, 2001 To Individual Applicants 


Apply to: The Project Coordinator; EFMPH, Ministry of Finance, 
Planning & Economic Development, Finance Building, 2nd Floor, Room 2.4; 
P.O. Box 8147, Kampala, Uganda. 
Tel: 256-41-347 804 Facsimile: 256-41-250 005 
Email: etmp@imul.com; rmuwanga@ africaonline.co.ug: jetiday @africaonline.co. ng: 
Website: finance.go.ug 













































Editor, World Link 


The magazine of the World Economic Forum 


The World Economic Forum is a unique institution that 
provides a platform for the stakeholders of society to address 
the key issues on the global agenda. 


With unparalleled access to global thinkers and policy-makers, 
World Link provides provocative analysis of the trends impacting 
upon business and society. lts contributors include leading 
political, business and academic figures. 


The successful candidate will have a deep interest in international 
business and social issues, editorial and/or journalistic experience, 
and a strong academic background. Based in London, the role 
involves managing a small editorial team and liaising closely with 
the World Economic Forum in Geneva. The position will command 
a competitive employment package. 


Please reply in writing or by fax with a résumé by August 10: 





Christopher Fordham 
World Link Publications Limited 


Nestor House 
Playhouse Yard 
London EC4V 5EX 


Fax +44 20 7779 8727 Please quote reference WLE 


INTERNATIONAL LEADER IN PEACEFUL USES OF NUCLEAR 
TECHNOLOGY SEEKS 


Director, Division of General Services 


The International Atomic Energy Agency, an independent United Nations 
organization serving as a global focal point for nuclear co-operation, is seeking a 
Director for its Division of General Services. This individual will be responsible 
for the management and administration of the general administrative 
services of the Organization, with about 200 staff members and an annual 
budget of US$ 20 million. 


Education and experience required: Advanced university degree in 
administration, business management, finance, economics or civil engineering. At 
least 15 years’ professional experience with no less than 5 at senior management 
level in procurement or engineering as well as financial management in an 
international or large commercial organization. 

Knowledge, skills and abilities required: Knowledge in the use of computers. 
Excellent oral and written communication skills. Demonstrated ability to manage 
a large and diverse work force. Fluency in English essential. Knowledge of other 
languages, especially German, desirable. 

Benefits: The IAEA offers a stimulating multicultural environment in the 
beautiful city of Vienna, Austria, with casy access to all the attractions of central 
Europe. Benefits for this position include diplomatic status; tax free 
remuneration; rental subsidy; 6 weeks annual vacation; medical insurance 
coverage; a staff retirement plan; full moving coverage for staff member, family, 
and personal effects; additional allowance for installation expenses; assistance with 
finding, housing and schools in Vienna; financial assistance with the education of 
dependent children; and paid travel to the home country for the staff member and 
family every other year. 

Applicants should send their curriculum vitae before 20 August 2001, 
quoting the vacancy notice no. 2001/047, to: Division of Personnel - 
International Atomic Energy Agency - Wagramerstrasse 5 - P.O. Box 100 - A- 
1400 Vienna, Austria. (see details on bitp://www.iaea.org/worldatont/ Jobs) 









INTERNATIONAL ATOMIC ENERGY AGENCY 
Our Goal: to facilitate the safe contribution of nuclear technologies to 
peace, health and prosperity throughout the world, while ensuring that 

no technology or material under aur oversight ar provided with oir. 

assistance is used to further any military purpose. 
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International 
Monetary Fund 





For its headquarters in Washington, D.C. (USA), 


the International Monetary Fund (IMF) is seeking: 
Director, African Department 


The International Monetary Fund, an international organization 
with a diverse staff — men and women drawn from over 120 
countries —— has an opening for the position of Director of its 
African Department. 


The Director of the African Department holds the top position 
overseeing the IMF's relations with 44 of its Sub-Saharan Africa 
member countries. The Director works under the overall guid- 
ance of the Managing Director and in close collaboration with 
other members of the Fund's top management team, and 

is responsible for providing strong intellectual leadership and 
strategic vision in planning, managing, and supervising the 
work of the approximately 200 staff members of the depart- 
ment. The Director will also be responsible for further develop- 
ing the Fund's strategy in Africa, 


The African Department's primary functions are: to advise 
management and the Executive Board on matters concerning 
the economies and economic policies of all 44 Sub-Saharan 
Africa member countries; to provide macroeconomic policy 
advice to these countries; and to implernent Fund policies with 
respect to these countries, aimed at promoting and preserving 
macroeconomic stability, and improving the conditions for 
sustained economic growth. 


The African Department carries out its responsibilities by: 


* Keeping abreast of, and advising on, economic, financial, and 
political developments in the countries within its area. 


* Conducting the Fund's business with these countries through 
periodic consultations with the individual member countries, 
the negotiation and documentation of programs involving 
possible access to Fund credit or loans, and the review of 

' performance under these programs. 


* Playing a leading role in the formulation of Fund positions 
vis-a-vis these countries in such matters as the Fund's 
monitoring and assessment of their economies, remedial 
economic policies, and access to Fund loans. 


Further details about the role and function 
of the IMF are provided on its Web site: 


http://www.imt org 


* Coordinating technical assistance to member countries, 
and, in a few cases, participating directly in technical 
assistance projects. 


e Assisting member countries in the formulation of strategies 
for poverty reduction and economic programs supported by 
the Fund's Poverty Reduction and Growth Facility. 


* Participating in multilateral debt relief activities, particularly 
the enhanced Initiative for Heavily indebted Poor Countries, 


* Collaborating with the World Bank, other multilateral 
institutions and bilateral agencies, and regional organizations 
in Africa. 


* Consulting with official and private creditors on the financing 
of economic programs and the rescheduling of external debt 
service of member countries. 


Requirements: 

Applicants should have at least 15-20 years of extensive and 
strong operational and policy background in macroeconomic 
management. Substantial African experience is highly desir- 
able. The successful candidate must have high-level experience 
in supervising the work of others, and a demonstrated track 
record in strategic thinking, organizing and delegating work, 
and staff management. The successful candidate must also 
have a proven record as a team player and the ability to work 
effectively in a collegial environment. A strong commitment to 
the overall mandate of the Fund is important. Strong commu- 
nications skills are required, and an excellent command of both 
English and French is strongly preferred. 

To Apply: 

interested candidates from a wide variety of countries 

are encouraged to appiy online, by August 20, 2001, at: 
www.imf.org/recruitment. Please make explicit reference to 
Vacancy No. R012838, with a clear indication of a telephone/ 
fax number or e-mail address where you can be contacted. 














MADAGASCAR 


Tanindrazana Fahafahana - Fandrosoana 


MINISTRY OF PRIVATE SECTOR 
DEVELOPMENT AND PRIVATISATION 


PRIVATISATION COMMITTEE 
Privatisation of TELECOM MALAGASY S.A. 


Tender Announcement 


The proposed transaction: 


The Republic of Madagascar is offering investors the opportunity to 
acquire, through an open international tender, a 70% stake in TELECOM 
MALAGASY SA (“TELMA”) which comprises a 36% shareholding 
from Government and an additional 34% shareholding as described 
below. 


France Cables et Radio (“FCR”), a subsidiary of France Telecom, 
currently holds 34% of the shares of TELMA. In the event that FCR is 
not a part of the successful bidder, FCR has committed to sell its entire 
34% shareholding in TELMA to the successful bidder at the same price 
at which Government’s shares are sold. 


The tender includes the granting to TELMA of licenses to operate fixed 
telephony, mobile GSM 1800 and VSAT services. 


Summary of the privatisation strategy: 


The shares in TELMA will be offered to a consortium of investors 
comprising one or more companies and/or individuals of Malagasy 
nationality. A telecommunications operator of international stature, 
which will assume management and operational control of TELMA, 
must lead the consortium and must beneficially hold a minimum of 34% 
of TELMA’s share capital. 


Within the consortium, the shareholding of one or all of the intemational 
foreign investor(s) must not exceed 49% of TELMA’s share capital. The 
beneficial shareholding of Malagasy nationals must be a minimum of 
15% of TELMA's share capital. One or more Malagasy established 
companies of any nationality could then hold the balance of the shares. 


Summary of the investment opportunity: 


TELMA is the principal telecommunications operator in Madagascar, 
operating around 58,000 fixed lines. TELMA’s fiscal 2000 financial 
results, as certified by its local auditors according to the IFAC 


international auditing standards and the Malagasy General Accounting 
Plan of 1987, indicate positive results with turnover of 377.8 billion 
FMG (US$ 57.7 million) and a net profit of 36.3 billion FMG 
(US$5.5 million). 


TELMA holds 51% of the share capital of Data Telecom Service 
S.A.R.L (“DTS”), a supplier of data transmission services and: the 
leading Internet Service Provider in Madagascar, and 34% of the share 
capital of Samen Cellular Madagascar S.A. (“SACEL”), one of the four 
national mobile telephone operators. 





Participation in the tender process: 


Investors interested in participating in the tender process must. first 
register. To register, investors must pay a non-refundable registration fee 
of US$ 5,000 or FMG 32,500,000 or FRF 35,000 and sign and return a 
confidentiality agreement, which may be obtained from the Privatisation 
Committee at the address provided below. 


Registered investors will then receive the formal Tender Documents 
comprising an Information Memorandum and the Tender Rules with 
their respective annexes. 


Submission and opening of offers: 


Offers must reach the “Secrétariat Technique à la Privatisation”, in 
Antananarivo, Madagascar at the latest on Friday 26 October 2001 at 
14:00 hours local time. Offers will be opened in public at 15:00. hours 
local time. 


Contacts and information: 


A consortium led by HSBC Investment Services (Africa) (Pty) Limited 
has been retained by the Government as advisors in respect of the 
privatisation of TELMA. Interested parties wishing to receive additional 
information in respect of this tender can write to one of the following 
addresses: 


Comité de Privatisation 
Secrétariat Technique à la Privatisation Immeuble FIARO, Zone II ler étage, Ampefiloha — 101 Antananarivo MADAGASCAR 
Attn : Mr. Norbert RAZANAKOTO E-mail : magpriv@dts.mg Fax : +261-20-22-601-38 


HSBC Investment Services (Africa) (Pty) Limited 
Attn : Mr. Jean-Claude RABBAT 
Suite 1212/1213 Hilton Madagascar P.O.Box: 959 - 101 Antananarivo MADAGASCAR 
E-mail : privatelmad@hotmail.com Fax : +261-20-22-260 51 


HSBC 43> 


Antananarivo, 27 June 2001 
The President of the Privatisation Committee 





Special report _ 


Playing games with prosperity 


BRUSSELS, GENEVA AND WASHINGTON, DC 


The world desperately needs to launch a new trade round at Doha in November. It 


is having a struggle to get there 


O LAST week’s protesters at the G8 

summit in Genoa, whether. peaceful 
banner-wavers or violent brick-throwers, 
the World Trade Organisation is the 
power-centre of a global capitalist conspir- 
acy. Some power-centre; some conspiracy. 
The wro’s headquarters in Geneva is a 
nondescript concrete building, with large 
rolls of lurid orange carpet stacked just in- 
side the visitors’ entrance, and a courtyard 
overgrown with grass. It feels a bit like a 
quiet, slightly cash-strapped university in 
some mid-sized European city. 

With a staff of 530 and a budget of 
$78m, about half what the World Bank 
spends on travel, the wro is the poor rela- 
tion among international organisations. 
But it is the centre of negotiations that 
could have a far bigger impact on global 
prosperity than any decision made in 
more imposing buildings. For it is largely 
through negotiations in Geneva that the 
WTO’s 142 member countries are ham- 
mering out the terms of a new global trade 
round that will, with luck, be launched in 
Doha, the capital of Qatar, in November. 
By then, just to make things easier, China 
will probably be in the party too. 

Over the past half-century, successive 
rounds of multilateral trade negotiations~ 
including the Kennedy, Tokyo and Uru- 
guay rounds~have transformed the land- 
scape of global trade. They reduced tariffs 
and other barriers to trade and, in 1994, 
created the wTO as a permanent forum 
for trade negotiations and a body that 


could rule on trade disputes. But the most 
recent attempt to launch a new trade 
round, in Seattle in December 1999, ended 
in disaster. Gridlock between rich and 
poor countries about the agenda was set 
against a background of massive, at times 
violent, street protest. For anti-globalisa- 
tion demonstrators, Seattle marked the be- 
ginning of a crusade that has now been 
carried to the streets of Genoa. It has cast a 
long shadow over the wTo. 

Indeed, few believe the organisation 
could easily survive another failure in 
Doha. It would “go into hibernation”, says 
one Geneva official, and the multilateral 
trading system might wither. No doubt 
trade deals would still be made, but they 
would be bilateral and regional in scope, 
like the proposed Free-Trade Area of the 
Americas or the web of bilateral deals that 
is being woven in Asia. 

Whatever the merits of regionalism, it 
is no substitute for global trade talks. An 
increasingly interconnected world needs 
trade rules that are global in scope; many 
areas where protectionist barriers need 
tearing down, notably agriculture, can be 
seriously tackled only ona global basis. Al- 
though the world’s big economies could 
perhaps live with regionalism, scores of 
other countries, especially in the develop- 
ing world, would be left out. And without 
the cover of a new trade round, a string of 
bilateral trade disputes between the Amer- 
icans and Europeans—including America’s 
use of anti-dumping laws over steel, and 


-The Economist July 28th 2001 a 





its tax subsidies for exporters~could 
quickly degenerate into an all-out trade 
war. For the time being, these disputes are 
being toned down by the top negotiators 
on each side because they do not want 
them to overshadow Doha. 

In short, the stakes at Doha are high. But 
with less than four months to go, the 
wTo’s members are far from agreement 
on what a new trade round should be 
about. In previous rounds, the agenda for 
global trade talks was basically hammered 
out by America and Europe and presented 
to other countries as a done deal. This 
time, America and Europe began with fun- 
damentally different priorities and visions 
and, though they are inching closer, they 
cannot yet agree. Agreement is made 
harder because the Bush administration 
has yet to win fast-track authority for trade 
talks from Congress. Besides, even if the 
EU and America reach perfect harmony, 
this is no longer enough. Many poor coun- 
tries feel they were short-changed by the 
Uruguay Round, and they are not sure that 
more free trade will do them any good. 

On July 30th, Mike Moore, the wTo’s 
chain-smoking, plain-speaking director- 
general, will issue a public progress report. >» 











+ Underneath the encouraging language, his 
“reality check” will make a simple point. 
Launching a new round will require com- 
promises on what a new round should in- 
clude, by many countries and on several is- 
sues. And the shape of those compromises 
must become clear soon—or the round 
may not be launched at all. 








Narrow or broad? 

At the end of the Uruguay Round, some 
items, started but not finished, were prom- 
ised a place on the agenda for the next 
round. They include liberalisation of trade 
in agriculture and services. The narrowest 
view of a new trade round, as favoured at 
first by the Americans, would include 
these two, plus some commitments to cut 
remaining tariffs on industrial goods anda 
few relatively easy things, such as stream- 
lining customs procedures. 

Such a “narrow” agenda (ambitious, 
though, by the standards of a decade ago) 
would still bring huge economic benefits. 
Recent calculations by Drusilla Brown of 
Tufts University and Alan Deardorff and 
Robert Stern of the University of Michigan 
suggest that reducing tariffs on agricultural 
and industrial products and services by 
33% would give a one-off boost to global 
welfare of just over $600 billion. The Uru- 
guay Round increased it, they reckon, by 
$75 billion. 

Unfortunately, a narrow agenda is po- 
litically tough to deliver. Most services (te- 
lecoms, financial services, legal services, 
and so on) are relatively uncontroversial, 
but farming is an acutely sensitive subject. 
While average tariffs on manufactured 
goods have dropped from 40% to 4% over 
the past 50 years, agricultural tariffs have 
remained at around 40%. Farming remains 
horribly distorted by protection and do- 
mestic subsidies. Rich countries spend 
$300 billion a year supporting their farm- 
ers, as much as the entire national product 
of sub-Saharan Africa. With politicians 
shamefully in hock to the farm lobby, it is 
not surprising that talks on farming have 
never got very far. 

The “Cairns Group” of agricultural ex- 
porting countries, which includes Austra- 
lia and Argentina, wants ambitious com- 
mitments at Doha to tearing down 
barriers, as well as a clear timetable for ty- 
ing up the talks. They want agriculture to 
be treated like any other traded good. The 
Americans publicly call for free trade in 
farming (which would help commodity 
producers), though in fact, as big subsidis- 
ers and protectors of farms, they would 
find real reform very hard. But it is the EU 
and Japan, with lots of small, highly subsi- 
dised and massively inefficient producers, 
that find every step to freer farm trade 
painful. Reform of the Common Agricul- 
tural Policy, and the spectre of EU expan- 
sion into an Eastern Europe filled with 
even more inefficient farms, has made ag- 


‘riculture an easier topic to discuss than it | 


was a decade ago. Yet Pascal Lamy, Eu- 
rope’s top trade negotiator, is categorical. If 
the Doha mandate suggests that agricul- 
ture should be governed only by trade con- 
cerns, “there will be no agreement”. 

In any case, the Eu is unwilling to ac- 
cept a narrow agenda at Doha. It also 
wants negotiations on three “new” areas: 
investment policy, competition policy and 
the environment. The Europeans make 
two arguments, one strategic and one tacti- 
cal. The (plausible) strategic case is that the 
world needs trade rules that go beyond ta- 
riffs, and that rules on competition and in- 
vestment policy are the natural evolution 
of a multilateral trading system in the 21st 
century. The tactical case is that Europe 
needs a broader agenda, so that it can 
make those politically ticklish concessions 
on agriculture. But nobody knows exactly 





what the Europeans want in any of these 
areas, and uncertainty breeds suspicion. 

Both for investment and for compe- 
tition, the Eu talks of defining broad rules 
that would govern the multilateral system. 
Simple competition rules, for instance, 
might include accountability, non-dis- 
crimination and fairness. The Europeans 
want to develop all-embracing principles 
of this sort, not detailed rules, though even 
broad-brush stuff may prove too much for 
other countries to bear. In an effort to 
soothe doubters, the eu has suggested that 
countries could opt out of these agree- 
ments if they did not like them. Usually, 
once countries have signed up to a round, 
they also have to sign up to everything 
agreed at it. 

Although between 30 and 40 countries 
have informally supported the EU’s 


agenda, 





tries worry that these rules will beimpos- 
sible for them to implement. (More than 
half of wro members do not even have 
competition authorities.) Rich countries 
remember the failed efforts to forge a mul- 
tilateral.agreement on investment in the 
OECD several years ago. Robert Zoellick, 
America’s top trade official, says his coun- 
try would “not stand in the way” of a serm- 
sible negotiating approach on investment 
that had widespread support, On compe- 
tition policy, America is less convinced. It 
worries that any multilateral competition 
rules might undermine its domestic laws. 
Its sensitivity on this has been heightened 
by the European Commission’s veto of the 
all-American GeE/Honeywell merger, 
which had been approved by the Ameri- 
can authorities. 


Paler shades of green 

The real sticking-point, for the United 
States and for developing countries, is the 
EU’s obsession with trade and the environ- 
ment. The Europeans say they do not want 
to change the wro’s environmental rules, 
but simply to clarify them. They want to 
know how wTo commitments fit in with 
international environmental treaties, and 
to make sure they can go on with certain 
activities, such as eco-labelling of goods, 
that are driven by concern for the environ- 
ment. They also want to be clear that the 
“precautionary principle’-by which 
countries can protect their citizens from 
perceived risks even when the science is 
uncertain—is allowed by the wo. 

American’s trade negotiators cannot 
understand why Europe is so worried. In 
all the disputes so far that have involved 
environmental issues, they point out, the 
wrTo has ruled in favour of domestic envi- 
ronmental legislation. Evolving case law 
thus suggests that environmental laws 
trump trade. So what is the Europeans’ 
problem? Different legal traditions, to 
some degree. Anglo-Saxons may be happy 
with case law, but politicians in continen- 
tal Europe, where laws are based on a civil 
code, like to write rules in advance. 

The alternative suspicion, widely held 
among developing countries, is thatthe EU 
wants to use environmental issues as a 
back door to protectionism. If Europe is ob- 
liged to lower agricultural trade barriers, it 
will simply keep out food products by find- 
ing some “green” objection to them. 

There may be something to this, but itis 
too cynical. With consumers rattled by va- 
rious animal epidemics and fearful of ge- 
netically modified food, Europe’s politi- 
cians cannot afford to look soft on 
anything to do with food trade. More gen- 
erally, America’s lone stand against a deal 
to rescue the Kyoto treaty on global warm- 
ing has stiffened European convictions 
that they, alone, care about saving the 
world. Mr Lamy says openly that Amer- + 
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> ica’s position on Kyoto has “reverberated 
into the politics of the environment and 
trade negotiations”. Politically, the Europe- 
ans will need to bring back something on 
the environment from Doha. The question 
is whether the rest of the wro can live 
with it. 


Dumping and the poor 

Europe and America are clearly working 
hard to come to an agreement. Messrs 
Lamy and Zoellick are both convinced of 
the benefits of a new round. They have 
known each other a long time and get on 
well, as two marathon-running, worka- 
holic technocrats might be expected to. 
The smart money suggests that they will 
reach a deal. But there is much more to be 
done at Doha: in particular, bringing poor 
countries to the negotiating table. 

` Since Seattle, the wro, and Mr Moore 
in particular, have spent a lot of time re- 
building confidence with developing 
countries. But big areas of conflict remain. 
The most important concern the imple- 
mentation of the Uruguay Round and the 
renegotiation of the wTo’s anti-dumping 
rules. In many areas, poor countries claim 
that the provisions of the Uruguay Round 
need revisiting. On textiles, for example, 
all import quotas are meant to be elimi- 
nated by 2005, but the rich countries have 
so far done little. Elsewhere, poor coun- 
tries want more time to fulfill their Uru- 
guay Round obligations—requirements, 
for example, to get rid of trade-distorting 
investment rules, or to get their customs 
services streamlined. 

Over 100 such proposals have been ta- 
bled. Around half are honest issues of im- 
plementation; the rest are proposals to re- 
negotiate the Uruguay-Round agreements 
to favour poor countries more. The richer 
countries, in particular America, have long 
believed that if you sign up to commit- 
ments at a trade round, these can be re- 
negotiated only in a new round. But a 
band of developing countries that calls it- 
self the “Like-Minded Group”, led by In- 
dia, Pakistan, Egypt and Malaysia, main- 
tains thatno new round should begin until 
these issues have been resolved. 

After endless stalling, agreement seems 
closer. A group of seven neutral countries 
(quickly dubbed the “Magnificent Seven” 
by wTo insiders) divided the implemen- 
tation proposals into those that could be 
agreed before Doha and those that had to 
wait, and the wTo’s top brass produced a 
compromise proposal on July 13th. It left 
out tough issues such as textiles, and was 
deemed inadequate by the Like-Minded 
Group. But most observers reckon it is a 
good basis for negotiation. 

Anti-dumping—in other words, the pro- 
cedure by which a country can slap tariffs 
on goods it reckons are “dumped”, or sold 
below cost—is a much more difficult sub- 
ject. Japan, South Korea and several big de- 


veloping countries want to tighten up the 
WTO’s rules to prevent what they see as 
the protectionist misuse of anti-dumping 
laws. For the United States, however, re- 
forming anti-dumping law is politically 
untouchable. Industrial lobbies that liber- 
ally use such law, especially the steel in- 
dustry, wield enormous power in Con- 
gress. More than 60 senators recently 
wrote to Mr Zoellick, telling him not to 
touch America’s anti-dumping rules. 

This rigid position makes little sense. 
The United States, with the world’s best 
anti-dumping lawyers, is unlikely to lose 
out in any negotiation. It also has some- 
thing to gain: America, after China, is the 
biggest target of anti-dumping actions. 
And as ever more developing countries 
start using anti-dumping rules, that trend 
is likely to continue. 

In 1987, only seven countries started 


anti-dumping investigations. In 1997, 22 
did. Most of the new users are poor coun- 
tries such as India, South Africa and Argen- 
tina. Nonetheless, many developing coun- 
tries are adamant that there must be 
language on anti-dumping at Doha. The 
challenge will be to find wording that Mr 
Zoellick can accept. 

Although they are the biggest, these are 
not the only contentious issues on the 
Doha agenda. Many smaller items, such as 
revising the agreement on trade and intel- 
lectual-property rights and improving the 
way the wTo settles disputes (rich coun- 
tries want deliberations to be public; poor 
countries do not) make reaching agree- 
ment yet harder. 

Even if they worked in a political vac- 
uum, negotiators would find it tricky to 
reconcile all these demands. As it is, poli- 





tics ties their hands. One of the biggest pro- 
blems is the political debate in America 
about fast-track negotiating authority. By 
giving the president fast-track, Congress 
agrees to accept or reject trade deals in 
their entirety. This authority lapsed in 
1994, and President Bill Clinton’s efforts to 
renew it failed. The Bush administration is 
pushing hard for fast track, now renamed 
“trade-promotion authority”. But Con- 
gress is sceptical. 

Even if it passes fast-track, it would 
want to attach strings. These strings may 
weaken Mr Zoellick’s negotiating position, 
or could threaten the round entirely. Tying 
trade to labour standards, for example, 
with sanctions as a threat, is a cause dear to 
unions and many Democrats. There is lit- 
tle risk, with a Republican administration, 
that this demand would reach Doha, but 
every risk that it may gum up the passage 
of fast-track, or even derail it—especially 
now that the Democrats are in charge in 
the Senate. Mr Zoellick does not need fast- 
track to launch a round, but he must have it 
to finish one. Without fast-track, and par- 
ticularly while the bill goes through, Amer- 
ican room for manoeuvre is limited. 

The second, and related, political con- 
straint is that this round has relatively few 
supporters and many loud, public critics. 
Big business, which lobbied heavily for 
previous rounds, is oddly quiet this time. 
In contrast, sceptics and opponents— 
whether brick-throwing anarchists or 
more sensible NGOs—are increasingly 
forthright and effective. 


The perils of consensus 
Lastly, the structure of the wTo itself is a 
handicap. Itis a chaotic forum for talks, de- 
scribed by Mr Moore as “ a parliament 
without parties, whips or standing com- 
mittees; with no speaker and no rules 
about tedious repetition.” Worse, it oper- 
ates by consensus. To get a trade round 
started, all 142 members, or at least a criti- 
cal mass of countries, must be on board. 
No other effective international body 
works this way. In the International Mone- 
tary Fund or the United Nations Security 
Council, for instance, big countries domi- 
nate. Butin the wTo the old rules, that rich 
countries call the shots and poor countries 
follow, no longer work, and no new struc- 
ture has taken their place. As a result, the 
Doha agenda is being inched forward 
through an informal process of lobbying 
and issue-by-issue coalition-building. It is 
like an election campaign, says Mr Lamy. 
The analogy is apt. But this is a cam- 
paign in which everybody could be a win- 
ner. For rich countries there are enormous 
gains to be reaped from more liberalisa- 
tion, particularly in services. Freer trade, 
particularly in agriculture, would do more 
for many poor countries than any amount 
of debt relief. The negotiators preparing 
for Doha had better grasp that fast. m 





Indonesia 


But what will Megawati do? 


JAKARTA 


Indonesia’s most popular leader has at last inherited the top job—along witha 


horrendous bundle of troubles 


URING the election of 1999, Megawati 

Sukarnoputri was studiously careful 
to avoid being explicit about policy. In- 
stead, she exploited her symbolic ap- 
peal—as the daughter of Indonesia’s first 
president, Sukarno; as a victim of its sec- 
ond, Suharto; and as a patriot who vaguely 
promised to heal the country’s wounds. 
That same approach allowed her to appear 
to stand above the fray during Mr Wahid’s 
impeachment. No doubt, Miss Megawati 
will want to remain stately and reserved as 
president too, to project power and pro- 
mote stability. But now that she is in 
charge she will also have to do what she 
has so far avoided: unveil her plans for the 
country’s future. 

The problems she confronts are huge. 
Even the less urgent ones would rattle 
most new presidents elsewhere. More 
than three years after Suharto fell, Indone- 
sia has yet to decide what form of govern- 
ment it wants, other than a vague prefer- 
ence for democracy. It is also devolving 
new powers and responsibilities to ill-pre- 
pared local governments, a step that 
would be perilous for any country, let 
alone an archipelago of 200m people. 

The biggest nightmares facing Miss Me- 
gawati, however, can be grouped under 
two loose headings: the economy and the 
armed forces. In her approach to both, her 
nationalist leanings will warrant concern. 


But each encompasses such a wide array 
of issues that nationalism alone can 
hardly determine her policies. 

Start with the economy. Indonesia’s 
real GDP is still over 10% smaller than be- 
fore Asia’s financial panic began four years 
ago, and is expected to grow only 2.8% this 
year. That is too feeble to overcome Indo- 
nesia’s crippling corporate debts, which 
after years of inaction remain the biggest 
in the region. Neither will it help to tame 
the country’s runaway fiscal deficit, which 
will be difficult to hold below 5% of GDP. 
Miss Megawati also inherits a frosty rela- 
tionship with the 1mr, which has with- 
held assistance for months. 

Her greatest asset in dealing with all 
this is that she is not Mr Wahid. Although 
investors cheered his inauguration 21 
months ago, his erratic statements and 
endless cabinet shuffles buffeted the finan- 
cial markets relentlessly, eventually driv- 
ing the currency down from under 7,000 
rupiah per dollar to over 11,000 at the end 
of his rule. Although investors may even- 
tually cool towards Miss Megawatias well, 
the currency leapt the day she was sworn 
in, as Indonesia looked forward to a little 
less volatility. 

At mid-week, Miss Megawati had yet to 
name her new cabinet. But her advisers 
have been negotiating a power-sharing 
deal for months, and its rough outlines 
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seem encouraging. As Mr Wahid did in his 
original cabinet, she will dole out portfo- 
lios in proportion to each party's standing 
in parliament. But her own PDI-P plans to 
control the main economic posts, to limit 
the infighting that paralysed Mr Wahid’s 
recovery efforts. And whatever her own 
administrative capability, or lack thereof, 
her deliberate way of making decisions 
should lead to less confusion, provided 
she chooses good people. 

In putting together her administration, 
Miss Megawati has a few good economic 
heads to rely on from within her own 
party, including Laksamana Sukardi, 
sacked by Mr Wahid. She has a good team 
of advisers to draw on from outside the 
main parties, and was expected to leave 
one or two existing ministers in place as 
well, to provide continuity. 

Investors will be watching these ap- 
pointments to gauge how Miss Megawati 
is handling her rival parties. The horse- 
trading was evident during the heated bat- 
tle for the vice-presidency, which ended 
on July 26th after three ballots. In the final 
round, Hamzah Haz, the leader of the 
moderately Islamist United Development 
Party, soundly defeated Akbar Tandjung, 
the speaker of parliament and the head of 
Suharto’s old party, Golkar. That spares 
Miss Megawati from having to work 
openly with the symbol of past oppres- 
sion. She can still expect trouble from Gol- 
kar, however, as well as from the 
staunchly Islamist factions that backed Mr 
Haz. Mr Haz himself said two years ago, 
when Mr Wahid pipped Miss Megawati to 
the presidency, thata woman was notfit to 
lead Indonesia. He then ran, unsuccess- 
fully, against her for the vice-presidency. 

Whatever team she puts in place, Miss 
Megawati seems unlikely to press hard for »» 
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> asset sales from the bank-restructuring 
agency, for deep cuts in subsidies, or for re- 
ducing the government's influence over 
small business and agriculture. It is hard to 
be enthusiastic, therefore, about Indone- 
sia’s economic prospects. But if she installs 
a united economic team and gives them 
solid support, her government might at 
least be able to get things moving again. 
Her handling of the armed forces is 
likely to be similarly mixed. Her main ad- 
vantage is her potential for restoring mo- 
rale. The police force, especially, needs a 
boost if it is to rein in vigilantism and eth- 
nic violence. Unfortunately, however, 
Miss Megawati is unlikely to press hard for 
badly needed reforms. Nor does she seem 
inclined to look hard at the armed forces’ 
ugly past. That attitude that could continue 
to complicate relations with America’s 


Sri Lanka 
The Tigers pounce 


COLOMBO 


The separatists strike close to home 


THE early hours of July 24th, snooz- 

ing tourists awaiting their flights at Sri 
Lanka’s only international airport, just 
outside Colombo, awoke to the sound of 
gunfire. Separatist Tamil Tiger rebels had 
audaciously attacked the airport and the 
neighbouring air-force base. When the 
smoke cleared, 13 rebels and five air- 
force staff were dead, and half the fleet 
of Air Lanka, together with eight mili- 
tary planes, had gone up in flames. This 
is a big coup for the rebels, and a huge 
embarrassment for the security forces, 
which failed to get wind of, let alone pre- 
vent, the attack. 

Itis also bad news for the country’s 
already battered economy. The direct 
damage has been estimated at $350m, 
but the indirect consequences will be 
much more than that. The fresh surge of 
violence, the adverse publicity and the 
physical damage to the airport will se- 
verely undermine tourism—a crucial 





Congress, despite the Bush administra- 
tion’s readiness to work with her. Most 
worrying of all, Miss Megawati is likely to 
take a harder line towards separatists in 
Aceh and Irian Jaya, making any lasting 
solution even harder to achieve. 

Still, only a month ago it seemed as 
though Miss Megawati’s greatest difficulty 
would be to take power without wide- 
spread violence. This week’s transfer, in 
the event, was remarkably peaceful. And 
though still voicing his defiance, claiming 
that Indonesia will be “looted” by the new 
government, Mr Wahid implicitly acqui- 
esced in the change on July 26th, leaving 
the presidential palace and travelling to 
America, ostensibly for health reasons. 
After such a smooth transition, Miss Mega- 
wati is entitled to feel relieved, whatever 
troubles lie ahead. = 


source of foreign exchange that had re- 
cently picked up. Sri Lanka’s risk rating is 
likely to be downgraded, while foreign 
investors and fund managers will think 
harder before investing in the country. 

The attack also strikes a deadly blow 
to an already faltering peace effort aimed 
at ending the 18-year civil war. Retalia- 
tory air strikes were at once ordered 
against Tiger positions in the north of 
the country. Until now, President Chan- 
drika Kumaratunga’s strategy has been 
to push for a military solution while 
contemplating a constitutional reform 
that would provide the Tamil minority 
with more autonomy in the north and 
east of the country. Despite its large mili- 
tary superiority, however, the govern- 
ment has been unable to crush the Tamil 
rebels, while Norway’s peace-broking at- 
tempts have foundered. Prospects for 
any kind of reconciliation now look 
more distant than ever. 
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The price of fame 


TOKYO 
The opposition parties have struggled 
in their campaigns 
[E IS women’s day for the candidates and 
supporters of Japan's biggest opposition 
party, the Democrats, and the campaign 
bus is out in Ginza, a posh Tokyo shopping 
district. On the open upper deck, Miyuki 
Hatoyama, wife of Yukio, the party leader, 
gives a punchy speech. The banners un- 
furl, the all-female brass band begins to 
play and, in the sweltering heat, Mrs Ha- 
toyama starts to dance. 

The campaign for the election to the up- 
per house of parliament on July 29th has 
been taxing for Japan’s opposition parties. 
Only three months ago, they were contem- 
plating the real possibility of seizing 
power from the ruling Liberal Democratic 
Party, for only the second time since the 
LDP was founded in 1955. The opposition 
parties had agreed on their tactics: win 
control of the upper house, block all legis- 
lation (only the budget and foreign-policy 
legislation can be enacted without the ap- 
proval of both houses of parliament), force 
a general election and remove the LDP 
from office. In those three months, how- 
ever, Junichiro Koizumi, the Lppr’s new 
leader, has pulled off a remarkable rever- 
sal of fortune. 

It has not all been one way. As cam- 
paigning drew to a close this week, the 
signs were that Mr Koizumi’s extraordi- 
nary popularity was at last beginning to 
flag. On his return from Europe, where he 
had wrestled with the G8 summit and the 
Bonn meeting on global warming, Mr Koi- 
zumi was greeted with more bad econ- 
omic news. On July 23rd the stockmarket 
hit a16-year low. 

The wounds do not appear mortal, 
however. The latest opinion polls still put 
the cabinet’s approval ratings at over 70%, 
up from the single digits it enjoyed before 
Mr Koizumi took charge. Even among the 
Democrats’ supporters, over half say they 
support Mr Koizumi. With their cameras 
and their flags, the voters have come in 
their tens of thousands to hear Japan's ce- 
lebrity prime minister speak. The opposi- 
tion has tried to pick its targets carefully: 
global warming, a controversial visit to a 
nationalist shrine and the unequal place 
of women in society. But none of these 
looks like a big vote-winner, and the gov- 
ernment’s equivocation on the Kyoto pro- 
tocol ended with a compromise in Bonn 
that should please voters. 

Mr Koizumi already has a record five 
women in his 18-member cabinet, includ- 
ing his entertaining foreign minister, Ma- >> 





» kiko Tanaka. The Democrats, by contrast, 
look more than a bit old-fashioned. Mrs 
Hatoyama is not standing for office. As a 
good party wife, she is campaigning for 
the Democrats’ Tokyo candidate, Kan Su- 
zuki—who happens to be aman. 

The real question is how Mr Koizumi’s 
popularity translates into votes for the 
LDP. His proposition to the voters is ad- 
mirably clear, but it is by no means 
straightforward. Vote for me, says Mr Koi- 
zumi, and you will give me the mandate to 
reform my party, from top to bottom. Yet to 
retain power, he needs not just personal 
popularity, but a convincing majority in 
parliament. And that means getting LDP 
members elected. 

Unfortunately for Mr Koizumi, the 
LDP’s candidates hardly suggest the party 
is changing. Of the 75 hopefuls, 19 are for- 
mer bureaucrats and 53 have made public 
their factional loyalties, despite Mr Koi- 
zumi’s plea for all candidates to abandon 
the Lpp’s faction system, which gets the 
blame for some of the party's most back- 
ward habits. Among those standing for the 
LDP is a candidate supported by Taijuno- 
kai, a powerful lobby group that protects 
the many privileges of the publicly-owned 
post office and its workers. Mr Koizumi is 
quite insistent about the post office: he 
wants to break its power over the party 
and privatise it. 

In fairness, Mr Koizumi could not have 
done much about these awkwardnesses. 
Most of the Lpp’s candidates were picked 
before he took over. But the broader point 
remains. If the voters return politicians 
like the Taijunokai candidate, the LDP 
could claim it has a mandate to ditch Mr 
Koizumi and all his proposals for change. 

Faced with Mr Koizumi’s daunting 
popularity, however, the opposition 
seems to have given up on the niceties of 
political debate. The LDP, say the Demo- 
crats, is taking the country for yet another 
ride, handing out Koizumi posters and 
pendants and t-shirts simply soit can cling 
to power. At the Democrats’ rally, Mrs Ha- 
toyama does her best, but the crowds are 
thin. Most, it turns out, have come to watch 
the famous Mullion building clock strike 
the hour. The real star is elsewhere. m 


I Hanging by a thread 
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India 
A leader in 
waiting 


DELHI 


India’s hardline home minister, 
L.K. Advani, is growing stronger 


ERVEZ MUSHARRAF, the self-styled 

president of Pakistan, is widely seen in 
India as having got the better of Atal Be- 
hari Vajpayee, the prime minister, at this 
month’s summit in Agra. He almost got 
him to sign a draft declaration that omitted 
all reference to Pakistani-sponsored cross- 
border terrorism in Kashmir. Lal Krishna 
Advani, India’s home minister, is winning 
plaudits as the man reputed to have killed 
the draft. As a result, the nationalist wing 
of the ruling Bharatiya Janata Party (BJP) 
now looks more than ever to Mr Advani to 
uphold its traditional values, which it feels 
are being eroded by the liberal wing 
headed by Mr Vajpayee. 

Many in the party want Mr Advani to 
be made deputy prime minister. He is 
younger than Mr Vajpayee and in better 
health. Mr Vajpayee has looked bemused 
at recent public meetings: on one occasion 
he could not remember the name of his 
own foreign minister and had to be 
prompted. Though he looks likely to serve 
out the remaining three years of his cur- 
rent term, Mr Advani may well take over 
after that. That could mean a hardening of 
policy towards Pakistan. 

Mr Advani was born in 1929 in Karachi, 
now part of Pakistan. In his youth, he be- 
came the local head of the Rashtriya 
Swayamsevak Sangh (rss), a Hindu- 
nationalist organisation that later gave 
birth to the BJP. In1990 he undertook a car- 
riage ride through India to galvanise 
Hindu opinion in favour of pulling downa 
mosque at Ayodhya, and erecting in its 
place a temple to the Hindu god Ram. 

The enthusiasm he generated enabled 
the party to win 120 seats in the 1991 elec- 
tion, and come within striking distance of 
power for the first time. But most Hindus 
were repelled by the destruction of the 
mosque in 1992. They voted the BJP out of 
power in three major north Indian states 
in the 1993 state elections, including Uttar 
Pradesh, the state in which Ayodhya lies. 
This showed that, though extremism had 
enabled the pyr to achieve critical mass, it 
had also become an obstacle to it attaining 
power in New Delhi. 

At that point Mr Vajpayee’s liberalism 
came to its rescue. He too had been a mem- 
ber of the rss in his youth. But he had con- 
sistently opposed the destruction of the 
mosque at Ayodhya. He saw that the party 
could never come to power purely on the 
back of Hindu extremism: it needed to ex- 
ploit other causes too. The rss criticised 





Advani, man of saffron 


this as dilution of the party ethos; Mr Vaj- 
payee called it evolution. His tactics en- 
abled him to cobble together a coalition 
government in 1998 and again in 1999. 

The Rss now looks to Mr Advani to re- 
store its old influence. Many observers 
have speculated that the sype will at some 
point split, with the liberals and Hindu- 
nationalists going in separate directions. 
But the very fact that Mr Advani is now the 
heir-apparent gives hope to the disgrun- 
tled. They now plan to take control of the 
party from within. m 


America and Asia 


Travelling 
hopefully 


China and America are engaged ina 
love-in 


E MAY have taken him a while to get to 
what is, after all, home to half the 
world’s population, but Colin Powell, 
America’s secretary of state, was being 
given the full tour this week, After a brisk 
canter through Tokyo’s government dis- 
trict, slightly strained by the fact that Japan 
had just left America isolated 178-1 by 
agreeing to the Kyoto Protocol, he was on 
his way to Vietnam, for the first time since 
he was there fighting the communists. 
Then it was off to South Korea fol- 
lowed, on July 28th, by what was to be the 
meaty part of the voyage: a trip to Beijing, 
to prepare the ground for President George 
Bush’s visit to Shanghai in October, the 
first American-Chinese summit of the new 
presidency. No doubt Mr Bush will find it 
politic to be a little less gushing in his as- 
sessment of Jiang Zemin, China’s presi- 
dent, than he has been about Russia’s 
Vladimir Putin. But there will be no dis- 
guising, in October or this weekend, the 


fact that Chinese-American relations have »» 
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> lately taken a sharp turn for the better. 

Usually, incoming American presi- 
dents take a while to stop bashing China 
and start engaging it. With Mr Bush, that 
period has been notably brief. The spy- 
plane drama of April had the effect of 
knocking heads together right at the start, 
and placed China in the gratifying position 
of being treated as an equal by the world’s 
hyperpower. 

Since then, relations have grown ever 
warmer. The United States declined to sell 
Taiwan the most advanced weaponry on 
its wish-list; work on China’s entry to the 
World Trade Organisation has intensified, 
with full American support; China was de- 
lighted that neither the administration nor 
Congress attempted to block its successful 
campaign to win the 2008 Olympics 
Games. Mr Bush and Mr Jiang have even 
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had a cordial telephone chat. 

Plenty of pitfalls lie ahead, of course. 
One large one comes in the shape of mis- 
sile defences. In Chinese eyes, plans to de- 
ploy a system that could knock out a lim- 
ited number of incoming warheads are 
aimed at China just as much as at North 
Korea, and Mr Powell is certain to be lec- 
tured on the subject. China’s large trade 
surplus with Americais another perennial 
problem, as are human rights, especially 
this year, the 50th anniversary of Tibet's 
annexation. China attempted to smooth 
matters over by releasing three academics 
with American ties, all accused of espio- 
nage, just ahead of Mr Powell's arrival. 
This was a good example of how effi- 
ciently all differences are being brushed 
under the carpet—at least until the October 
summitis out of the way. m 





China and Taiwan 


Business trumps politics 


KUNSHAN 


China’s best hope for Taiwan is to wait patiently and welcome its business 


ALF a century ago, Kunshan was a bat- 

tlefield. In the final months of China's 
civil war, communist forces destroyed a 
force of some 2,000 demoralised Kuomin- 
tang troops there as they swept through 
the disease-ridden rural county about 
55km (35 miles) west of Shanghai. Now 
Taiwanese electronics firms—the mainstay 
of the island’s economy—are racing to 
move their production lines to Kunshan, 
carpeting its farmland with high technol- 
ogy factories. 

Despite the occasional outburst of bel- 
licose language from Beijing, and ritual 
military manoeuvres in the Taiwan Strait, 
China is concentrating on wooing the is- 
land’s business people. It knows that high 
production costs in Taiwan are forcing the 
island’s manufacturers to move elsewhere 
to stay competitive. The Chinese mainland 
is the obvious choice, with its vast poten- 
tial market, cheap labour and cultural 
similarities. Last year Taiwanese govern- 
ment-approved investment in China 
soared by 108% to $2.54 billion. This was 
despite the freeze in political relations 
caused by the election to the Taiwanese 
presidency in March of Chen Shui-bian, a 
man detested by China because of his lack 
of enthusiasm for reunification. In the first 
half of this year, investment has grown by 
nearly 24% compared with the same per- 
iod last year, with half of the money going 
into high-tech industries. Gone are the 
days when Taiwan saw China as little 
more than a place to make shoes and toys. 

Taiwanese investment has shifted 


away from Guangdong and Fujian prov- 
inces in the south. Now it is mainly flow- 
ing into Shanghai and other parts of the 
Yangtze river delta, where technology 
workers are easier to find and transport to 
foreign and domestic markets is conve- 
nient. Kunshan is a striking example of this 
migration. More than 900 Taiwanese busi- 
nesses have set up operations there, pledg- 
ing investment worth over $5.4 billion, 
which is about a tenth of all the contracted 
Taiwanese investment in China according 
to China’s figures. Many prefer Kunshan to 


Shanghai's bright lights attract Taiwanese moths 
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the nearby cities of Shanghai and Suzhou 
because of its lower labour costs and less 
cumbersome bureaucracy. “People joke 
that Kunshan would be a ghost town if the 
Taiwanese pulled out,” says Ke Chang- 
Sheng, a Taiwanese manager at a huge, 
newly built, factory making displays for 
mobile telephones. 

Taiwanese companies and business- 
men account for over half of Kunshan’s 
foreign investment. Kunshan has Taiwan- 
ese-style coffee shops, Taiwanese restau- 
rants and pedlars selling bing lang, the 
mildly narcotic betel nut beloved of some 
Taiwanese men. Later this year it will open 
a school for Taiwanese children, free of 
communist indoctrination. Kunshan’s lux- 
ury villa compounds are full of Taiwanese. 
The malaria, snail fever, cholera and other 
diseases that once ravaged the area are 
now a distant memory. The bright lights 
and racy night life of Shanghai—itself now 
home to an estimated 200,000 Taiwan- 
ese—are a short drive away. 

As for politics, China’s policy is one of 
“don’t ask, don’t tell.” Taiwanese business- 
men in Kunshan say officials they meet do 
not try to discover whether they support 
President Chen. The businessmen, in turn, 
are usually careful not to get publicly in- 
volved in debates about the politically and 
emotionally charged issue of reunifica- 
tion. China knows that no matter what the 
political background of Taiwanese inves- 
tors, all of them want the Taiwanese gov- 
ernment to lift its restrictions on economic 
dealings with the mainland (such as the 
$50m ceiling on investment projects). They 
also want an end to the five-decades-plus 
ban on direct transport links between 
China and the main island of Taiwan. So 
does China. “The later you leave it, the 
worse it will be for Taiwan,” says Cho You 
Haw, the manager of another Taiwanese 
factory in Kunshan. m 
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Social policy 


At last, good news on the family 


(probably) 


WASHINGTON, DC 


Is the nuclear family at last starting to recover? A guide to the twists and turns of a 
heated debate that stretches from welfare reform to a new contraceptive 


Fer years, the condition of the family 
has produced some of the most ago- 
nised and despondent debates to be heard 
in America. The statistics of fragmentation 
have been simple, compelling and, it 
seems, irreversible. The proportion of chil- 
dren born out of wedlock rose from 18% in 
1980 to 33% in 1999. The share of house- 
holds made up of two parents and their 
children—the traditional nuclear family— 
fell from 45% in 1960 to only 23.5% in 2000, 
the first time the proportion has dropped 
below a quarter. 

This decline has partly been caused by 
young singles moving out of the nest. Even 
so, the general rise of single-parent house- 
holds has been of more than sociological 
interest. Some 42% of single-mother 
households are poor, compared with 8% 
of households with married parents. 

Marriage (or the lack of it) is a better 
predictor of poverty than race or unem- 
ployment. And, since children of single 
mothers themselves tend to have children 
outside marriage, the prediction can 
glumly go on being made. So any evidence 
of improvement would be good news for 
what is arguably America’s worst social 
problem—the bleak “marriage divide” that 
separates richer, better educated, married 
couples from poorer and worse educated 
single-parent families. 

Does such evidence exist? The debate 
began in April this year, when the Census 


Bureau released an optimistic study. Ac- 
cording to the bureau’s figures, the percent- 
age of American children living with their 
married biological parents had jumped 
from 51% in 1991 to 56% in 1996. “The nu- 
clear family rebounds,” the bureau cried. 

Wrongly. The rebound turned out to be 
a Statistical artefact, resulting from an in- 
crease in the number of children living 
with step-parents or adoptive parents (up 
from 4.5m to 5.2m) and from the bureau’s 
definition of a “nuclear family”. A two-par- 
ents-and-children family stops being “nu- 
clear” if grandpa or grandma happens to 
live with the youngsters. During the 1990s, 
rising incomes and continued medical ad- 
vances allowed more grandparents to live 
longer on their own, producing an appar- 
ent rise in the number of nuclear families 
with children. If the economy stays slug- 
gish for a while, the grandparents may 
well start moving in with junior again, pro- 
ducing an apparent fall in the number of 
two-parent families (strictly defined). But 
of course there has been no real change, 
since this says nothing about the number 
of children under 18 living with their bio- 
logical parents. 

David Blankenhorn of the Institute for 
American Values, who worked that out, 
says that the share of all children living 
with their biological parents remained un- 
changed between 1991 and 1996, at 62%. 
And if you look at households with chil- 
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dren (as opposed to families), the share 
made up by married couples actually fell 
from 76% to 72% during the 1990s. So the re- 
bound story looks wrong. 

Or was it? Two months later, a study by 
researchers at the Centre for Budget and 
Policy Priorities found better news. “The 
proportion of children younger than 18 liv- 
ing with a single mother”, write Allen Du- 
pree and Wendell Primus, “declined from 
19.9% [in 1995] to 18.4% lin 2000]—a statisti- 
cally significant drop.” This was all the 
more striking because the number of chil- 
dren in single-parent families had in- 
creased every year from 1960 until 1995. 

The decline was biggest among low-in- 
come groups and among blacks. Messrs 
Dupree and Primus found that among 
those living on less than double the (rock- 
bottom) poverty level, the share of chil- 
dren with single mothers fell from 34.2% in 
1995 to 32.8% in 2000. However, this may 
not be the result of any revival in marriage. 
The share of children living with married 
parents continued to fall, albeit more 
slowly in the late 1990s than in the late 
1980s. It may have chiefly reflected an in- 
crease in cohabitation—which is not neces- 
sarily a good thing. 

A recent study by the Urban Institute, a 
Washington think-tank, found that co- 
habitation is worse than single mother- 
hood for white and Latino children, and 
no better for blacks. Presumably, as the ste- 
reotype has it, the new boyfriend moves 
in, beats up the mother, molests the kids 
and gets thrown out. 

Among blacks, however, the decline in 
single-family households was attributable 
to a recovery in the popularity of mar- 
riage. The proportion of black children liv- 
ing with their married parents rose 
strongly, from 35% in 1995 to 39% in 2000. 
The improvement came across the board. >» 





For the first time in decades, nearly as 
many black children are now living with 
two parents as with single mothers. 

So the findings of Messrs Primus and 
Dupree are significant. They suggest that 
the remorseless rise in single-parent fam- 
ilies that has defined the American social 
landscape for decades has relaxed, and the 
line may even be turning down. 

This has contributed to another piece 
of good news: the proportion of American 
children living below the poverty 
line—16% in 1999—is the lowest in two de- 
cades. Mickey Kaus, a writer on welfare re- 
form, argues that the improvements may 
well be attributable to the welfare reforms 
of 1996. These made marriage an explicit 
policy goal, rewarded states that lowered 
out-of-wedlock births, and created disin- 
centives to single mothers on welfare. 


Hacking through the statistics 

Clearly, then, something is happening. But 
what, exactly? Messrs Primus and Dupree 
are careful to talk only of a declining share 
of children living with single mothers. 
That could mean there are simply fewer 
single-parent families. But, as Douglas 
Besharov of the American Enterprise Insti- 
tute points out, it could also mean that the 
same (or even a rising) number of single- 
parent families are having fewer children. 
Instead of a typical single-parent family 
having two or three children, as in 1990, 
perhaps it now has one or two. 

The family size of single-parent house- 
holds has indeed fallen to an average of 
1.64 members in the new 2000 census, 
compared with an average of 1.8 in 1980. 
And if you look at the absolute number of 
black children living with an unmarried 
mother (not just the share of the total), it 
rose faster between 1990 and 1998 than 
did the number living with both parents. 
This seems to confirm that a fall in family 
size may be the explanation. 

On the other hand, most of the decline 
in family size took place in the 1980s, so 
that cannot account for the good news in 
the late 1990s (the biggest changes in the 
trends identified by Messrs Primus and 
Dupree occurred after 1998). And now, 
says Mr Dupree, the first findings from 
new research suggest that the number of 
people in households with single mothers 
is rising faster than in other families. 

On balance, it seems safest to conclude 
that both things have changed. Marriage is 
making something of a comeback; and sin- 
gle mothers are choosing to have fewer 
children. The reason for the second fact 
may have less to do with welfare reform or 
social mores than the availability of a rela- 
tively new contraceptive. 

The problem with the pill is that poorer 
American women often do not bother to 
take it every day. But for the past decade 
they have had access to an injectable con- 
traceptive called Depo-Provera, which 


Teenage morality 
Condom sense 


CHICAGO 


Teenagers are behaving alittle better, too 


T least some anxious parents can put 
Aiwa their shotguns. Alongside the 
good news about the family comes evi- 
dence that American teenagers are get- 
ting pregnant less often. The birth rate 
for women aged from 15 to 19 fell by 20% 
between 1991 and 1999, according to the 
National Centre for Health Statistics 
(NCHS). The abortion rate for these teen- 
age women fell 27% over roughly the 
same period. 

Most teenage pregnancies are un- 
planned; now these accidents are hap- 
pening less often. The pregnancy rate for 
15-19-year-olds fell 21% from its 1990 
peak of 117 per 1,000 in 1990 to 93 per 
1,000 in 1997, the last year for which 
data are available. (The pregnancy rate 
for all American women fell 10% in the 
1990s, though the rate for women over 
30 went up slightly.) 

Why have randy teens become more 
responsible? Researchers at the Alan 
Guttmacher Institute attribute three- 
quarters of the drop in teenage pregnan- 
cies to improved contraceptive use and a 
quarter to delayed sexual activity. 

The former chiefly refers to the use of 
Depo-Provera and other injectable con- 
traceptives among and greater con- 
dom use by boys. This is partly caused 
by fear of arps and other sexually trans- 
mitted diseases. The delayed sexual ac- 
tivity is harder to explain. The 
proliferation of programmes to change 
attitudes towards premarital sex and 
childbearing must have helped. Two big- 
ger factors are probably welfare reform, 
which has made life tougher for single 
mothers, and the booming economy, 


they need take only once every three 
months. In 1995 (the latest year for which 
figures are available), 3% of women taking 
contraceptives used this method; but the 
figures were higher for blacks (7%), teen- 
agers (9%) and especially black teenagers 
(24%). Anecdotal evidence suggests that all 
these figures have risen since 1995. And 
Jackie Darroch, the director of research at 
the Alan Guttmacher Institute, a think- 
tank, says the steepest increase in Depo- 
Provera use has been among women who 
already have one child. 

So is “the revival of the family” really 
just about the availability of anew contra- 
ceptive? Not entirely. There is a final twist 
to this tale. 

The use of Depo-Provera is rising not 
only because it is easy to take, but also be- 
cause single women want to have fewer 





which opened up plenty of opportuni- 
ties for childless girls. 

The teenage abortion rate has fallen 
even faster than the pregnancy rate. It 
may have been affected by changing atti- 
tudes towards abortion or by abortion’s 
more limited availability, says Stephanie 
Ventura, a demographer at NCHS. 
Roughly 30 states now have laws that re- 
quire doctors to consult parents if a mi- 
nor seeks an abortion. 

And yet America’s teenage preg- 
nancy rate is still among the highest in 
the developed world. American teens 
are twice as likely to get pregnant as Ca- 
nadian ones, and nine times more likely 
to find themselves expecting a child than 
teenagers in the Netherlands or Japan. 
Don't lock up that shotgun yet. 
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“Trends in Pregnancy Rates for the United States, 
1976-97: An Update”, National Centre for Health 
Statistics, Centres for Disease Control and Prevention, 
vol. 49, no. 4, June 6th 2001. 


children, or none. And that leads the de- 
bate back to things like welfare reform. As 
Rebecca Blank, a former Clinton adminis- 
tration official, points out, it is almost im- 
possible, when looking at profound social 
changes, to separate one cause from an- 
other. The fact that the use of Depo-Prov- 
era is rising does not mean that welfare re- 
form has not contributed to the change in 
family structure. Rather, faced with the re- 
forms, women changed to better methods 
of contraception. If that meant small sin- 
gle-parent families, fine. If it meant fewer 
single-parent families, even better. 

Despite all the reservations, marriage 
does seem to be making at least a mild 
comeback in America, and the improve- 
ment is concentrated among the poor and 
among blacks. The details may be fuzzy, 
but the news is good for all that. m 





California’s economy 


The real trouble 


SAN FRANCISCO 
Its economy’s woes are exaggerated; not 
so those of its infrastructure 


YEAR ago, the state of California sat on 

a budget surplus of $7.2 billion. The 
Bay Area was the centre of the Internet 
boom: San Francisco (with a per capita in- 
come level of $49,695) and San Jose 
($46,649) were the two richest cities in 
America. California’s gross product was 
just about to overtake that of France. 

Today, the surplus is gone, swallowed 
up by a power crisis that drove the state to 
start buying costly electricity when local 
utilities ran out of cash. The Internet band- 
wagon has gone off the rails. Employment 
in San Jose fell at an annual rate of 3% in 
the first five months of this year. The an- 
nual “Webby” awards held in San Fran- 
cisco, once an orgy of dotcom self-con- 
gratulation, picked their way around the 
corpses of some 500 failed Internet firms. 

A recent report by the Anderson School 
of Management at the University of Cali- 
fornia at Los Angeles predicts that the 
state’s economy will go into recession in 
the second half of this year. The UCLA 
model reckons the economic contraction 
will be short (ending by mid 2002), but it 
projects that slowing job growth will grad- 
ually push unemployment to 1.16m—6.3% 
of the workforce—in mid 2003, up from 
780,000 early this year. 

Regional-development teams in other 
states are licking their lips in anticipation 
of a flood of firms fleeing the chaos. The 
scoffers forget two important facts. One is 
that falling back from a huge lead can still 
leave youina strong position. Californians 
remain 5% richer than other Americans, 
despite personal income growth (one of 
the measures considered by UCLA) drop- 
ping below the national average for the 
first time in seven years. The other thing to 
remember is the strength of California’s 
human and natural resources. 

The recent boom followed a recession 
far deeper than ucra'’s current predic- 
tions. After the cold war, employment in 
the aerospace and defence industry in 
southern California fell from 380,000 in 
1986 to 169,000 in 1995. Almost two-thirds 
of the state’s most stable, lucrative jobs 
simply disappeared. But the state picked it- 
self up, inventing new jobs in futuristic 
industries, particularly in the Bay Area. 

California's ability to bounce back 
leads some economists to doubt the UCLA 
predictions. Ross DeVol of the Milken In- 
stitute, a think-tank in Santa Monica, reck- 
ons that this time southern California, 
helped by its huge exporting industries, 





San Diego 
We shall swig them on the beaches 


SAN DIEGO 


In defence of alcohol rights 


YOU are reading this while lounging 
| FE pra baa de ei td 
raise your glass to the defiant drinkers of 
San Diego. Back in April, the city council 
voted for an 18-month trial ban on alco- 
hol along Mission and Pacific Beaches. A 
“Ban the Ban” coalition has since col- 
lected 52,123 signatures to demand that 
the proposal be put to a citywide ref- 
erendum. This week, the council agreed; 
Vere 
San Diego has a 
it is not an obvious one. The well-buffed 
bodies of most of its beachgoers seem to 
belong to a different gene pool from the 
lobster-red, pot-bellied species that toss 
cans on Europe’s beaches. You are as 
likely to encounter a Sunday prayer ser- 
vice (no wine, naturally) as boisterous 
dudes wanting to party all day long. 
That said, the police force’s statistics 
do suggest a certain imperfection. In the 
past two years, Mission Beach recorded 
10,300 alcohol violations, the worst for 
any of San Diego's districts. Neighbour- 
ing Pacific Beach had just over 7,000. 
Only around 5% of these offences occur 
on the beach during the day; most take 


will make up for the smaller northern 
economy's setbacks. Exports to most parts 
of the world grew in the first quarter of the 
year; they were up 14.1% to Europe, 34.7% to 
Latin America and 68.7% to China. Unfor- 
tunately, such figures rely on overseas cus- 
tomers feeling perky. Exports to troubled 
South Korea have fallen recently; and there 
are worries about Mexico, California's 
main trade partner in 1999 and 2000, 


place in the surrounding streets, often at 
beaches are places where you should be 
able to take your family. And locals com- 
plain that drunken bea urinate in 
the streets and are sick in their gardens. 

_ Opponents of the ban claim that a 
fundamental freedom is being infringed. 
Any drinking problems, they say, can be 
solved by more police patrols (the police 
already arrest garden-vomiters and the 
like). They also fret that drinkers will 
simply move to other beaches, particu- 


interference from 
City Hall, a popular theme in California. 
The are circulating a pe- 
tition to recall Byron Wear, the Republi- 
can councillor who sponsored the ban. 
He is unlikely to be booted out before 


bases to gather signatures 
Arcata ete a 
could be a fight to the end of the bottle. 


which is now in recession. 

If California does have a mild reces- 
sion, it will hardly derail its economy. But 
it will expose the state’s increasingly lousy 
infrastructure. The power crisis may have 
been largely caused by botched deregula- 
tion, but it was exacerbated by bottlenecks 
in the electricity grid. The state’s water 
works, roads, airports, housing, sewers— 
notto mention its schools, universities and 
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> government buildings—are operating 
close to capacity. As the population con- 
tinues to grow—from 36m today to some 
50m by 2030-things could get quite nasty. 
For the past 25 years, California has 
lived off an infrastructure built up during a 
period of bipartisan commitment to rapid 
growth after the second world war. Three 
great plans that culminated during the 
1960s poured public money into the free- 
way system, the higher-education system 
and the state’s water supply. Since the 
early 1970s, capital expenditure has tailed 
off, from a peak of around $180 per head in 
the 1950s and 1960s to less than $20 per 
head for the past 20 years (see chart). 


Whatlies beneath 

Lousy infrastructure already costs money: 
deliveries take longer and use more fuel, 
and workers need training they did not get 
at school. It also erodes the high quality of 
life that has always been one of Califor- 
nia’s attractions to ambitious and creative 
people. Why go to a beach near Los Ange- 
les that might be closed because of pollu- 
tion washing in from old sewers? 

The shortcomings of the current “strat- 
egy”—emergency repairs after things have 
broken down—were amply shown during 
the energy crisis. On the other hand, Cali- 
fornian voters are a short-termist lot who 
remain sceptical about big infrastructure 
projects. There is not much chance of rais- 
ing bonds and taxes like those that paid for 
construction in the 1950s and 1960s. 

One underlying reason for the impasse 
is that many of the services provided by 
the state’s infrastructure are virtually free, 
and consumed accordingly. Some of the 
abuses have long been obvious: Califor- 
nia’s farmers suck up 85% of the state’s wa- 
ter at subsidised rates and then grow 
thirsty crops such as cotton in the desert. 
But a new study for the Public Policy Insti- 
tute of California by David Dowall andJan 
Whittington, economists at the University 
of California at Berkeley, points to much 
wider overconsumption of underpriced 
services. For instance, whereas 85% or so of 
undergraduates at (expensive, private) 
Stanford and CalTech graduate within four 
and a half years, only 48% at (cheap, state- 
run) Berkeley manage it in six. 

Interestingly, attempts to make users 
pay more have been encouraging. Small 
price rises for water have led to more ratio- 
nal planting, and to techniques like drip ir- 
rigation. Marin County cut urban water 
use from 170 to 143 gallons a head between 
1987 and 1998 by a plan involving stag- 
gered water rates. Keeping basic consump- 
tion cheap, and charging heavily only 
above a certain level, means that user-fees 
do not bear down on poor people. Dearer 
electricity this year has reduced its use. 
And an express road near San Diego with 
variable tolls has worked well. 

The conventional wisdom in the state’s 
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capital, Sacramento, dismisses the idea of 
making voters pay for the things they use 
as political suicide. With many older 
white Californian voters, this certainly 
looks true. But newer Californians- 
whether immigrants or, as most of them 
will be, the children of older Califor- 
nians—will suffer the most from the infra- 
structure’s frailties. They will have to live 
farther away from where they work, send 
their children to overcrowded schools, 
and end up in shabbier hospitals. And it is 
they who will then be doing the voting. = 


Russia and America 


The love that dare 
not speak its name 


WASHINGTON, DC 
The wriggly road to an anti-missile deal 


S THE Soviet Union fell apart in the 
early 1990s, Boris Yeltsin and Mikhail 
Gorbachev liked to say that “the old sys- 
tem is dead. The new one has not yet been 
born.” After the Genoa summit, the Bush 
administration is saying something simi- 
lar about arms control, The Anti-Ballistic 
Missile (ABM) treaty is dead. The agree- 
mentto replace it has not yet been born. 
George Bush has never wavered in say- 
ing he wants a new arms-control regime. 
Given the president's power, anew system 
was always likely to be established, in one 
way or another. The question was 
whether it would come about through 
unilateral American abrogation of the 
ABM treaty, which some said would “dis- 
rupt the balance of power”, or through ne- 
gotiations with Russia, which could in fact 
strengthen nuclear security. 
By agreeing with Mr Bush at Genoa 
“that major changes in the world require 


concrete discussions of both offensive and 
defensive systems”, Vladimir Putin made 
a negotiated outcome possible. By going 
further than he has before in accepting that 
there will be changes to the ABM treaty, he 
opened the way for deployment of an 
anti-missile defence without confronta- 
tion with Russia or with America’s more 
nervous European allies. In exchange, Mr 
Bush’s willingness to negotiate cuts in of- 
fensive weapons holds out hope that Rus- 
sia can help to shape the new framework. 

None of this is inevitable. Russia has 
not yet agreed to anything, and America 
seems more determined than ever to go 
ahead by itself if an agreement cannot be 
reached within a few months. At their 
meeting earlier this year in Slovenia, Presi- 
dents Bush and Putin took the first step to- 
wards security-by-negotiation by saying 
they would make missile defence part of a 
bilateral agreement. But the Genoa sum- 
mit showed that the two sides do not yet 
define “agreement” in the same way. 

The Russians mean a treaty with legally 
binding constraints—preferably a modi- 
fied ABM treaty, or a new treaty ratified by 
the two countries’ parliaments. After the 
Genoa summit, just as after the Slovenian 
one, Mr Putin repeated his country’s desire 
to maintain the ABM treaty in some form. 

The Bush administration does not like 
treaty-based constraints of any kind (this 
week it pulled out of the 1972 Biological- 
Weapons Convention—see next story). On 
missile defence, Colin Powell, the secre- 
tary of state, briefly went off-message in 
mid-July when he talked of a treaty in an 
interview with the Washington Post. Since 
then, the administration has tried to snuff 
out even that fleeting Russian hope. Mr 
Bush never mentions the T-word, and after 
the Genoa summit his national security 
adviser, Condoleezza Rice, was careful to 
talk only of a “new strategic framework”. 

Arguing over whether something is a 
“treaty” or a “framework” may sound like 
diplowaffle. In fact, it cuts to the heart of 
the question. For the Russians, a treaty is 
the only sure way to limit a defensive mis- 
sile system so that it cannot neutralise Rus- 
sia’s own offensive nuclear forces in the 
foreseeable future. Mr Bush’s people reply 
that a defensive system would not 
threaten Russia for the foreseeable future 
(because the technology is not advanced 
enough). And they add that the testing of 
the system has barely begun, and it is un- 
fair to start imposing constraints before 
anyone knows whatis possible. 

For Mr Bush, a “framework” means, at 
most, a promise, say, to limit the number 
of missile-interceptors. It is unlikely to 
mean eschewing space-based systems, as 
Russia would like. It may mean nothing 
more than promising to tell Russia in ad- 
vance what America is up to. 

There are reasons for thinking that a 
compromise will not be easy. One is the »» 








Don’t let an interceptor come between us 


> administration's insistence on speed. It 
wants to hold, in the next few months, 
more anti-missile tests which (it says, 
though other Americans disagree) are 
banned by the asm treaty. On the other 
hand, some Russians sound as if they 
might accept something short of a treaty. 
“If they decide to go ahead with a national 
missile defence,” says Vladimir Lukin, a 
former Russian ambassador in Washing- 
ton, “(the Americans] can well do it with- 
out bothering to negotiate with us.” Mr Pu- 
tin has taken intriguing steps to minimise 
military opposition to a climbdown. After 
replacing his long-serving defence minis- 
ter with someone from his own back- 
ground, the security services, he has just 


sacked the defence ministry’s most out- 
spoken opponent of missile defence. 

Failure to agree on a new treaty need 
not amount to complete failure. A “frame- 
work” might yet be acceptable to Mr Putin, 
if the promises of restraint were specific 
and credible enough and if America en- 
shrined in the deal a reduction of its offen- 
sive nuclear force from today’s 6,000 or so 
missiles to 1,500, which Russia wants and 
Mr Bush has offered. That, if America gets 
its way, is what the negotiations will be 
about. It holds out a tantalising promise. 
But remember how painful the transition 
was between the death of the old Soviet 
system and the birth of anew Russian one. 
Keep your fingers crossed. m 





Germ warfare 


Stop the world, I want to get off 


WASHINGTON, OC 


Has George Bush ever meta treaty that he liked? 


O LOSE one international treaty may 

be regarded as a misfortune. To lose five 
in seven months (see table)...well, let's just 
say there’s a pattern here. On July 25th, 
three days after it had agreed to talk to Rus- 
sia about plans to withdraw from the 1972 
Anti-Ballistic Missile treaty, the Bush ad- 
ministration rejected a draft protocol for 
enforcing another 30-year-old treaty gov- 
erning deadly weapons. This time, it was 
the Biological Weapons Convention, 
which bans germ warfare. 

The convention prohibits the develop- 
ment, production or possession of biologi- 
cal weapons-things that Colin Powell, the 
secretary of state, once said scared him 


more than nuclear weapons themselves. 
For 20 years, the convention had no means 
of enforcement, and did not seem to need 
any. The unpredictability of germ warfare 
seemed to make biological weapons use- 
less on the battlefield and both sides had 
antidotes to the relatively narrow range of 
weapons available. No one seriously 
thought the superpowers crazy enough to 
use germ warfare. 

That view changed when it turned out, 
first, that the Soviet Union had set up a big 
stockpile of biological weapons, and, sec- 
ond, when “advances” in biotechnology 
made the idea of attacking particular 
groups of people feasible, reducing un- 


predictability. Iraq, Iran, Syria, Libya, 
China, North Korea, Russia, Israel and Tai- 
wan are all known to have biological 
weapons. Sudan, India, Pakistan and Kaz- 
akhstan probably do. To prevent the list 
getting even longer and uglier, the conven- 
tion’s signatory countries belatedly tried 
to set up a policing mechanism to be dis- 
cussed this week in Geneva, for final adop- 
tion in November. This was the protocol 
America rejected, 

Any inspection regime has to strike a 
balance between being intrusive enough 
to catch germ warriors and not being so 
meddlesome as to disrupt legitimate re- 
search by biotechnology companies. 
America argued that the 200-page pro- 
posal failed to do this. It would have per- 
mitted ordinary inspections at two weeks’ 
notice, and “challenge inspections” at a 
few days’ notice, while not allowing in- 
spectors to carry more than a few items of 
simple equipment such as personal com- 
puters. This, the Americans said, would 
not have caught the rogues but would 
have left Californian biotechnology giants 
vulnerable to intellectual-property theft. 
And, by granting legitimacy to the inspec- 
tions, a flawed regime might have been 
worse than no regime at all. 

Naturally, America has shouldered all 
the blame for rejecting the protocol, but 
there is plenty more to go round. China 
also criticised it. Russia wanted loopholes 
so it could continue some suspicious re- 
search. Japan and Germany stand accused 
of demanding too lax an inspection re- 
gime for fear, critics allege, of commercial 
theft. Such conflicting demands made an 
already difficult task harder. 

Still, itis unclear whether technical pro- 
blems alone would have scuttled the pro- 
tocol. The aim was never precise verifica- 
tion, but rather to use a process of 
admittedly imprecise inspections to make 
cheating gradually harder. In other words, 
it was an attempt to enforce norms of inter- 
national behaviour by treaty. After five 
treaties have been shot down in seven 
months, it is hard to avoid the suspicion 
thatitis the very idea of multilateral co-op- 
eration that Mr Bush objects to. m 


Unilateralist, moi? 
Bush administration actions 


January 2nd - Announces it will not send the 
treaty establishing an International Criminal 
Court to the Senate for ratification 


March 28th - Abandons the 1997 Kyoto Protocol 


May ist - Threatens to abrogate the 1972 
Anti-Ballistic Missile treaty 
July 21st - Threatens to withdraw from a United 


Nations conference to impose limits on illegal 
trafficking of small arms 


July 25th - Rejects proposed enforcement 
measures for the 1972 Biological Weapons 
Convention 


Source: The Economist 








How dangerous is Paul O’Neill? 


Lexington Tongue on the loose © 














N THE president’s boardroom, Paul O’Neill was to be the chief 

financial officer. Years as the boss of Alcoa~a huge aluminium 
firm with 140,000 employees in 36 countries—and an early ca- 
reer in Washington, Dc, produced the perfect resumé for a Re- 
publican treasury secretary: corporate chieftain with global 
reach and government experience. He would be “a valued ad- 
viser”, said George Bush, “and a steady hand.” 

Six months on, Mr O’Neill is more notable for his loose ton- 
gue than his steady hand. The litany of O’Neillisms almost rivals 
the Bushisms of his boss. Only weeks into the job, he sent cur- 
rency markets into a spin by musing that America was “not pur- 
suing, as often said, a policy of a strong dollar.” For years his 
predecessors had maintained that a strong dollar was a good 
thing for America. In subsequent remarks he has questioned the 
need for public pensions or government-supported health care 
for the elderly (‘Able-bodied adults should save enough on a 
regular basis so that they can provide for their own retirement 
and, for that matter, health and medical needs”). He has written 
off the tax code (“9,500 pages of gibberish”), and brushed off 
nuclear accidents (“If you set aside Three Mile Island and Cher- 
nobyl, the safety record of nuclear is really very good”). 

Diplomatic niceties are clearly not his forte. He has called the 
European Commission “off the wall” and recently explained to 
The Economist that crisis-struck Argentina is a “laid-back” place 
with “no export industry to speak of”, whereas Brazil is a “go-go, 
we-will-do-it, kind of place”. Nothing upsets Argentines more 
than being compared unfavourably with Brazilians. 

Ruffling foreign feathers loses few votes at home. Mr O’Neill’s 
approach is more problematic with tricky domestic issues. In 
June he told investment-industry officials that Social Security 
has “no assets” and that those who are against its partial privati- 
sation through individual accounts “just don’t understand the 
facts”. In fact, America’s pension system does hold assets—$1 tril- 
lion of Treasury bills, to be precise—and there are plenty of ways 
to solve the system's looming funding problems without private 
accounts. Mr O’Neill does have a point: the trust fund’s assets 
don’t change the fact that more resources will be have to paid 
out (and spending cut or taxes raised) as the baby boomers re- 
tire. But his blunt comments were hardly a sensible opening 
salvo in a highly contentious debate. 





This political tin ear is combined with peculiar priorities. Mr 
O'Neill is obsessed with workplace safety and paperless offices. 
He loves talking about how he made Alcoa a much safer place to 
work, and laments that the Treasury loses more days to worker 
injury than the aluminium giant—which is indeed sad. (The 
comparision is fair: the two have similar numbers of employ- 
ees.) In April a Treasury memo was circulated urging people to 
reduce clutter in their offices and pointing them to a Treasury 
website that offered tips on how to do so safely. A recent visit 
seemed to indicate that this obsession had hit an extreme: the 
treasury secretary's office was completely empty, and Mr 
O’Neill was working at a table in a small ante-room. Mercifully, 
it turned out that his office was merely being redecorated. 

The truth is that Mr O'Neill has not adjusted from corporate 
America to Uncle Sam. He is appalled by the inefficiency of gov- 
ernment. Five months, he reckons, was far too long to pass a big 
tax cut; at Alcoa a similar issue would have been settled in two 
weeks. He models his policymaking on his corporate successes. 
As boss of Alcoa, Mr O'Neill negotiated an international agree- 
ment limiting aluminium production. He now wants to do the 
same thing for steel—in six weeks. His views on economic policy 
are equally defined by his days at Alcoa. He wants to get rid of 
corporate income taxes (in fact, he managed to ensure that Alcoa 
avoided paying very many). Poor countries need to improve 
their productivity, but the World Bank must not encourage them 
to “invest in sectors that are already over-supplied”. 


The rule, not the exception 

Some of Mr O’Neill’s ideas—on steel, for instance—are rotten 
ones. Many others contain a germ of good sense. And it is fun to 
listen to a likeable, rather folksy man unafraid to speak his mind. 
But the problem is that government is not Alcoa, and the trea- 
sury secretary does not have the freedom of a corporate boss. 
Public musing about the merits of social insurance may be intel- 
lectually interesting, but it is politically daft, especially coming 
from a multi-millionaire. Nor is ranting about Washington’s in- 
efficiency a solid way of helping him to get things done. 

Mr O'Neill is said to get on well with President Bush, who 
counts personal charm above public syntax. But Republican in- 
siders say that on domestic priorities, such as Social Security 
and tax reform, Larry Lindsey, the top economics man in the 
White House, carries far greater weight. In the international 
arena, the United States is simply not playing the leadership role 
it used to under his more intellectual predecessors, Robert Rubin 
(a Goldman Sachs banker) and Larry Summers (a Harvard aca- 
demic). They ensured that America set the international finan- 
cial agenda and masterminded how to deal with economies in 
crisis (not always with brilliant results, it must be admitted). 
Now there is no global financial agenda to speak of, and the 
Treasury’s international staff are twiddling their thumbs. 

After two treasury secretaries whose brain power was never 
questioned even by their political foes, Mr O’Neill is a bit of a 
shock. Historically, he is not the exception; Messrs Rubin and 
Summers were. Mr O’Neill is merely the latest manifestation of 
a long tradition of corporate bigwigs who have served as rela- 
tively mediocre treasury secretaries. (Nicholas Brady, Treasury 
secretary under Mr Bush’s father, was an earlier model.) For 
good or ill, the world has got used to looking towards America 
for leadership in economic policy. And that is something Mr 
O’Neill may be too much of a maverick to provide. @ 
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The Latinobarometro poll 


An alarm call for Latin America’s 


democrats 


Weak economies are breeding political disillusion 


pe Americans are wavering in their 
support for democracy; they are disillu- 
sioned with privatisation; but they are in 
favour of free-trade agreements, both 
among their own countries and with the 
United States. Those are some of the re- 
sults of a new regional opinion poll taken 
by Latinobarometro, a Chilean organisa- 
tion, and published exclusively by The 
Economist. 

Latinobarometro has conducted simi- 
lar opinion surveys each year since 1995, 
so the poll is good at capturing shifts in 
opinion. This year’s results make sobering 
reading for democrats. Compared with 
last year, they show an unprecedentedly 
sharp decline in support for democracy al- 
most everywhere in the region. There is 
also a more modest rise in the numbers of 
those who favour dictatorship—though 
only in Paraguay do a majority say that 
authoritarian government might be pref- 
erable to democracy (see table 1). 

The only country where support for de- 
mocracy has increased (marginally so) 
was Mexico, where Vicente Fox’s election 
last year marked the end of seven decades 
of non-democraticrule by the Institutional 
Revolutionary Party. Peru also bucks the 


l Doubting democrats 


regional trend: its high and stable support 
for democracy may reflect hope after the 
ousting of Alberto Fujimori’s authoritar- 
ian regime last year. 

Itis striking that support for democracy 
is relatively low in Brazil, Mexico and Co- 
lombia, the region’s three most populous 
countries, and is falling in Argentina and 
Chile. The reasons for discontent are not 
hard to find. In most, but not all countries, 
the majority of respondents are dissatis- 
fied with the way democracy is operating 
in practice (chart 2). 

That discontent has much to do with 
Latin America’s renewed economic weak- 
ness. In the region as a whole, around 60% 
say that their country’s economic situation 
is “bad” or “very bad”. Only in Mexico and 
Venezuela has the popular view of the 
economy improved since the mid-1990s 
(chart 3). Mexico was unique among the 
larger Latin American countries in escap- 
ing recession in 1998-99; Venezuelans’ gen- 
erally optimistic attitude owes much to the 
hopes they place in Hugo Chavez, a popu- 
list former paratrooper whose election as 
president in 1998 put an end to four de- 
cades of rule by two parties widely seen as 
corrupt and insensitive to poverty. 


Which of the following statements do you agree with most? 
~. 


Phaser Be brpinioeedidh 
1995 1996 
Argentina rc Rn i tate i Stamey & ES 2 | 
Bolivia na 64 66 85i- 62 
Brazil 41 50 50 48 39 
Chite 52 54 6i 53 57 
Colombia na 60 69 55 50 
Costa Rica na 80 83 69 83 
Ecuador na 52 41 57 54 
El Salvador na 56 66 79 63 
Guatemala na 51 48 54 45 
Honduras na 42 63 57 64 
Mexico 49 53 52 51 45 
Nicaragua na 5S) a ate 64 
Panama na 75 71 71 62 
Paraguay 52 59 44 51 48 
Peru 52 63 60 63 64 
Uruguay 80 80 86 80 84 
Venezuela 60 62 64 60 61 
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1997 1998 2000 2001 1995 1996 


1997 1998 2000 2001 


58 11 15 15 16 16 21 
54 na 17 16 22 13 17 
30 21 24 19 18 24 18 
45 19 19 16 16 19 19 
36 na 20 13 17 23 16 
71 na 7 9 21 6 8 
40 na 18 23 19 12 23 
25 na 12 13 10 10 10 
33 na 21 26 29 21 21 
57 na 14 17 9 15 8 
46 15 23 31 28 34 35 
43 na 14 19 9 6 22 
34 na 10 10 8 18 23 
35 20 26 42 36 39 43 
62 23 13 16 12 13 12 
79 8 9 7 9 9 10 
57 21 19 17 25 24 20 


“Not including thase who answered “it doesn't matter” and don't knows 
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This suggests that Latin America’s still 
relatively young democracies have yet to 
prove themselves in the eyes of many citi- 
zens. “The more people think the economy 
is tied to democracy, the more democracy 
is vulnerable,” says Marta Lagos, the direc- 
tor of Latinobarometro. “In stable, indus- 
trialised democracies, no matter how 
badly a government does, democracy as a 
system is not punished.” In Spain, for ex- 
ample, similar polls suggest that democ- 
racy commands the stable support of 
three-quarters of the respondents. 

The economy is not the only problem. 
Latinobarometro found that four out of 
five respondents said that both crime and 
drug addiction had “increased a lot” in 
their countries in the past three years, up 
from around 65% when the same question 


was asked in 1995. Two out of five said that » 


Latinobarometro is a non-profit organisation based in 
Santiago, Chile, which has carried out an annual survey 
of opinions, attitudes and values in Latin America since 
1995. The poll was taken by local opinion-research 
companies in 17 Latin American countries, and 
involved 18,135 interviews, which were conducted in 
April and May 2001. The margin of error varied from 
2.8% to 5%. The complete data from the survey is 
available for purchase. Further details from 
www.latinobarometro.org. 
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> they or a family member had been a vic- 


tim of crime in the previous 12 months. 
Four-fifths said that corruption has “in- 
creased a lot” in the past three years. 

Past Latinobarometro surveys have 
shown that most Latin Americans are 
broadly in favour of the market economy. 
This year, 52% agreed that “prices of pro- 
ducts should be determined by free com- 
petition”, while two-thirds want foreign 
investment in their countries. But many 
are having second thoughts about privati- 
sation (chart 4). Everywhere, opinion is 
less favourable to privatisation than it was 
three years ago. Interestingly, privatisation 
is least unpopular in Venezuela, where Mr 
Chavez has sold some state businesses. 

Two-thirds of respondents think that 
the establishment of the proposed Free- 
Trade Agreement of the Americas would 
help their country’s economy (chart 5), 
and over 70% favour the economic integra- 
tion of Latin America. But opinion in Bra- 
zil, whose government has been cautious 
towards the idea of a big free-trade zone, is 
markedly more sceptical than opinion 


elsewhere, with 43% saying it would help 
“little” or “not at all”. In general, Latin 
Americans have increasingly warm feel- 
ings about the United States: around 70% 
say they have a “very good” or “good” 
opinion of the place, up from 53% in 1995. 

The survey shows that some Latin 
American attitudes remain very different 
to those that political scientists often cite 
as characteristic of successful capitalist de- 
mocracies. For example, most Latin Ameri- 
cans mistrust their countrymen, even 
more than five years ago (chart 6), but at- 
tach little value to self-reliance. Neither do 
they place much trust in their political in- 
stitutions (chart 7). 

There are variations from country to 
country, with Uruguay and Costa Rica 
showing greater support for democracy 
and less gloom than other countries. And 
there are signs that younger people, who 
were brought up under democracy, are 
more favourable to it. But the optimism 
that accompanied the rebirth of democ- 
racy in the region two decades ago now 
seems to have worn extremely thin. m 








Brazil's economy 


In hock, again 


SAO PAULO 


The debt nightmare recurs 


ITH an election due next year, Presi- 

dent Fernando Henrique Cardoso 
faces political demands to relax his grip on 
public spending. But Argentina’s woes 
have brought powerful worries about Bra- 
zil’s finances. So officials went to the mF in 
Washington this week for talks on a new 
agreement to replace one that expires in 
December, while back in Brasilia the gov- 
ernment said it would trim 1 billion reais 
($405m) from public spending this year. 

Brazil’s unsuccessful attempts to pre- 
vent a devaluation of its real, which even- 
tually took place in 1999, caused a sharp 
rise in its public debt (see chart). After the 
devaluation, spending cuts and higher 
taxes seemed to bring the debt under con- 
trol. The government hoped to cut its total 
debt from a post-devaluation peak of 52% 
of GDP to 46.5% by the end of this year. But 
its plans have gone awry. 

Fears of a debt default in Argentina, and 
Brazil’s own electricity shortage and politi- 
cal squabblings, have sent the real plung- 
ing, despite interest-rate rises. Since much 
of Brazil's debt is now tied to interest rates 
or the dollar, the burden is rising again. 
Even after a fresh spending squeeze, the 
debt will rise to 53% of GDP by December, 
and higher thereafter, reckons CSFB, an in- 
vestment bank. Almosta third is repayable 
within a year, making Brazil vulnerable to 
a market panic. 

Part of the rise in the debt stems from 
the government's laudable policy of ex- 
posing the “skeletons” in its fiscal cup- 
boards—the unpaid bills that in the past 
were masked by inflation. These include 
not just the bad debts of state banks, but 
the deficit of a mortgage-subsidy fund and 
a huge lawsuit over unemployment-insur- 
ance funds. Add in a bail-out this month of 
two big federal banks and tackling such 
problems will have added almost ten per- 
centage points to Brazil’s debt ratio. But fur- 
ther unresolved court cases against the 
government could add another eight 
points, says Simone Passini, an economist 
at UBS Warburg. 

Whatever the reasons, the more the 
debt increases, the greater the likelihood 
that left-wing candidates in next year’s 
presidential election will call for Brazil to 
“renegotiate” its debts. The government's 
debt-interest bill—likely to reach 9.5% of 
GDP this year—now exceeds its spending 
on health and education combined. Talk 
of debt renegotiation would increase 
greatly if Argentina defaulted. The mere 
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thought of a potential defaulter winning 
Brazil's election would alarm investors, 
adding to the weakness of the currency. 
What can the government do? A new 
IMF deal should help Brazil weather any 
coming market storm. But it may not be 
enough. Hitherto, tax increases have been 
the government's main weapon in trying 
to stabilise the debt. But the state already 


Colombia's wars 


takes abouta third of national income, and 
the unreformed tax system is a brake on 
economic growth. Another spending 
squeeze would be tough, too; most public 
servants have had no pay rise since 1994. 
One answer is to press on with struc- 
tural reforms, such as privatising the re- 
maining state banks, energy and water 
companies. This would knock a chunk off 
the public debt while shifting the cost of 
infrastructure investment to the private 
sector. But congressmen have spent most 
of this year trading corruption allegations 
rather than passing reforms. One of the 
main targets, Jader Barbalho, stepped 
down “temporarily” as Senate president 
on July 20th. That may clear the minds of 
Mr Cardoso’s quarrelling coalition. 
Argentina’s fiscal austerity plan has 
brought it some respite in the financial 
markets. But political support for the plan 
is still shaky, and official hopes of its 
speedy approval by the country’s Senate 
seemed to have been dashed this week. If 
Brazil does not move quickly, it could find 
itself in a similar hole to its neighbour. m 


Rights, wrongs and powers 


BOGOTA 


Amove to give the army more legal powers has some powerful critics 


INCE becoming Colombia’s president 

three years ago, Andres Pastrana has 
tried to persuade his country's main guer- 
rilla group, the 17,000-strong FARC, to 
make peace while at the same time work- 
ing to ensure that it cannot win a military 
victory. That has involved strengthening 
the armed forces with American aid, while 
trying also to get them to be less disdainful 
of human rights. Now Mr Pastrana is pon- 
dering a decision that pits the army’s effec- 
tiveness against concerns for rights. A 
month ago Congress approved a contro- 
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Army, judge, jury—and executioner? 


versial national-security and defence bill. 
To become law, the bill awaits only Mr Pas- 
trana’s signature. But the presidential 
hand has wavered. 

The bill aims to give the armed forces 
greater legal freedom, and reduce outside 
checks and scrutiny of their actions. It 
would make local-government officials 
subject to military authority in “theatres of 
operation”. It would allow the armed 
forces to detain civilians, though imposing 
upon them an obligation to advise a judge 
of any arrests and to abide by his instruc- >» 
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> tions. And it would require the attorney- 
general to grant judicial powers to the 
army when prosecutors are unable to ac- 
company military operations. 

The bill also states that investigations 
of abuses by the security forces should be 
carried out only by the military branch of 
the prosecutor’s office (and thus not its hu- 
man-rights arm). And it would cut from 60 
to 30 days the time that the attorney- 
general has to bring charges in such cases. 
The armed forces would also be exempted 
from spending cuts imposed elsewhere in 
government (as, in practice, they are any- 
way). And the government would be re- 
quired to draw up an ill-defined “integral 
anti-terrorist strategy”. 

Army commanders have long wanted 
such a law. They argue that they are hob- 
bled by the need to fight a war under the re- 
straints of peacetime legislation. They also 
point out that in many of the more remote 
parts of the country the guerrillas are 
present but judicial officials are not. 

The bill is supported, too, by the na- 
tional press, businessmen and public 
opinion. Most Colombians are fed up with 
the lack of progress in the peace talks, and 
furious that the FARC continues to kidnap, 
attack towns and force businesses to pay 
its “revolutionary taxes”. 

But opponents of the bill worry that the 
armed forces cannot be trusted not to mis- 
use these new powers. Although the hu- 
man-rights record of the security forces 
has improved, critics say that the dirty 
work has merely been “outsourced” to 
right-wing paramilitary groups with ties to 
army officers. Although the bill was appar- 
ently made less draconian in its passage 
through Congress, many of its clauses 
have also become alarmingly vague. Crit- 
ics say that parts of the bill break interna- 
tional human-rights agreements. These, 
and perhaps others, may be struck down 
by the Constitutional Court. 

But perhaps the most significant oppo- 
sition comes from Washington. Last year, 
the United States approved $1.3 billion in 
mainly military aid to Colombia. That aid 
comes with human-rights conditions at- 
tached, though some of those were 
waived by the Clinton administration. An 
increasing number of Democrats in Con- 
gress are now uneasy about Plan Colom- 
bia, as the aid programme is called. 

This week a retired general accused of 
collaborating with paramilitaries was ar- 
rested, in what looked like a gesture aimed 
at placating the critics in Washington. In 
the event, the House of Representatives 
voted on July 24th to approve a $676m aid 
bundle for Colombia and its neighbours, 
intended as a follow-up to Plan Colombia. 
The aid money still has to go through the 
Senate. In return for approving the aid, crit- 
ics there may press Mr Pastrana to veto the 
national-security bill. The presidential pen 
may hover over the page for a while yet. m 





Nicaragua 


Stopping Ortega 


MEXICO CITY 


Could the Sandinist leader return to the presidency? 


E WOULD be one of the more improb- 
able comebacks of recent times. In 1990 
Daniel Ortega stepped down as Nicara- 
gua’s president, after a decade of chaotic 
socialism and American-backed civil war. 
After another decade in opposition, while 
Nicaragua’s economy has gradually been 
modernised, he and his still unrecon- 
structed Sandinist revolutionaries look a 
little irrelevant. Yet the opinion polls sug- 
gest that in the election in November Mr 
Ortega could become president again. 

That prospect has galvanised President 
Arnoldo Aleman’s ruling Liberals. The 
anti-Sandinist vote has been split between 
the Liberals’ businessman candidate, En- 
rique Bolanos, and the Conservatives. But 
the Conservatives have problems, some of 
them of the government’s making. 

At first, the Conservatives hoped that 
their candidate would be Jose Antonio Al- 
varado, a former minister of Mr Aleman’s. 
But after falling out with the president, Mr 
Alvarado lost his job when a court ruled 
that he could not hold office because, like 
many political exiles in the 1980s, he had 
renounced his citizenship for a time. 

Using the same pretext, the Liberal- 
dominated electoral council last month 
barred Mr Alvarado from running for pres- 
ident. Noel Vidaurre, the Conservative 
party chairman, took over the candidacy, 
but he resigned last week. Rumour has it 
that Mr Vidaurre caved in to pressure from 
pro-Liberal businessmen and American 
diplomats, who fear a strong Conservative 
candidacy would give Mr Ortega victory. 
The truth may be more prosaic. Carlos 
Chamorro, editor of Confidencial, a Nica- 


raguan magazine, says that Mr Vidaurre 
lost support in his party, having failed to 
come up with money or alliances. The 
Conservatives must find another candi- 
date if they are to retain their registration 
as a party. But they will certainly lose 
votes. Conservative defectors are much 
more likely to vote Liberal than Sandinist. 

The Sandinists still have the solid sup- 
port of a third of Nicaraguans, because of 
their toppling of Anastasio Somoza, a cor- 
rupt dictator, in 1979, their progressive so- 
cial policies and their spirited if disastrous 
battle against the United States’ interven- 
tion. Others dislike them less than the rul- 
ing Liberals. Mr Aleman and several offi- 
cials have faced allegations of corruption. 
Their critics claim they have evaded for- 
mal charges partly by manipulating laws 
and institutions. 

One of Mr Aleman’s actions was to 
have Agustin Jarquin, the government 
comptroller and his chief accuser, jailed 
and later squeezed out of the job. Mr Jar- 
quin is now Mr Ortega’s running-mate, 
even though in the 1980s he was also jailed 
by the Sandinists. But the Sandinists’ im- 
age is none too clean either. And Mr Ortega 
is still harried by allegations that he sexu- 
ally abused his stepdaughter. 

Moreover, Mr Ortega colluded with Mr 
Aleman in a pact that gave their parties 
control over institutions such as the elec- 
toral council. The council went on to deny 
registration for the election to some 
smaller parties. Many voters supported 
the Conservatives out of disgust with both 
the Liberals and the Sandinists. For them, 
the choice now is not appetising. m 
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Nigeria’s economy 


More pain, little gain 


LAGOS 


The world wants President Obasanjo to succeed, but he is failing to make the 


economy work 


NE of the African leaders presenting 

the African Initiative, an economic re- 
covery plan, to the G8 summit in Genoa 
last weekend was President Olusegun 
Obasanjo of Nigeria. The plan promises 
better economic policies for Africa, but in 
his own country, two years after he took 
power, Mr Obasanjo does not seem to be 
following them. 

According to Mr Obasanjo, economic 
reform is under way. Nigeria, a pariah 
when it was under military rule, has be- 
come at least semi-respectable. The unbri- 
dled theft of public funds has stopped. For- 
eign-exchange reserves, down to $3.9 
billion in May 1999, now stand at over $10 
billion—about a year’s worth of imports. 
State-run companies are to be sold off. Ni- 
geria has an agreement with the rm thatit 
is seeking to extend and it is talking to the 
Paris club about the $30 billion it owes 
governments. 

Mr Obasanjo likes to travel the world 
spreading the good news. He can also 
pointto the startling rise of the Lagos stock- 
market as evidence of new confidence in 
Nigeria. Since September 1999, when it 
stood at 4,870, the exchange’s index has 
climbed steadily, reaching an all-time high 
of 11,053 last month. Even after taking into 
account the slide in Nigeria’s currency, the 
naira, this is a welcome turn for investors. 

But most Nigerians are not investors. 
Outside the stock exchange, sellers of garri 


and fufu, two staple foods, are grumbling. 
Their prices have doubled in six months. 
After two years of Mr Obasanjo’s rule, 
most feel life has grown harder. 

Are they right? Nigeria’s economic out- 
put has risen slightly, but only because of 
the higher price of oil. Other sectors are 
stagnant. The population, estimated at 
about 122m, is increasing almost as fast as 
production, so Nigerians are not, on aver- 
age, getting richer. The stockmarket is do- 
ing well partly because the government 
has been printing so much money, partly 
because companies were under-valued. 
No one had confidence in Nigeria under 
military rule, but now there is a glimmer of 
hope that things could improve. 

In fact, Nigeria’s businessmen are no 
happier than the street vendors. Electric- 
ity, telecoms and the state of Lagos port, 
their three essentials, are in a mess. NEPA, 
the awful state-run electricity company, 
made yet another promise last week. From 
next month, it will guarantee a “premium 
service” for a group of 50 big companies in 
Lagos—22 hours of power a day. Few, how- 
ever, expect the pledge to be kept. Even if it 
is, it will help only the select 50, not the 
vast majority of smaller businesses. 

NEPA’s performance today is barely 
better than it was when the generals left of- 
fice in 1999. Its ambition is to double out- 
put by December, but that would still be 
far short of what is needed. Nigeria has 
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three times the population of South Africa, 
but produces only one twentieth of the 
power. A privatisation bill, promised for 
last December, is still awaited. 

NITEL, the state-run telecoms com- 
pany, isin an even worse state. This week it 
began a desperate drive to grab cash before 
private competition starts up later this 
year. It is cutting off scores of subscribers 
and forcing them to pay reconnection fees 
or inflated bills. Next month two foreign- 
owned mobile-phone businesses will be 
launched and in September a majority 
stake in NITEL is up for grabs. Perhaps a de- 
cent telephone system will eventually 
emerge, but for now telephoning in Nige- 
riais anightmare. 

At Lagos port, the third crucial lifeline 
for business, a combination of a new im- 
port-inspection regime, a surge in demand 
and continuing building works has re- 
sulted in a line of containers stacked up 
four high and 16 wide, running for miles 
while they wait to be checked through. 
Out at sea a line of ships similarly waits to 
dock. Not surprisingly, shippers impose a 
fat surcharge to compensate for the delay. 


i Bubbling oil, stagnant growth 
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Most outsiders want to give Mr Oba- 
sanjo, a decent man who came to power 
via the ballot-box, a chance. But Nigeria’s 
economy is not healthy. Money supply, 
the central bank admits, is out of control, 
having risen by 43.5% last year and 27% in 
the first five months of this year, against a 
target this year of 12.5%. Much government 
spending is wasteful: $350m is to go on a 
sports stadium in Abuja and $93m on a 
“space programme”. Spending on health 
and education is lower as a proportion of 
the budget than it was under the two previ- 
ous military regimes. 

The overspending has fuelled 23% infla- 
tion, clogged up the port with luxury im- 
ports for the rich and brought the naira 
down from 80 to the dollar in 1999 to a rate 
on the street of 135. Straightforward theft of 
public funds has diminished, but corrup- 
tion has not. Many government contracts 
are still awarded dubiously. The conduct 
of privatisation is far from open, as the 
French government noted this week. 

The Imr is under huge pressure to keep 
Nigeria’s first elected leader for 15 years 
afloat, but with its targets consistently 
missed, IMF officials are wondering how 
long they can support him. What an exam- 
ple for the rest of Africa. m 


Congo 


Is the world soft 
on Kabila? 


KINSHASA 
Outsiders see Joseph Kabila’s good side. 
At home, critics ask who voted for him 


URING his first six months in power, 

the citizens of Congo’s capital, Kin- 
shasa, showed little love for President Jo- 
seph Kabila. They called him José Moke— 
Little Joseph—because he was young 
(about 30) and had become president only 
because his predecessor, assassinated in 
January, was also his father, Laurent. He 
grew up outside Congo and does not speak 
Lingala, the language of the capital. But ata 
recent rally José Moke uttered his first Lin- 
gala words in public, to appreciative 
cheers. He flashed a winning smile and 
hearts melted a bit. 

Since taking over, Mr Kabila has pulled 
Congo out of its diplomatic isolation and 
re-engaged it in a search for peace that his 
father had turned his back on. As a result, a 
bit of life has been breathed into the peace 
accords signed in Lusaka in 1999. A re- 
lieved outside world seems to think that 
justifies overlooking Mr Kabila’s undemo- 
cratic route to power. 

Most western governments think the 
young Kabila has done other things right, 
too. He has liberalised the economy, lifted 
foreign-exchange restrictions, floated the 


currency and ended a diamond monop- 
oly. He has scrapped a law regulating po- 
litical parties and indicated that he wants 
more respect for human rights. All in all, 
the view is that he is better than his father 
and should be given a chance. 

Opposition groups at home, however, 
some of which are armed, resent this new 
respectability. Jealousy? No doubt. But 
they can still cause trouble. For example, 
when the Belgian government said it 
would resume aid to Congo, the opposi- 
tion parties joined forces for once, and ac- 
cused Belgium of wanting the division of 
the country and undermining the Lusaka 
accords. They more or less backed down 
later, but there is still a feeling in Kinshasa, 
not confined to the opposition, that outsid- 
ers are too indulgent towards Mr Kabila. 

One legitimate worry is that too many 
chums of the old Kabila are still in place, 
and their corrupt habits continue un- 
checked. Some Congolese recall the un- 
questioned support western governments 
gave to the young Mobutu Sese Seko in the 
1960s, helping keep the brutal kleptocrat 
in power for decades. There was no alter- 
native, it was said then, and a strong man 
was needed to hold Congo together. Some 
fear history may now repeatitself. 

The critics point out that political par- 
ties must still register with the government 
before they may operate again, and hu- 
man rights are still widely ignored. This 
week dozens of policemen were sent to 
break up an opposition press conference. 
Those who want democracy look forward 
to the national political dialogue promised 
in the Lusaka agreements. This should 
bring together the government, the un- 
armed opposition and the rebel groups. 
Mr Kabila, they argue, must be involved in 
this dialogue. He must also take part in a 
presidential election. He must not be in- 
definitely accepted as de facto head of state 
without the approval of the people. m 
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Eastern Congo 


In limbo 


RUTSHURU, NORTH KIVU 
Rwanda’s vain attempt to suppress 
rebels based in eastern Congo 


HEN Rwandan soldiers cross the 

border in the mountains of eastern 
Congo to hunt Rwandan rebels, they look 
for tracks through the undergrowth with 
trails of spilled potatoes and discarded 
maize cobs. Sometimes the corpses of mi- 
litiamen can be seen surrounded by sacks 
of beans turned into makeshift rucksacks 
with a couple of rope loops. 

The hunted men have been sent down 
from the Virunga volcanoes to loot food 
for their fellow fighters hidden higher up. 
Life on the upper slopes is hard. The cold is 
bitter at night, and some flanks of the 
mountains have no water. The only food is 
what can be stolen lower down. 

These are Interahamwe, Rwandan Hu- 
tus, some of whom are hardliners who 
helped to carry out the 1994 genocide and 
others mere children recruited forcibly 
among Rwandan refugees in Congo. 
Rwandan commanders reckon that about 
30,000 Rwandan rebels were based in 
eastern Congo. Now they think nearly half 
have been killed or captured, or have given 
up. Some captured Interahamwe say they 
were living with their families in villages. 
Others say they have been in the forests 
since the refugee camps were destroyed by 
the Rwandan army in 1996. 

Beneath the volcanoes’ cones that push 
into the clouds, lush meadows of wild 
flowers look like a tourist paradise. But 
people here live in fear. One local man re- 
counts how he was approached by Intera- 
hamwe militiamen who demanded 
money. When they found he had none, 
they placed his hands ona plank, chopped 
one off at the wrist and cut four fingers 
from the other. These days he can only beg. 
His farm has reverted to bush. 

Cows, once the main form of wealth, 
have been wiped out, all of them stolen 
and eaten by invaders, say local people. 
And the villages are still frequently at- 
tacked by the Interahamwe. 

There are schools and health care of a 
sort. But the villages are controlled either 
by the Rwandan army, whose priority is to 
ensure the security of Rwanda’s own bor- 
ders rather than the administration of the 
local area, or by Interahamwe militiamen, 
who want to use Congo as a base from 
which to attack Rwanda and overthrow 
President Paul Kagame’s Tutsi-led regime. 
Neither group is interested in building up a 
local economy or administration. People 
survive either from agriculture or from 
small-scale mining of gold or colombo- » 
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_ > tantalite, an ore used in mobile phones 
that makes its way to the outside world 
through Uganda or Rwanda. 

Farther south the area is even more in- 
secure, since the local militias, known as 
Mai Mai, are notorious for changing their 
allegiance. The Mai Mai militias began as 
self-defence forces, but are now simply 
roving bands of thieves and thugs, often 
under the control of warlords of no par- 
ticular politics or loyalty. They sometimes 
co-operate with the Interahamwe to fight 
against the Rwandan army. The Rwandans 
claim both they and the Interahamwe are 
still receiving help from the Congolese 
government in Kinshasa. 

This part of Congo—the provinces of 
North and South Kivu—was once part of a 
Rwandan kingdom and it is hard to imag- 
ine its ever being linked to the rest of 
Congo again. In many villages people 
speak Kinyarwanda rather than the lingua 
franca, Swahili. The Kivus used to be 
prosperous—either because of or despite 
having had little interference from central 
government for decades. The volcanic 
soils of North Kivu are fertile and the roads 
are still good enough to allow farmers to 
send their produce to local markets. 

According to the Lusaka peace accords, 
signed in 1999, Rwanda must withdraw its 
troops from Congo and the Interahamwe 
and Mai Mai militias must be disarmed. 
Unlikely. More probable is along war of at- 
trition with the Rwandan army suppress- 
ing the rebels but never defeating them, as 
long as they can hide in the mountains and 
forests of Eastern Congo. One day, how- 
ever, Rwanda may end up administering 
the provinces of North and South Kivu. @ 


Drought in Iran 
Careless in a dry 
country 


TEHRAN 
Lack of planning means that Iranians 
are caught by surprise 


HE qanats, which for centuries chan- 

nelled sub-surface water to Iran’s coun- 
tryside, are drying up. Destitute farmers 
are migrating to the cities, where even 
drinking water is running low. Rasoul Zar- 
gar, the country’s top water official, says 
that only “the mercy of God” can put an 
end to a three-year drought that has seen 
rainfall drop more than 30% below the av- 
erage, and cost the economy an estimated 
$2.6 billion in the past year. No doubt, but 
human folly has done its bit too. 

People in the capital, Tehran, says Mr 
Zargar, must consume 15% less water than 
they usually do—about 130m cubic metres 
a year-—if they are still to have enough to 
drink at the end of the summer. But atleast 


Whales 


For watching or eating? 


Neither side gives ground in the battle over commercial whaling 


HE battle for the whales resumed on 

July 23rd at the annual meeting of the 
International Whaling Commission 
(two) in London. Predictably, the gap 
between the killers and the savers failed 
to narrow. On one side are Japan, Nor- 
way and Iceland and their followers, 
which argue for an end to the 1986 mora- 
torium on commercial whaling. It was 
designed to let the dwindling whale 
population recover. Now, they point out, 
some species of whale are not endan- 
gered and a few minke whales in par- 
ticular—whose population is put at over 
ım—could be caught. 

These countries also argue that cul- 
ture and tradition should allow them to 
maintain their whaling industry and 
their whale-eating habits. Most other 
countries, not to mention environmen- 
talists, are unimpressed. This has caused 
diplomatic strains, This month Britain 
banned Norwegian whale-survey ships 
from its waters. A few months earlier 
Norway was fiercely criticised when it 
said it wanted to resume exports to Ja- 
pan of whale-blubber, types of which 
are considered a delicacy there. 

Japan is also in trouble. Last Septem- 
ber the United States stopped its fisher- 
men entering American waters. Under 
1wC rules, whales can be caught for re- 


twice that amount leaks out of the pipes, 
and only 1-2% of these leaks are staunched 
each year. 

To prevent Tehran's buildings sinking 
into the sodden earth-to which the 
cracked sewers contribute—the authorities 
pump around 100m cubic metres of water 
into surface channels, whence it runs into 
the desert and evaporates. Two recycling 
plants are currently being built, but the 
processed water has been earmarked for 
farmers, and squeamish consumers may 
well balk at drinking it. 

The government was lulled by plentiful 
rain last autumn. It was not until June that 
officials went on television to announce a 
campaign to reduce consumption, which 
they did from the surroundings of lush, 
waterlogged gardens. Residents, not un- 
derstanding, responded limply. There 
were sporadic cuts to houses and offices, 
but municipal gardeners can still be seen 
spraying parks and verges. 

For a dry country that has suffered 13 
drought years in the past 20, there is a sur- 
prising lack of co-ordinated planning. 
Putting iron and steel plants in the central 
city of Isfahan generated employment, but 


search purposes, but Japan has been ac- 
cused of using science as a cover for 
hunting whales ultimately destined for 
Japanese plates. Japan’s recent decision 
to allow fishermen to kill and sell 
whales caught by mistake in their nets 
has done little to appease critics. But 
things took an even nastier turn when 
Masayuki Komatsu, the head of Japan’s 
fisheries agency, admitted just before the 
op of the rwc conference that Ja- 
pan had been using international aid to 
persuade some Caribbean countries to 
take its side on whaling issues. About a 
third of the rwc’s 37 voting members 
appear favourable to Japan and Norway. 

Mr Komatsu’s reference to minke 
whales as “cockroaches of the ocean” 
has not helped either. Both sides dug 
their heels in further when the wc 
would not grant voting rights to Iceland 
because it refuses to recognise the mora- 
torium. This is a setback for Norway and 
Japan, which need the support of at least 
75% of the two's members to get the 
moratorium lifted. 

Whale-lovers try to persuade Japan 
and Norway that it is better to watch 
whales than eat them. They point out 
that the whale-watching business is 
worth $1 billion a year. A slice of that 
would surely be nice. 


water to cool their generators has to come 
from the Zayandeh river, which dried up 
last year and now trickles forlornly. In the 
bits of Isfahan province that are not 
parched, farmers draw water from ever- 
deeper wells so they can grow rice. Few 
have followed the advice to switch to 
wheat, which needs less water and which 
Iran last year imported in huge quantities. 

Thanks to evaporation, leaks and 
thirsty canal-side weeds, some 65% of irri- 
gation water never reaches the crops for 
which it is intended. Mr Zargar promises 
more dams to make use of the rainwater 
that falls on Iran’s two big mountain 
ranges. But progress will be slow: institu- 
tionalised hostility to foreign investment 
means the government will have to fi- 
nance almost all the dams itself. 

The best way of cutting consumption 
would be to raise the price of water, but 
this idea has been barely mentioned. Mini- 
riots have broken out in various places, in- 
cluding Isfahan, and the government is de- 
termined to avoid more. So officials press 
on with the campaign of public aware- 
ness, which no doubt will be forgotten as 
soon as the first showers arrive. @ 


A survey of illegal drugs The 
Economist 


JULY 28TH 2001 








Also in this section 


How did we get here? 


History has a habit of repeating itself. 
Page4 


Big business 


The risks are high—but so are the rewards. 
Page 6 


Choose your poison 
Who uses drugs, and why. Page 8 


The harm done 


Drugs cause many problems, but they need to 
be keptin perspective. Page 9 


Stopping it 
How governments try—and fail—to stem the 
flow of drugs. Page 10 


Collateral damage 


The drugs war has many casualties. Page 12 


Better ways 


If enforcement doesn’t work, what are 
the alternatives? Page 14 


Setit free 


The case for legalisation is difficult, but the 
case againstis worse. Page 15 


Sources and acknowledgments 

Among the sources for this survey, “Drug War Heresies: 
Learning from Other Vices, Times, and Places”, by Robert 
MacCoun and Peter Reuter (Cambridge University Press), 
was particularly helpful. Others are on The Economist's 
website, at www.economist.com/surveys/ 
sources.cfm/20010728. William Saulsbury of the Police 
Foundation, Robert Keizer of the Dutch Ministry of Health, 
Eric Sterling of the Criminal Justice Policy Foundation, 
Mark Kleiman of ucta, the staff of the Lindesmith Centre 
Drug Policy Foundation, John Carnevale, Simon Jenkins 
and Martin Wolf all gave more help than may be apparent 
from the text. 





Moral outrage has proved a bad basis for policy on illegal drugs, says 
Frances Cairncross. Time for governments to go back to first principles 


F ONLY it were legitimate, there would 
be much to admire about the drugs in- 
dustry. It is, to start with, highly profitable. 
It produces goods for a small fraction of the 
price its customers are willing to pay. It has 
skilfully taken advantage of globalisation, 
deftly responding to changing markets 
and transport routes. It is global but dis- 
persed, built upon a high level of trust, and 
markets its wares to the young with no 
spending on conventional advertising. It 
brings rewards to some of the world’s 
poorer countries, and employs many of 
the rich world’s minorities and unskilled. 
However, it is an odd business. Its pro- 
ducts, simple agricultural extracts and 
chemical compounds, sell for astonishing 
prices. A kilo of heroin, 40% pure, sells (in 
units of less than 100 milligrams) for up to 
$290,000 on the streets of the United 
States—enough to buy a Rolls-Royce car. 
These prices directly reflect the ferocious 
efforts by the rich countries to suppress 
drugs. The effect is to drive a massive 
wedge between import and retail prices. 
The import prices of both heroin and co- 
caine are about 10-15% of retail prices in 
rich countries. In poor countries, the ratio 
may be more like 25%. Add a little more for 
seizures, valued at import prices, and the 
grand total is probably about $20 billion. 
That would put the industry in the same 
league as Coca-Cola’s world revenues. 
Taken at retail prices, it is almost cer- 
tainly the world’s largest illicit market, al- 
though probably smaller than the widely 


quoted estimate by the United Nations Of- 
fice of Drug Control and Crime Prevention 
of $400 billion, which would put it ahead 
of the global petroleum industry. Every 
number about the production, consump- 
tion and price of drugs involves much 
guesswork, a warning that applies all 
through this survey. But global retail sales 
are probably around $150 billion, about 
half the sales of the (legitimate) world 
pharmaceutical industry and in the same 
league as consumer spending on tobacco 
($204 billion) and alcohol ($252 billion). 

The estimate of world drug sales comes 
from Peter Reuter, an economist at the Uni- 
versity of Maryland and co-author (with 
Robert MacCoun) of a comprehensive 
new study of illegal drugs on which this 
survey frequently draws. He notes that the 
official estimate of retail drug sales in the 
United States is $60 billion, making Amer- 
ica easily the world’s most valuable mar- 
ket. European sales are at most the same 
again, probably less. Pakistan, Thailand, 
Iran and China account for most of the 
world’s heroin consumption, but prices 
are low, and so sales in total are probably 
worth no more than $10 billion. Add in 
Australia and Canada; add, too, Eastern 
Europe and Russia, where sales are grow- 
ing fast, but probably still make up less 
than 10% of the world’s total. Exclude 
European marijuana, much of which is do- 
mestically produced. 

It may seem distasteful to think of 
drugs as a business, responding to normal »» 
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> economic signals. To do so, however, is not 
to deny the fact that the drugs trade re- 
wards some of the world’s nastiest people 
and most disagreeable countries. Nor is it 
to underestimate the harm that misuse of 
drugs can do to the health of individuals, 
or the moral fury that drug-taking can 
arouse. For many people, indeed, the de- 
bate is a moral one, akin to debates about 
allowing divorce, say, or abortion. But 
moral outrage has turned out to be a poor 
basis for policy. 

Nowhere is that more evident than in 
the United States. Here is the world’s most 
expensive drugs policy, absorbing $35 bil- 
lion-40 billion a year of taxpayers’ cash. It 
has eroded civil liberties, locked up un- 
precedented numbers of young blacks and 


Hispanics, and corroded foreign policy. It 
has proved a dismal rerun of America’s at- 
tempt, in 1920-33, to prohibit the sale of al- 
cohol. That experiment—not copied in any 
other big country—inflated alcohol prices, 
promoted bootleg suppliers, encouraged 
the spread of guns and crime, increased 
hard-liquor drinking and corrupted a 
quarter of the federal enforcement agents, 
all within a decade. Half a century from 
now, America’s current drugs policy may 
seem just as perverse as Prohibition. 

For the moment, though, even having 
an honest debate about the policy is ex- 
tremely difficult there. Official publica- 
tions are full of patently false claims. A 
recent report on the National Drug Control 
Strategy announced: “National anti-drug 


How did we get here? 


bee 
History has a habit of repeating itself 


OTERS—and governments—change 

their minds about ways to deal with 
activities they disapprove of. Govern- 
ments used to ban gambling; now many 
run their own lotteries. Prostitution, al- 
though still generally illegal, is rarely the 
target of police campaigns. Attitudes to al- 
cohol have changed in the past century- 
and-half. So have attitudes to drugs. 

Inigth-century America, campaigners 
talked of the demon drink in much the 
same way that they now talk of drugs. 
The temperance movement blamed 
booze for crime, “moral degeneracy”, bro- 
ken families and business failure. In 
America, this led to Prohibition, with its 
accompanying crime and bootlegging. In 
England, campaigners won restrictions 
on access, in the shape of the pub-closing 
hours that have puzzled foreign visitors 
ever since. It may have been a bore, butit 
was a less socially costly way of dealing 
with an undesirable habit than a ban. 

Today’s illegal drugs were patent med- 
icines in the 19th century. Morphine and 
opium were freely available in both Eu- 
rope and America. Victorian babies were 
quietened with Godfrey’s Cordial, which 
contained opium. Cocaine was the basis 
of remedies for the common cold. When 
Atlanta prohibited alcohol, John Pember- 
ton, producer of a health drink called 
French Wine Coca, developed a version 
that was non-alcoholic but still contained 


traces of coca, thereby creating the 
world’s best-selling soft drink. As for mar- 
ijuana, Queen Victoria reputedly used it 
to soothe the royal period pains. 

Far from opposing the drugs trade, the 
British and the Americans notoriously 
promoted itin the 19th century. In1800 
China’s imperial government forbade the 
import of opium, which had long been 





The war on drink 


policy is working.” In evidence, it cited a 
further rise in the budget for drugs control; 
a decline in cocaine production in Peruand 
Bolivia (no mention of Colombia); and the 
fact that the proportion of 12th-grade 
youngsters who have q4ised marijuana in 
the past month appears to have levelled off 
at around 25%. If these demonstrate suc- 
cess, what can failure be like? 

Nearer the truth is the picture portrayed 
in “Traffic”, a recent film that vividly dem- 
onstrated the futility of fighting supply 
and ignoring demand. In its most telling 
scene, the film’s drugs tsar, played by Mi- 
chael Douglas, asks his staff to think cre- 
atively about new ideas for tackling the 
problem. An embarrassed silence ensues. 


This survey will concentrate largely >» 


used to stop diarrhoea, but had latterly 
graduated to recreational use. British mer- 
chants smuggled opium into China to bal- 
ance their purchases of tea for export to 
Britain. When the Chinese authorities 
confiscated a vast amount of the stuff, the 
British sentin gunboats, backed by 
France, Russia and America, and bullied 
China into legalising opium imports. 
Initial efforts to stamp out drug use at 
home had little to do with concerns about 
health. One of America’s first federal laws 
against opium-smoking, in 1887, was a re- 
sponse to agitation against Chinese “coo- 
lies”, brought into California to build 
railways and dig mines. It banned opium 
imports by Chinese people, but allowed 
them by American citizens (the tax on 
opium imports was a useful source of fed- 
eral revenue). The drafters of the Harrison 
Act of 1914, the first federal ban on non- 
medical narcotics, played on fears of 
“drug-crazed, sex-mad negroes”. And the 
1930s campaign a marijuana was 
coloured by the fact that Harry Anslinger, 
the first drug tsar, was appointed by An- 
drew Mellon, his wife’s uncle. Mellon, the 
Treasury Secretary, was banker to Du- 
Pont, and sales of hemp threatened that 
firm’s efforts to build a market for syn- 
thetic fibres. Spreading scare stories about 
cannabis was a way to give hemp a bad 
name. Moral outrage is always more effec- 
tive if backed by a few vested interests. 





> (but not exclusively) on the American mar- 
ket, partly because it is the biggest. Ameri- 
cans probably consume more drugs per 
head, especially cocaine and amphet- 
amines, than most other countries. In ad- 
dition, the effects of America’s misdirected 
policies spill across the world. Other rich 
countries that try to change their policies 
meet fierce American resistance; poor 
countries that ship drugs come (as Latin 
American experience shows) under huge 
pressure to prevent the trade, whatever the 
cost to civil liberties or the environment. 
Moreover, America’s experience dem- 
onstrates the awkward reality that there is 
little connection between the severity of a 
drugs policy on the one hand and preva- 
lence of use on the other. Almost a third of 
Americans over 12 years old admit to hav- 
ing tried drugs at some point, almost one 
in ten (26.2m) in the past year. Drugs con- 
tinue to pour into the country, prices have 
fallen and purity has risen. Cocaine costs 
half of what it did in the early 1980s and 
heroin sells for three-fifths of its price a de- 
cade ago. Greater purity means that heroin 
does not have to be injected to produce a 
high, but can be smoked or sniffed. 


A matter of fashion 
However, American experience also sug- 
gests that the pattern of drug consumption 
is altering, arguably for the better. Casual 
use seems to have fallen; heavy use has 
stabilised. More American teenagers are 
using cannabis (which, strictly speaking, 
includes not just the herb—marijuana—but 
the resin), but the number of youngsters 
experimenting with cocaine or heroin has 
stayed fairly steady. The American heroin 
epidemic peaked around 1973, since when 
the number of new addicts has dropped 
back to the levels of the mid-1960s. The av- 
erage age of heroin addicts is rising in 
many countries—indeed, the Dutch have 
just opened the first home for elderly jun- 
kies in Rotterdam. America’s hideous 
crack epidemic has also long passed, and 
cocaine use has retreated from its 1970s 
peak. And a recent study shows that the 
likelihood of proceeding from cannabis to 
harder drugs such as cocaine or heroin has 
fallen consistently for a decade. “We are 
largely dealing with history,” says Mr Reu- 
ter. “The total population of drug users has 
been pretty stable since the late 1980s.” 
This is not an unmixed blessing: heavy 
users seem to be using more drugs, and to 
be injuring and killing themselves more 
often. As with cigarette-smoking, drug-tak- 
ing isincreasingly concentrated among the 
poor. And in some rich countries other 





Mill muses on morality 


than America, such as Britain, the number 
of both casual and heavy users of most 
drugs is still rising. In the poorer countries 
and in Central and Eastern Europe too, 
drugs markets are flourishing. India and 
China are probably the fastest-growing 
large markets for heroin. 

But in the rich countries, the drugs that 
increasingly attract young users are those 
that are typically taken sporadically, not 
continuously: cannabis, ecstasy, amphet- 
amines and cocaine. In that sense, they are 
more like alcohol than tobacco: users may 
binge one or two nights a week or indulge 
every so often with friends, but most do 
not crave a dose every day, year in, year 
out, as smokers generally do. That does not 
mean that these drugs are harmless, but it 
should raise questions about whether cur- 
rent policies are still appropriate. 

Today’s policies took shape mainly in 
the mid-1980s, when an epidemic of crack 
cocaine use proved a perfect issue around 
which President Ronald Reagan could rally 
“middle America”. His vice-president, 
George Bush, called for a “real war on 
drugs”, which caught the mood of the 
time: opinion polls showed that drugs 
were at the top of people’s lists of worries. 
By the early 1990s the crack scare had 
faded, but a series of increasingly fero- 
cious laws, passed in the second half of the 
1980s, set the framework within which Mr 
Bush's war on drugs is still waged today. 

This framework is not immutable, al- 
though formidable vested interests—in- 
cluding the police and prison 
officers—now back tough drugs laws. Atti- 
tudes to policy change over time (see box, 
previous page), and drugs policies inmany 
countries are changing with them. Gov- 
ernments are gradually putting more em- 


phasis on treatment rather than 
punishment. Last autumn, in a referen- 
dum, California voted to send first- and 
second-time drug offenders for treatment 
rather than to prison. And the law on pos- 
sessing cannabis is being relaxed, even in 
parts of the United States, where several 
states now permit the possession of small 
amounts of it for medical use. 

In Europe and Australia, governments 
have relaxed the enforcement of laws on 
possessing “soft” drugs. In Switzerland, 
farmers who grow cannabis for commer- 
cial sale within the country will be pro- 
tected from prosecution if a new govern- 
ment proposal goes through. In Britain, 
Michael Portillo, a top opposition politi- 
cian, advocates legalisation. But it is hard 
for an individual country to set its own 
course without becoming a net exporter, 
as the experience of Europe's more liberal 
countries shows. Ultimately, the policies 
of the world’s biggest drugs importer will 
limit the freedom of others to act. 

At the heart of the debate on drugsliesa 
moral question: what duty does the state 
have to protect individual citizens from 
harming themselves? The Economist has 
always taken a libertarian approach. It 
stands with John Stuart Mill, whose fam- 
ous essay “On Liberty” argued that: 

The only purpose for which power can be 
rightfully exercised over any member of a 
civilised community, against his will, is to 
prevent harm to others. His own good, either 
physical or moral, is not a sufficient warrant. 
He cannot rightfully be compelled to do or 
forbear because it will be better for him to do 
so, because it will make him happier, be- 
cause, in the opinions of others, to do so 
would be wise, or even right. These are good 
reasons for remonstrating with him, or rea- 
soning with him, or persuading him, or en- 
treating him, but not for compelling him, or 
visiting him with any evil in case he do oth- 
erwise. Over himself, over his own body 
and mind, the individual is sovereign. 


This survey broadly endorses that 
view. But it tempers liberalism with prag- 
matism. Mill was not running for election. 
Attitudes towards drug-taking may be 
changing, but it will be a long time before 
most voters are comfortable with a policy 
that involves only remonstration and rea- 
son. People fret about protecting young- 
sters, a group that Mill himself accepted 
might need special protection. They fret, 
too, that drug-takers may not be truly “sov- 
ereign” if they become addicted. And 
some aspects of drug-taking do indeed 
harm others. So a first priority is to look for 
measures that reduce the harm drugs do, 
both to users and to society at large. m 








pe drugs industry is simple and profit- 
able. Its simplicity makes it relatively 
easy to organise; its profitability makes it 
hard to stop. At every level, its pricing and 
its structure are shaped by the high level of 
risk from enforcement: the risk of seizure 
and jail, and the uncertainty that arises be- 
cause traders cannot rely on the law to en- 
force their bargains. 

The industry’s products are of two 
sorts. Most of its products are agricultural, 
but a growing sideline is made from sim- 
ple chemicals. Production of farmed drugs 
is concentrated increasingly in two coun- 
tries: about two-thirds of the world’s her- 
oin (made from opium) may come from 
Afghanistan and most of the rest from 
Myanmar; four-fifths of coca from Colom- 
bia. Only cannabis is produced in large 
quantities not just in the poor world—prin- 
cipally Mexico—but also in the rich, where 
much of the best stuff is grown. Itis a toler- 
ant crop. It can be interplanted in corn- 
fields in Kentucky, or lovingly tended in an 
apartment in Amsterdam, where a taxi 
driver told this correspondent that he regu- 
larly raised 150 plants in a cupboard to sell 
at nine weeks for 60 guilders ($23) apiece 
to a local coffee shop. The bulkiness of can- 
nabis, and its relatively low value, make it 
a crop best grown near the market. 

Tracking crops is difficult, but easier, 
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thanks to spy satellites, than tracking 
chemicals. Nobody is sure whether the 
Netherlands is the world’s main producer 
of ecstasy or (as seems more likely) merely 
the world’s main entrepôt for a product 
made in Poland and other parts of Eastern 
Europe. Methamphetamines seem to be 
produced mainly in small factories on 
both sides of the Mexican-American bor- 
der. William Gore, of the Federal Bureau of 
Investigation in San Diego, thinks that suc- 
cessful law enforcement on the American 
side of the border has reduced factories 
there to making only 1-2lb (up to a kilo- 
gram) of the drug at a time; laxer vigilance 
to the south means that Mexican factories 
produce 100-200lb ata time. 

Getting drugs from the poor world to 
the rich requires a distribution network. 
The task is tougher for cocaine than for her- 
oin, because cocaine is more frequently 
shipped or flown to its markets, making it 
vulnerable to seizure. Most heroin con- 
signments appear to travel overland. But 
this is where the big money starts to be 
made. The price paid to a Pakistani farmer 
for opium, reckons the United Nations, is 
$90 a kilo (see table, next page). The whole- 
sale price in Pakistan is almost $3,000. The 
American wholesale price is $80,000. On 
the street, at 40% purity, the retail price is 
$290,000. As for cocaine, the leaf needed 
to produce a kilo costs about $400-600, ac- 
cording to Francisco Thoumi, author of a 
remarkable unpublished study of the An- 
dean drugs industry. By the time it leaves 
Colombia, the price has gone up to $1,500- 
1,800. On America’s streets, after changing 
hands four or five times, the retail price for 
a kilo of cocaine works out at $110,000, 
andin Europe substantially more. 

That vast gap between the cost of pro- 
ducing the stuff and the price paid by the fi- 
nal consumer goes a long way to 
explaining why drugs policies so often fail. 
However, the people who grow or make il- 
legal drugs see only modest returns. The 
value is embedded mainly in the distribu- 
tion chain. In Pakistan, for example, 90% of 
the domestic retail price of heroin goes to 
local wholesalers and retailers. The price 
at which heroin leaves the country may be 
only 10% of its street price in the United 
States or Europe. 








Developing-country producers can 
find distribution difficult. Bruce Porter, the 
author of “Blow”, a book about the 20- 
year career of a drug merchant called 
George Jung that has now been made into 
a film, recounts that the Colombians in the 
early 1970s had trouble getting their co- 
caine to the American market. “George 
showed them how to distribute, using the 
marijuana distribution chain.” Once that 
was in place, “George became a bulk trans- 
porter, shipping cocaine from Colombia to 
Colombians in Miami.” 

The people who dominated the co- 
caine trade in Colombia in its early days 
were experienced smugglers, thanks to the 
country’s long history of gold and emerald 
smuggling. Much the same was true in 
Mexico, says Peter Smith, director of Latin 
American studies at the University of Cali- 
fornia, San Diego. When tough policing in 
Miami drove up their costs, Colombians 
formed joint ventures with Mexicans who 
were in the general smuggling trade, rather 
than with the small “mom-and-pop” car- 
tels in Mexico that had previously grown 
marijuana for sale in the north. They reck- 
oned that the professional smugglers were 
more likely to have the logistics skills 
needed for the job. 

In the early 1990s, these smugglers be- 
gan to insist on being paid in drugs rather 
than cash, allowing them to break into 
American distribution too. They swiftly 
evolved from subcontracted transporters 
to urban distributors. The relationship is 
finely balanced: the Mexican smugglers 
know that, if they ask for too large a share, >> 
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> the Colombians can always return to ship- 
ping their cocaine by a different route. 

Over the years, these distribution net- 
works have become more efficient. That 
may explain one of the many mysteries of 
the drugs business: the halving of the price 
of heroin and cocaine between 1980 and 
1990. The National Research Council spec- 
ulates: “The drug industry may have ex- 
perienced the learning-curve effects often 
associated with new industries as they 
find ways to be more efficient in their oper- 
ations.” In a footnote, the report adds: 
“Learning by doing has a long history in 
studies of industrial organisation, pro- 
ductivity and growth.” 

Certainly the Mexicans, according to a 
study done for the United Nations, seem to 
have concentrated on the drugs business 
in a way that might be expected to improve 
efficiency. Unlike other distributors, they 
avoid diversifying into other sorts of 
crime. Joseph Fuentes, a senior New Jersey 
policeman who has written a doctoral the- 
sis on the industry, explains that the Mexi- 
can distributors operate with great 
professionalism, sometimes employing 
top managers with degrees in business 
studies, and relying heavily on honour, 
credit and collateral. “The recruitment pro- 
cess is very like that for 18M or Xerox,” he 
says—except that the drug distributors re- 
quire detailed information about the 
whereabouts of a prospective employee’s 
parents, spouse and children. 

In Europe, distribution patterns seem 
to be different. The United Nations reckons 
that organised crime is less involved, at 
least in cocaine trafficking, and that more 
trade passes through ordinary businesses, 
many of them based in Spain. The retail 
side is often run by small groups or indi- 


viduals supplying a network of friends; 
gang-controlled distribution is rarer. That 
may change: for instance, Martin Witte- 
veen of the Dutch public prosecutor's of- 
fice believes that Israeli crime syndicates 
are taking over much of the trade in ec- 
stasy between the Netherlands and the 
largest market, America. 

Distribution within the rich importing 
countries is often dominated by immi- 
grant groups. A police officer in Bern, in 
Switzerland, counts them off on his fin- 
gers: cocaine comes into the country 
mainly from Spain, but the trade is run by 
African asylum-seekers and by Turks. Her- 
oin comes from Turkey and the Balkans, 
and the business is mainly in the hands of 
Albanians, Serbs and Macedonians, he 
says. Few of these folk appear in the 
streets: the final deal is often done by Swiss 
junkies. There are similar stories every- 
where: in Denmark, itis Gambians, in Aus- 
tralia, Vietnamese. 


i Adding value E 

Drug price per kg, $ 

Heroin* 
Farmgate (opium) 90 
Domestic wholesale 2,870 
US wholesale 80,000 
US retail 290,000 

Cocainet 
Coca leaves 610 
Cocaine base 860 


Cocaine hydrochloride - export 1,500 
-USwholesale 25,250 
US retail - crack cocaine 50,000 


-cocaine powder 110,000 


*Origin Pakistan, 1994 ‘Origin Bolivia, 1995-96 
Source: 1997 World Drug Report UNODCCP 





This foreign control is no accident. Im- 
migrant groups may have strong links with 
producing countries; they speak languages 
the police rarely understand; they have 
close ties of loyalty to each other. All these 
things give them a competitive advantage 
over locals. In addition, they have less to 
lose because they find it harder than locals 
to get decent legitimate jobs. 

Given that heroin and cocaine are both 
highly concentrated, these dealing net- 
works are probably not large: about 500 
tonnes of cocaine come into the United 
States each year, and some dealers handle 
more than10 tonnes a year. A few hundred 
people probably handle most of it. 


Getting a fix 

The big battalions are on the streets. In 
poor parts of town, dealing is often a big 
source of employment. A study of drug 
markets in Milwaukee a couple of years 
ago by John Hagedorn, of the University of 
Illinois-Chicago, found that at least 10% of 
Latino and black men aged 18-29 drew at 
least part of their income from the drugs 
business. It was, he said, the most profit- 
able activity in the town’s informal econ- 
omy: 28 businesses, dealing mainly in 
cocaine, employed about 190 people, their 
owners grossing between $1,000 and 
$5,000 a month. Many of the owners also 
had jobs in the legitimate economy—drug 
selling seemed to be a complement to, 
rather than a substitute for, legitimate 
work. Thirteen of these businesses had 
been going for at least two years, develop- 
ing innovative ways of avoiding the police 
and so reducing their business risk. The 
owners had stopped dealing from street 
corners or homes, and used pagers and 
mobile phones instead. They also em- 
ployed runners to deliver drugs, and so 
carried almost no drugs themselves. 

Different customers are willing to incur 
different risks. Richard Curtis of the John 
Jay College of Criminal Justice in New 
York, who has studied the retail market for 
drugs there, has found that customers in 
the smart areas of midtown and lower 
Manhattan tend not to travel to the shadier 
areas of Harlem or Washington Heights to 
buy drugs, even though they would save 
money if they did. 

Recruiting employees appears to be 
easy. “In a lot of poor communities, drug 
dealers are the only equal-opportunity 
employer,” says Deborah Small, director 
of public policy at the Lindesmith Centre, 
a drug-campaigning organisation. The 
main alternative source of illegal income, 
numbers betting, has been largely de- » 


> stroyed by legalisation. And drug-dealing 
pays well: one study of dealers in Wash- 
ington, DC, at the height of the 1980s crack 
epidemic found that they could earn $30 
an hour, compared with about $7 from le- 
gal employment. 

That is an attractive rate, especially for 
the middle-aged high-school drop-out 
who is getting too old for mugging and has 
few other ways to make a living. But, as in 
every business, earnings vary with 


responsibility, and have to be set against 
the risks. A sophisticated study of the fi- 
nances of one drug gang by two econo- 
mists at the University of Chicago, Steven 
Levitt and Sudhir Alladi Venkatesh, found 
that, whereas the top members earned far 
more than their legitimate market alterna- 
tive, the street-level sellers earned roughly 
the minimum wage. They seemed to stay 
in the job in the hope of rising to the top. 
But the risks are enormous: gang wars, es- 
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OST drug users live in the poor 

world, not the rich. Countries such as 
China and Pakistan in the case of heroin, 
and Colombia (South America’s second 
most populous country) in the case of co- 
caine, have local traditions of drug use and 
vast uprooted urban populations to pro- 
vide expanding markets. In future, growth 
will be concentrated in developing coun- 
tries and the former Soviet Union. 

At present, the markets with the big 
money are in the rich world, where the 
mark-ups between import and sales prices 
are highest. Here, not surprisingly, most 
people buy the drugs that have the fewest 
side-effects and are least likely to cause ad- 
diction. In that respect, drug users seem to 
behave as rationally as other consumers. 

Everywhere, the most widely used 
drug by far is cannabis. At some point or 
another, about half the people under 40 in 
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America have probably tried it. In time, as 
many adults in the rich world may have 
sampled cannabis as have tried alcohol. In 
many social groupings, especially in large 
cities, using cannabis has already become 
more or less normal behaviour. “The last 
time anyone offered it to me,” recalls Paul 
Hayes, a senior British probation officer 
who has just become head of a new drug- 
treatment agency, “was after a primary 
school parent-teacher association disco, in 
the home of a Rotary Club member, and 
the person was a detective-sergeant in the 
Metropolitan Police. If that’s not normal- 
isation, I don’t know what is.” Prudently, 
Mr Hayes refused. 

Other drugs are becoming part of the 
normal weekly pattern of life in some so- 
cial circles. Amphetamines and cocaine, 
like cannabis, are mostly taken sporadi- 
cally, and are used far more heavily by the 





sential to gain market share and to resolve 
disputes, also drive customers away—and 
for this particular sample resulted in a 
death rate of 7% among distributors. 

Many of the “runners” at the tip of the 
distribution chain are paid in a mix of 
drugs and cash. That turns drug-dealing 
into a sort of pyramid-selling, giving them 
an incentive to make more sales. And cus- 
tomers, as with any business, are the life- 
blood of the drugs trade. m 


Who uses drugs, and why 


young than by the middle-aged. Simon 
Jenkins, a former editor of the Times and 
member of an inquiry into drugs and the 
law under Lady Runciman, argues that 
London’s vibrant clubbing scene is clear 
testament to the profusion of drugs avail- 
able there: how else would people have 
the energy to dance all night? 

Most drug users, like those clubbers, are 
occasional dabblers. A 1997 survey of 
western German drug users sets the tone: 
just under 80% of cannabis users take the 
drug no more than once a week, and al- 
most half take it fewer than ten times a 
year (see chart 2). With ecstasy and co- 
caine, users indulge even less often. 

With drugs, as with alcohol, a minority 
of users tends to account for the bulk of 
consumption. In America, for instance, 
22% of users account for 70% of use. Heroin 
use is probably even more dominated by 
frequent or dependent users. Most drug 
users, it seems, understand the risks they 
are taking, and approach them rationally. 
Of Europe’s adults, at most 3% are likely to 
have tried cocaine; fewer than 1% have 
ever sampled heroin. 

Most drugs do not appear to be physi- 
cally addictive. Views on this may eventu- 
ally change: in laboratories all over the 
United States, unfortunate rats are being 
put into drug-induced hazes as the Na- 
tional Institute on Drug Abuse (NIDA) 
spends its hefty budget on a mass of re- 
search on the impact of drugs on the brain. 
Recent work on people who give up a 
heavy marijuana habit seems to show that 
they suffer anxiety and loss of appetite. 

However, for the moment, the evi- 
dence suggests that neither marijuana nor 
amphetamines are physiologically addic- 
tive. Many people find it hard to abandon » 











> crack cocaine once they have tried it a few 
times, but when they do, they do not ap- 
pear to become physically ill, as they 
would with heroin—or indeed nicotine or 
caffeine. “Heroin is a true addiction, witha 
recovery rate of 40-50%,” explains Giel van 
Brussel, who has been head of Amster- 
dam’s addiction care department for 
many years. “With cocaine, the recovery 
rate is around 90%, so we don’t see it as 
such an enormous problem.” That is rare 
sanity from a policymaker, but then Dutch 
policymakers are saner than most. 

Even with the most addictive illegal 
drugs, only a minority of users seems to 
get hooked. With heroin, according to fig- 
ures from America's National Household 
Survey on Drug Abuse, one user in three is 
dependent. Alarming—but not compared 
with nicotine, which appears to be the 
most addictive drug of all: one study 
quoted by America’s Food and Drug Ad- 
ministration found that 80% of cigarette 
smokers were addicted (see chart 2, previ- 
ous page). David Lewis, professor of alco- 
hol and addiction studies at Brown 
University in Rhode Island, reckons that 
the relapse rates for those who try to give 
up are higher than those for heroin or crack 


cocaine. If the aim of drugs policy were to 
prevent harmful addiction, the main target 
of drugs enforcement agents would clearly 
be tobacco smokers and their dealers. 
Studies of the routes by which people 
come to take up drugs have had a huge im- 
pact on policy. Most influential has been 
the “gateway” theory, suggesting that soft 
drugs lead on to hard drugs: if cannabis is 
the path to crack cocaine, then clearly the 
sooner that path is blocked, the better. 


Guesswork about gateways 
In fact, this turns out to be nonsense. Cer- 
tainly, most people who take “hard” drugs 
have usually first smoked marijuana. But, 
as Lady Runciman’s excellent report on the 
misuse of drugs in Britain argued last year, 
for the “gateway” theory to be proved cor- 
rect requires not just that cocaine and her- 
oin users are highly likely to have taken 
cannabis; it also requires that cannabis us- 
ers are highly likely to move on to cocaine 
or heroin. Yet the vast majority of canna- 
bis users do not graduate to these more 
dangerous drugs. 

Moreover, there is no reliable evidence 
indicating that taking marijuana pharma- 
cologically disposes people to later use of 


heroin. But work atJohns Hopkins Univer 
sity shows that children who drink and. 
smoke in their early teens are dispropor- = 
tionately likely to progress later to mari: 
juana. And a study in Britain found that 
the probability of 11-to-15-year-olds using 
an illicit drug is strongly related to under- 
age smoking and drinking. Beer and ciga- 
rettes seem to be gateways to marijuana, 
but marijuana does not seem to be a gate- 
way to other drugs. 

Whether somebody becomes a heavy 
drug user seems to depend on other fac- 
tors. Heredity may play some part, and sò: 
may social conditions: recent American re- 
search has found that drug useis 50% more 
common in households that are welfare 
recipients than in those that are not. And. | 
family circumstances may interact with __ 
personality. Mr Hayes, after along career _ 
in the London probation service, sees a 
typical user as “someone who is a risk- | 
taker—whose lifestyle involves bending. 
rules.” Part of the lure of drug-taking 
seems to be the sense of danger. The ques- 
tion is how far people should decide for 
themselves whether to take such risks, and 
how far the government should make that 
decision for them. m 




















N A former warehouse under Manhattan 

bridge in New York, now home to a ther- 
apeutic community run by Phoenix 
House, 42-year-old Michael talks sadly of 
the cost of 30 years on heroin and crack co- 
caine. “I couldn’t see further than the next 
bag of dope. I was hustling, shoplifting and 
getting high. I couldn't deal with people. I 
have a 14-year-old son that I could never 
look after.” 

Michael has now been voluntarily at 
Phoenix House for four months, learning 
how to cope with others and with himself. 
He is well-dressed, articulate and eager to 
escape. The desire to be a decent father to 
his son, coupled with the skills training 
and accommodation that Phoenix House 
provides, may be just what he needs to 
kick his habit, get a job and rejoin the hu- 
man race. Gabriel has a tougher job ahead: 
he has been in a clinic in Tijuana, just 
south of Mexico’s border with the United 
States, after spending 14 of his 30 years on 
methamphetamines. His mother, who 













once threw him out for stealing from her, 
found him ragged and emaciated, and per- 
suaded him to go for treatment at one of 
Mexico’s very few professionally run clin- 
ics. Now sleek and handsome, he is off 
drugs. But he will struggle to find work, 
and will return to live in the same commu- 
nity where his addiction began. 

Many people take drugs because they 
get pleasure from them. To those who 
prefer a glass of burgundy and a cigar, that 
may seem hard to understand. It is, how- 
ever, improbable that so many people 
would spend so much money on volunta- 
rily eating, smoking or sniffing drugs if do- 
ing so brought them nothing but misery. 

That said, though, abusing drugs un- 
doubtedly wrecks many lives. Once peo- 
ple become truly dependent, it can take 
them years to break the cycle. As with ciga- 
rettes, the pleasure then consists mainly of 
avoiding the pain of giving up. But the vast 
majority of drug users end up like neither 
Michael nor Gabriel. They go through a 


period when drugs form part of their lives, 
and then they move on. Peter Cohen, of 
the Centre for Drug Research at the Univer- 
sity of Amsterdam, followed a sample of 
cocaine users whom he describes as typi- 
cal. After ten years, 60% had become com- 
pletely abstinent and 40% remained = 
occasional users. “Most drug users ulti- = 
mately stop,” he says. “Drugs no longer fit © 
their lifestyle. They get jobs, they have to 

get up early, they stop going to the disco, 
they have kids.” 

The dangers of drugs should not be un- 
derestimated, but nor should they be exag- 
gerated. With the exception of heroin, 
drugs contribute to far fewer deaths 
among their users than either nicotine or 
alcohol. In America, for instance, tobacco 
kills proportionately more smokers than 
heroin kills its users, and alcohol kills more 
drinkers than cocaine kills its devotees. 

Consuming a drug is rarely the only 
cause of death. More often, the user is take 
ing some extra risk. That is true even for +> 








> heroin. The European Monitoring Centre 
for Drugs and Drug Addiction (EMCDDA), 
which collects and analyses European sta- 
tistics, reports that the mortality rate for 
people who inject heroin is two to four 
times as high as that for non-injectors, 
mainly because of the danger of contract- 
ing HIV or hepatitis from dirty needles. 
“Acute deaths related solely to cocaine, 
amphetamines or ecstasy are unusual,” 
says the EMCDDA in a recent report, “de- 
spite the publicity they receive.” Dr van 
Brussel, the addiction care expert, agrees: 
“We have about 100 deaths a year from 
heroin addiction in the Netherlands,” he 
says, “but only one or two from cocaine.” 
Even though much of the world’s ecstasy 
passes through the Netherlands, the coun- 
try has only one death a year of a person 
with ecstasy in his bloodstream. Even 
then, it is rarely clear that ecstasy (MDMA) 
alone is the killer. According to Charles 
Grob, a professor at the UCLA School of 
Medicine, people who take MDMA incur 
health risks mainly if they are already un- 
fit. He recalls one man, who had experi- 
enced no previous problems with ecstasy, 
whose blood pressure began to rise alarm- 
ingly after taking it. It transpired that he 
had stayed at a friend’s house, and used an 
asthma inhaler because he was allergic to 
his friend’s cat. It was the combination of 
substances that had caused the trouble. 
Even drugs that do not kill people may 
still hurt them. More and more evidence 
suggests that drugs may affect brain activ- 
ity. Some even hint that marijuana, re- 
garded by its fans as safer than sugar 
doughnuts (and less addictive), may do 
damage. A study recently reported in the 
American Heart Association’s journal sug- 
gested that for middle-aged people the risk 


Stopping it 


HEN, 80 years ago, America prohib- 

ited the sale of alcohol, it imposed a 
milder policy than it currently applies to 
drugs, since people were allowed to pos- 
sess alcohol for home use. Yet the 13-year 
experiment showed how easily a ban 
could distort and corrupt law enforce- 
ment, encourage the emergence of gangs 
and the spread of crime, erode civil liber- 
ties, and endanger public health by mak- 
ing it impossible to regulate the quality of 





Yuck 


of a heart attack rose by nearly five times in 
the first hour after smoking marijuana. 

But the overall impression remains 
that, in the words of the Lancet, a British 
medical journal, “It would be reasonable 
to judge cannabis less of a threat than alco- 
hol or tobacco...On the medical evidence 
available, moderate indulgence in canna- 
bis has little ill-effect on health.” 

Whereas some drugs harm people's 
health, some may also do good. Hospitals 
still use heroin derivatives to treat pain. 
They cannot usually prescribe marijuana, 
even though a study published by the In- 
stitute of Medicine in 1999 suggested that 
marijuana could help to treat nausea, loss 
of appetite, pain and anxiety. In America, 
such findings have turned medical mari- 
juana into the main issue in the campaign 
to soften the law on drugs. 

Health apart, drugs cause other kinds 
of harm—not just to the individual user 
butto society at large. Crack cocaine seems 


a widely consumed product. The drugs 
war has achieved all these things but, since 
the business is global, it has done so on an 
international scale. In the United States 
particularly, and in those developing 
countries that supply it, the attempt to 
stamp out drugs has had effects more dev- 
astating than those of the drugs them- 
selves. 

The main targets of American supply- 
reduction campaigns over the years have 


to be linked to domestic violence, mari- 
juana makes workers groggy, no drug is 
good for motorists. And some people who 
use drugs heavily—“chaotic” drug users - 
are disproportionately likely to commit 
crimes. A mere 5,000 of the country’s esti- 
mated 25,000 hard-drug addicts are 
responsible for about half of all petty 
crimes committed in the Netherlands, 
guesses Bob Keizer, drugs policy adviser to 
the Dutch Ministry of Health. 


Crime and chaos 

Given the expense of a heavy habit, petty 
crime is an obvious income source. How- 
ever, Michael Hough, director of the Crim- 
inal Policy Research Unit at the University 
of the South Bank in London, believes that 
the link is not simple. Rather, the sort of 
person who becomes a “chaotic” drug 
user is also disproportionately likely al- 
ready to be an “acquisitive offender”: a 
thief, shoplifter (the addict’s crime of 
choice) or burglar. “The preconditions for 
starting on heroin are to be a risk-taker, 
and to have quite a bit of money,” he says. 
He points to a study of people arrested in 
Britain, by Trevor Bennett of Cambridge 
University, which calculated that the cost 
of consuming heroin and crack accounted 
for 32% of criminal activity. 

Where drug use directly harms society, 
government is right to intervene. But the 
best way to protect society is not necessar- 
ily to ban drugs. If that were the right 
course, governments would begin by ban- 
ning alcohol, which causes far more ag- 
gression and misbehaviour than any other 
substance, licit or illicit. Instead, govern- 
ments everywhere pursue tougher poli- 
cies against drugs, some of which are more 
harmful than the drugs themselves. m 


How governments try—and 
fail—to stem the flow of drugs 


been Bolivia, Peru, Colombia and Mexico. 
The net effect appears to have been a re- 
location and reorganisation of production, 
not a cutback. Dramatic falls in coca cul- 
tivation in Peru and Bolivia in the late 
1990s coincided with an equally dramatic 
rise in Colombia, even though almost all 
the top people in Colombia’s notorious 
Cali cartel had been jailed in the 
mid-1990s. Estimates are sketchy, but the 
area under cultivation may have doubled. »» 
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> The decline in the price of cocaine in 
America has led the industry to look for 
new markets in Europe, and to diversify 
into the even more profitable opium. 

Given the right conditions, it is clearly 
possible to suppress drug-growing in some 
regions. A country can shift the problem 
elsewhere, at least temporarily. However, 
the real factors that lead countries into or 
out of drug production seem to have much 
less to do with policy or prosperity than 
with culture and social institutions. As Mr 
Thoumi, author of the work on drugs in 
the Andes, points out, every country in the 
world that can produce bananas does so. 
Yet, in spite of a much larger gap between 
the export and import price of cocaine or 
heroin than of bananas, by no means ev- 
ery potential grower is in the business. He 
sees the explanation for Colombia’s 
booming business in its tradition of indi- 
vidualism, with few social controls. By 
contrast, Ecuador, a much poorer country 
that does not produce cocaine, has a stron- 
ger religious tradition. 

If Mr Thoumi is right, government pol- 
icy may have little durable impact on drug 
production. Basic economics suggest the 
same thing. Last year Congress voted $1.3 
billion of emergency funding to Colombia 
to step up crop eradication over the next 
three years. But there are good reasons, 
spelled out in a recent article by Mr Reuter 
in the Milken Institute Review, why cutting 
off supply is doomed. The stuff is simply 
too profitable. Production is cheap. If a ki- 
logram of cocaine retails for upwards of 
$110,000, the exporter can easily afford to 


double the few hundred dollars paid to the 
grower without much damage to his over- 
all margin. Attempts to persuade growers 
to switch to planting pineapples are 
equally doomed: the cocaine exporters 
can readily outbid any reasonable scheme. 

The same logic applies to shipping. 
American policy at the Mexican border 
concentrates on trying to stop the torrent 
of drugs that passes mainly through the Ti- 
juana crossing, the world’s busiest border. 
But in Tijuana, once a dirt-poor town, 
drugs pay for smart new homes and cars. 
Some youngsters go to school with packets 
in their backpacks to sell at lunchtime. 

The costs of seizure are small compared 
with the profits, Earlier this year, the us 
Coastguard seized two vast shipments of 
cocaine, one of 8 tonnes and the other of 13 
tonnes. Together, they could have supplied 
21m retail sales. To the astonishment of 
law-enforcement officers, the retail price of 
cocaine did not appear to budge. The enor- 
mous street value of the product makes it 
extremely cheap to ship. As Mr Reuter puts 
it, “A pilot who demands $500,000 for fly- 
ing a plane with 250 kilograms is generat- 
ing costs of only $2,000 per kilogram—less 
than 2% of the retail price. Even if a 
$500,000 plane has to be abandoned after 
one flight, it adds only another $2,000 to 
the kilogram price.” 


The power to corrupt 

A profit margin such as this leaves enor- 
mous scope for corruption. Victor Clark Al- 
faro, a doughty human-rights campaigner 
in Tijuana, insists that: “Corruption goes 
from the police on the street to the top offi- 
cials.” The federal police, understaffed and 
underpaid on $700-800 a month, are no 
match for the big cartels. Francisco Ortiz 
Franco, an editor on Zeta, anewspaper that 
has had several run-ins with Mexican drug 
gangs, guesses that at least 20% of the 
agents fighting the drug trade are paid by 
the gangs; one dealer captured a couple of 
years ago put the figure for state and fed- 
eral police officers at 80%. The problem is 
not that the police are particularly greedy: 
their option is usually to accept drug pay or 
risk retribution from the gangs. 

Faced with such economics, the Bush 
and Fox administrations have been build- 
ing closer links. For the first time, a big 
Mexican drugs boss was recently extra- 
dited to America to stand trial. And the 
American administration is at last willing 
to admit that—as President Bush said on a 
visit to Mexico earlier this year—the real 
problem is demand. But tackling demand 
is just as tricky as cutting off supply. 


Superintendent Dean Ingledew of Lon- 
don’s Metropolitan Police is in charge of 
policing Soho, the city’s main nightclub 
district. His territory is full of Victorian al- 
leyways, hostess bars and illegal drinking 
clubs. The customers who support Soho’s 
thriving crack trade are mainly “rough 
sleepers”, homeless folk who can make up 
to £100 ($140) a day begging in the street. 
But the market is changing: many more 
young professionals are coming in to sam- 
ple a drug that has never before been pop- 
ular in Britain, but now seems to be 
becoming more affordable. 

Mr Ingledew and his colleagues use a 
mixture of community co-operation and 
street design, trying to improve lighting in 
Soho’s darkest nooks. They are developing 
ingenious ways to trap those dealers who » 
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> keep their stock of “rocks” in their mouths 
and swallow them when arrested. But ulti- 
mately their main goal is protecting public 
safety and the quality of life in Soho. Drug- 
dealing causes less disruption than belli- 
gerent drunks, but he is frank about the dif- 
ficulty of tackling it. “Our aim is to arrest 
the dealers,” he says, “but there are a huge 
number of people who want to buy from 
them. So whenever we take a dealer out, 
the gap is filled. Enforcement is at best able 
to displace the market a few hundred 
yards, and to keep alid onit.” 

In New York, where the drug problem 
once bred horrific gang violence, the em- 
phasis has been different. Michael Tiffany, 
deputy chief of the Bronx Narcotics Divi- 
sion at the New York Police Department, 
explains how putting a lot of officers into 
drug enforcement over the past eight years 
has brought successes. Up until1994-95, he 
says, New York was the main distribution 
point for cocaine in the north-eastern Un- 


ited States. A decade ago, 50% of the peo- 
ple arrested for drug offences in the Bronx 
might have been from out of town. Now 
95% of them are local. The wholesale dis- 
tribution network has moved on. 

Gone, too, has much of the violence. 
Bridget Brennan, special narcotics pros- 
ecutor for the City of New York, argues that 
increased enforcement has “taken out the 
most disorganised—and most violent— 
organisations, that were shooting each 
other over spots. The ones left are more 
careful. They have a business interest in 
keeping violence down and not attracting 
attention to themselves.” 

Her fear is that, with the violence gone, 
public support for tough policing may 
fade: “The greater our success, the harder it 
may be to go on.” Mr Tiffany has a different 
worry. “We can control the distribution of 
narcotics to a reasonable degree. We can 
control the violence.” But, with so many 
drugs pouring into the country and a pop- 


Collateral damage 


HE most conspicuous victim of the 

war on drugs has been justice, espe- 
cially in America, where law enforcement 
and the legal system have taken the brunt 
of the harm. But all over the world there 
are human victims too: the drug users 
jailed to punish them for the equivalent of 
binge drinking or smoking two packs a 
day—except that their habitis illegal. Many 
emerge from prison more harmed, and 
more harmful, than when they go in. 

The attack on drugs has led to an ero- 
sion of civil liberties and an encroachment 
of the state that alarms liberals on Amer- 
ica’s right as well as the old hippies of the 
left. At the Cato Institute, a right-wing 
think-tank in Washington, pc, Timothy 
Lynch is dismayed by the way the war on 
drugs seems to be corrupting police forces. 
Not only does it breed what some might 
see as excusable dishonesty: “testalying”, 
or lying on the witness stand in order to 
put a gang behind bars. It also breeds po- 
lice officers who, says Mr Lynch, “use the 
powers of policing to put a rival gang out 
of action”. 

The drugs war perverts policing in 
other ways too. For example, the police 
can keep property seized from a drugs of- 
fender, which may be giving the wrong in- 


centives. Another undesirable effect has 
been the militarisation of America’s police 
forces. Some 90% of police departments in 
cities with populations over 50,000, and 
70% of departments in smaller cities, now 
have paramilitary units. These Special 
Weapons and Tactics, or SWAT, teams are 


Now for some colour-blind justice 


ular culture that accepts them, “we will 
reach the point where all we can do is to 
hold the line.” 

Both in London and New York, the po- 
lice rightly give priority to stopping the 
threats to public order and safety that 
drug-dealing can bring. Enforcement ev- 
erywhere ought to have effects on the sup- 
ply of drugs: it should drive up the price, 
reduce the competition and restrict the 
supply. But the increased efforts that gov- 
ernments have made to stem the flow do 
not appear to have raised the price, low- 
ered the purity or discouraged the pur- 
chase or the use of drugs. That is true even 
in America, where policy has been con- 
centrated on trying to reduce the availabil- 
ity of illegal drugs. This has been vastly 
expensive; it has sometimes corrupted the 
law-enforcement process; and it has dam- 
aged civil liberties and led to the imprison- 
ment of hugely disproportionate numbers 
of non-whites. m 


The drugs war has 
many casualties 


sometimes equipped with tanks and gre- 
nade launchers. In Fresno, California, the 
swat team has two helicopters complete 
with night-vision goggles; in Boone 
County, Indiana, an amphibious ar- 
moured personnel carrier. Set up initially 


to deal with emergencies such as hostage »» 








> crises, such teams increasingly undertake 
drugs raids. Inevitably, from time to time 
they raid the wrong premises or shoot the 
wrong suspects. 

Civil liberties also suffer because there 
is usually no complaining witness in a 
drugs case: both buyer and seller want the 
transaction to take place. The police, says 
Mr Lynch, therefore need to rely on infor- 
mants, wire-taps and undercover tactics 
that are not normally used in other crimes. 
The result is “a cancer in our courtrooms”, 
as he puts it, that proponents of America’s 
drugs war rarely acknowledge as one of 
the costs of prohibition. 

To these intrusions should be added 
many smaller ones. All manner of benefits 
have become conditional on a clean drugs 
record. Employers routinely test staff for 
drugs: in the mid-1990s, 14% of employees 
said their bosses tested people when they 
hired, and a further 18% said they subse- 
quently conducted random tests. Access to 
student loans, driving licences and public 
housing are all now jeopardised by taking 
drugs. Since traces of cannabis stay in the 
urine longer than those of more dangerous 
drugs, the greatest threat to such privileges 
comes from the mildest offence. 


Out of sight 

But by far the worst consequence of the 
war on drugs is the imprisonment of thou- 
sands of young blacks and Hispanics. Of 
the $35 billion or so that the American au- 
thorities spend each year on tackling 
drugs, at least three-quarters goes not on 
prevention or treatment but on catching 
and punishing drug dealers and users. 
More than one in ten of all arrests—1.5m in 
1999—is for drug offences. Some 40% of 
those drug arrests were for possessing 
marijuana. Fewer than 20% were for the 
sale or manufacture of drugs, whether her- 
oin, cocaine or anything else. The arrests 
also sweep up a distressingly large num- 
ber of teenagers: 220,000 juveniles were 
picked up for drug offences in 1997, 82% 
more than in 1993. 

Many of those arrested receive manda- 
tory minimum sentences of five or ten 
years for possession of a few grams of 
drugs, a dire punishment rushed through 
Congress in 1986 amid hysteria about 
crack cocaine. Eric Sterling, now head of 
the Criminal Justice Policy Foundation, a 
campaigning group, worked in Congress 
on drugs policy at the time. He recalls that 
Congress set small quantities for no better 
reason than ignorance, politicking and “a 
lack of fluency in the metric system”. 

Because congressmen did not know 





Acase for clean needles 


their grams from their kilos back in 1986, 
America’s prisons are crammed with drug 
offenders, who now account for roughly 
one in four of those in custody, and more 
than half of all federal prisoners. Most of 
these drug offenders are locked up fornon- 
violent crimes: in only 12% of cases was 
any weapon involved. Almost all are from 
the broad bottom end of the drug-dealing 
pyramid. America’s imprisonment rate for 
drug offences alone now exceeds the rate 
of imprisonment in most West European 
countries for crimes of all kinds. 
Disturbingly, even though drug use is 
spread fairly evenly across different racial 
groups, three-quarters of those locked up 
are non-white (see chart 5). For example, 
most users of crack cocaine are white, but 
90% of crack defendants in federal courts 
are black or Hispanic. White people, being 
generally richer, do their deals behind 
closed doors, whereas blacks and Hispan- 
ics tend to trade on the streets, where they 
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can be caught more easily. A report by The 
Sentencing Project, a group lobbying for 
criminal-justice reform, notes that black 
people account for 13% of monthly drug 
users; 35% of those arrested for possessing 
drugs; 55% of those convicted; and 74% of 
those sentenced to prison. 

Thanks to the war on drugs, says Jo- 
Anne Page, head of the Fortune Society, 
which campaigns on behalf of ex-prison- 
ers, there are now more young black men 
in prison than in college. “The conse- 
quences are devastating,” she says. “We 
are taking a whole generation of young 
black and Latino kids and teaching thema 
set of survival skills that allow them to live 
in prison but get them fired from any job.” 
A recent study by Human Rights Watch re- 
ports that 20% of men in prison are victims 
of forcible sex. “The rage that these people 
come out with affects their relations with 
their families,” says Ms Page. 

If they go to prison without a drugs 
habit, they may soon acquire one. “I've 
seen heroin, marijuana, cocaine in pri- 
son,” reports Julio Pagan, a former convict 
who is now a counsellor. “I've seen people 
injecting drugs.” Those who inject in pri- 
son are at extreme risk of contracting HIV, 
because they are far more likely than users 
outside to share needles. Dr Alex Wodak, 
director of an alcohol and drugs unit at St 
Vincent's Hospital, in Sydney, Australia, 
calculates that at least half the inmates in 
Australia’s prisons are injecting drug users, 
half of whom continue injecting in jail, 
where they might typically share needles 
with 100 people in a year. 

This risk is unique neither to Australia 
nor to the rich world. Dr Wodak cites dis- 
turbing evidence that the sharing of nee- 
dles by injecting drug users in prisons in 
Thailand has been the origin of that coun- 
try’s terrifying Arps epidemic. Locking up 
drug injectors and failing to provide them 
with clean needles may thus be one of the 
biggest threats to global public health. 

These immense costs to society must, 
of course, be set against the benefits gained 
from banning drugs. But there is another, 
more mundane cost that should be taken 
into account: the loss of potential revenue. 
One of the main reasons Prohibition even- 
tually came to an end in America was that 
it yielded no tax revenues. Likewise, prohi- 
bition of drugs hands over to criminals 
and rogue states a vast amount of reve- 
nue—say $80 billion-100 billion a year, 
based on the gap between rich-world im- 
port prices and retail prices—that govern- 
ments could otherwise tax away and 
spend for the common good. m 


ia Newey gags te nt a a 


Better ways 


MPRISONMENT is unlikely to clinch the 

war against drugs. What other weapons 
are there? Education for the young is one 
possibility, although its record is discou- 
raging: one recent report complains that 
“large amounts of public funds...continue 
to be allocated to prevention activities 
whose effectiveness is unknown or 
known to be limited.” However, for habit- 
ual users, the alternatives are more pro- 
mising. Drug reformers advocate projects 
collectively known as “harm reduction”: 
methadone programmes,  needle-ex- 
change centres, prescription heroin. 

One of the most remarkable projects 
designed to reduce harm is going on in a 
clinic two floors up in a side street in Bern, 
in Switzerland. The clinic is tidy: no sign, 
apart from covered bins full of spent sy- 
ringes, of the 160 patients who come two 
or three times a day to receive and use 
pharmaceutical heroin. This Swiss project 
grew out of desperation: an experiment in 
the late 1980s to allow heroin use in desig- 
nated sites in public parks went badly 
wrong. Bern had its own disagreeable ver- 
sion of Zurich’s more notorious heroin 
mecca, Platzspitz. In 1994 the city authori- 
ties in Zurich and Bern opened “heroin 
maintenance” clinics, of which Bern's 
KODA Clinic is one. 

It takes addicts from the bottom of the 
heap. By law, patients must not only be lo- 
cal residents: they must be the addicts with 
the greatest problems. Christoph Buerki, 
the young doctor in charge, describes the 
typical patient as a 33-year-old man who 
has been on heroin for 13 years and made 
ten previous efforts to stop. Half his pa- 
tients have been in psychiatric hospitals, 
nearly half have attempted suicide, many 
suffer from severe depression. Given such 
difficult raw material, the clinic has been 
remarkably successful. 

First of all, relatively few drop out of the 
programme, in contrast to most other 
drug-treatment schemes. After a year, 76% 
are still taking part; after 18 months, 69%. 
Of those who drop out, two-thirds move 
on either to methadone, a widely used her- 
oin substitute, or to abstinence. Two-thirds 
of the patients, stabilised on a regular daily 
heroin dose, find a job either in the open 
market or in state-subsidised schemes. 


Crime has dropped sharply. “To organise 
SFr100-200 ($57-113) a day of heroin, you 
need either prostitution or crime, espe- 
cially drug-dealing,” says Dr Buerki. Yet a 
study that checked local police registers for 
mentions of patients’ names found a fall of 
60% in contacts with the police after the 
addicts started coming to the clinic. Hardly 
any patients attempt suicide or contract 
HIV, because the clinic sees them daily, 
monitors their physical and psychological 
health, and administers other medicines 
when they come in for their heroin. 
Interestingly, one side benefit of the 
programme seems to be to reduce the use 
of cocaine. Dr Buerki dislikes the idea of 
prescribing that drug because of its unpre- 
dictable effects. The vast majority of his 
patients are taking it when they first arrive, 
56% occasionally and 29% daily. After 18 
months of treatment, 41% have stopped us- 
ing cocaine and 52% use it only occasion- 
ally. Given that there is no equivalent of 
methadone to wean cocaine users off their 
drug, that is a hopeful finding. 
Switzerland’s experience, says Robert 
Haemmig, medical director of Bern’s Inte- 
grated Drug Services Programme, suggests 
that abstinence may not be the right goal 
for heroin addicts. People can tolerate reg- 
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Going Dutch 


If enforcement doesn't work, 
what are the alternatives? 


ular doses of heroin for long periods, but if 
they give up for a period and then start 
again they run a big risk of overdosing. “It’s 
always hard to tell politicians that absti- 
nence is quite a risky thing for these peo- 
ple,” he says. 

Heroin maintenance is still used spar- 
ingly in Switzerland, for about 1,000 of the 
country’s estimated 33,000 heroin addicts. 
Most of those in treatment get not heroin 
but methadone. But the programme’s suc- 
cess suggests that there are ways to help 
even the most “chaotic” drug users, if gov- 
ernments are willing to be open-minded. 
Predictably, the Swiss doubt whether it 
would work everywhere: “You need a 
society with well-paid professionals anda 
low rate of corruption in the medical pro- 
fession,” says Thomas Zeltner, the senior 
official in the federal health ministry. But 
the economics of the programme are im- 
pressive. It costs much the same as metha- 
done maintenance, and considerably less 
than a therapeutic community or in-pa- 
tient detoxification. It reaches patients that 
no other programme can retain. It reduces 
crime and legal costs and saves much 
spending on psychiatric hospitals. 


Market separation 

The Swiss heroin maintenance pro- 
gramme shows what can be achieved 
when a country starts to think of drug ad- 
diction as a public-health problem rather 
than merely a crime. The Netherlands has 
taken a similarly pragmatic approach to 
marijuana for the past quarter of a cen- 
tury. It has aimed to separate the markets 
for illegal drugs to keep users of “soft” ones 
away from dealers in the harder versions, 
and to avoid marginalising drug users. 
“We have hardly a single youngster who 
has a criminal record just because of drug 
offences,” says Mr Keizer, the Dutch health 
ministry's drug-policy adviser. “The pre- 
vention of marginalisation is the most im- 
portant aspect of our policy.” 

The Dutch Ministry of Health helps to 
finance a project by the independent Trim- 
bos Institute of mental health and addic- 
tion, to test about 2,500-3,000 ecstasy 
tablets a year for their users. “When we 
find substances such as strychnine in the 
tablets, we issue a public warning,” says >> 













































» Inge Spruit, head of the institute’s depart- 
ment of monitoring and epidemiology. 

What makes this approach work is the 
Dutch principle of expediency, which has 
already proved useful in dealing with 
other morally contentious issues such as 
abortion and euthanasia. The activity re- 
mains illegal, but under certain conditions 
the public prosecutor undertakes not to 
act. Amsterdam’s famous coffee shops, 
with their haze of fragrant smoke, are toler- 
ated provided they sell no hard drugs, do 
not sell to under-18s, create no public nui- 
sance, have no more than 500 grams (18 
ounces) of cannabis on the premises and 
sell no more than 5 grams at a time. 

Erik Bortsman, who runs De Damp- 
kring, one of Amsterdam’s largest coffee 
shops, grumbles that the police (and, 
worse, the taxmen) raid him two or three 
times a year, weighing the stock, checking 
the accounts and examining employees’ 
job contracts. Sounding like any other 
manager of a highly regulated business, he 
complains that ordinary cafés that stock 
cocaine behind the counter get by with no 
restraints. He points out, too, that it does 
not make sense to allow youngsters to buy 
tobacco and alcohol at 16 but stop them 
from buying cannabis until they are 18. 

But his main grouse is that, although 
Dutch police allow the possession of small 
amounts of drugs for personal use, he is 
forbidden to stock more than 500 grams, 
and his purchases remain technically ille- 
gal. This contradiction is at the heart of 
Dutch drugs policy. Ed Leuw, a researcher 
from the Dutch Ministry of Justice, be- 
lieves that a majority of Dutch members 
of parliament would like to legalise the 
whole cannabis trade. Why don’t they? 
Partly because it would further increase 


Se the ultimate goal be to put 
drugs on a par with tobacco and alco- 
hol? That would mean legalising both pos- 
session and trade (one makes no sense 
without the other), setting restrictions on 
access that reflect a drug’s relative danger, 
and insisting on quality controls. Many 
people understandably recoil at such a 
prospect. There is little doubt that legalis- 
ing drugs would increase the number of 
people who took them, whatever restric- 


the hordes of tourists from Germany, Bel- 
gium and France that come to take advan- 
tage of the relaxed Dutch approach; but 
mainly because the Dutch have signed the 
United Nations convention of 1988, which 
prevents them from legalising the posses- 
sion of and trade in cannabis. 

However, Switzerland may have found 
a way around that obstacle. In a measure 
that must still pass through parliament, the 
government proposes allowing the grow- 
ing of, trade in and purchase of marijuana, 
on condition that it is sold only to Swiss cit- 
izens and that every scrap is accounted for. 
All these activities would remain techni- 
cally illegal, but with formal exemption 
from prosecution, in line with Dutch prac- 
tice. There is no precedent for this in fed- 
eral Swiss law. “We wouldn’t have done 
things this way if we hadn’t signed the UN 
convention,” admits Dr Zeltner. 


Extending the model 

Could Dutch and Swiss pragmatism be the 
basis of wiser policies across the Atlantic? 
Among lobbyists, the idea that the aim of 
policy should be to reduce harm is ex- 
tremely popular. At the start of June, the 
Lindesmith Centre, newly merged with 
the Drug Policy Foundation, another cam- 
paigning group, held a conference in Al- 
buquerque, New Mexico, where speaker 
after speaker argued that current Ameri- 
can policies did more harm than good. 

A brave minority of politicians agrees, 
including Gary Johnson, New Mexico’s 
Republican governor. He is aghast at the 
lopsided severity of drugs laws. “Our 
goals should be the reduction of death, dis- 
ease and crime,” he says, claiming that 
many other governors share his views. 

For the moment, Mr Johnson is seen as 





tions were applied; and it would raise diffi- 
cult issues about who should distribute 
them, and how. 

The number of drug users would rise 
for three reasons. First, the price of legal- 
ised drugs would almost certainly be 
lower~probably much lower—than the 
present price of illegal ones. This is be- 
cause prohibition raises the price by far 
more than any conceivable government 
impost might do. If cocaine, say, were le- 


a maverick. “The harm-reduction ap- 
proach doesn’t sell well in the United 
States,” says John Carnevale, formerly of 
the Office of National Drug Control Policy. 
Whatis forcing more debate, he reckons, is 
amovement among the states to allow the 
medical use of marijuana, and perhaps 
the perceived injustice of imprisoning so ` 
many young black men. 

The campaign to allow the use of mari- 
juana for medical treatment recently re- 
ceived a setback with a ruling by the 
Supreme Court against the cannabis buy- 
ers’ co-operatives that have flourished’ 
mainly in California. But public opinion 
seems to be cautiously on board: a 1999 
Gallup poll found 73% of Americans in fa- 
vour of “making marijuana legally avail- 
able for doctors to prescribe in order to - 
reduce pain and suffering.” 

Change, if it comes, will start at state 
level. But it will come slowly. Govern- 
ments everywhere find it hard to liberalise 
their approach to drugs, and not just be- 
cause of the UN convention: any politician 
who advocates more liberal drugs laws 
risks being caricatured as favouring drug- 
taking. Still, the same dilemma once held 
for loosening curbs on divorce, abortion 
and homosexuality, on all of which the 
law and public opinion have shifted. 

Public opinion is clearly shifting on `- 
drugs, too. When the Runciman Report in 
Britain last year advocated a modest relax- 
ation of the laws on marijuana, the Labour 
government raced to condemn it. It hastily ` 
changed its tune when most newspapers 
praised the report. And it is worth recalling 
that at the time of America’s 1928 election, 
Prohibition enjoyed solid support; four 
years later the mood had swung to over- 
whelming rejection. m 


gal, estimates Mark Kleiman, a drug-policy 
expert at the University of California in 
Los Angeles, the price would be about a 
20th of its current street level. As for legal 
cannabis, he thinks, it would cost about as 
much as tea. Surely no government would 
impose a tax large enough to replace that 
imposed by enforcement. Indeed, if it did, 
legalisation might backfire: smuggling and 
so crime would continue. : 
Second, access to legalised drugs would »» 










Gateway drugs 
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be easier and quality assured. Even if the 
stuff were sold in the sort of disapproving 
way that the Norwegians sell alcohol, 
more people would know how to buy it 
and would be less scared to experiment. 
And third, the social stigma against the use 
of drugs—which the law today helps to re- 
inforce—would diminish. Many more peo- 
ple might try drugs if they did not fear 
imprisonment or scandal. 

A fourth force might be that of commer- 
cialisation. “Imagine Philip Morris and the 
Miller Brewery with marijuana to play 
with,” says Mr Kleiman. In no time at all, 
the market would be backed by political 
contributions, just as those for tobacco and 
alcohol have been for so long. And, judg- 
ing by the way state lotteries offer games 
designed to create compulsive gambling, 
state distribution might well act as a posi- 
tive encouragement to consumption. 

So more people would dabble in drugs, 
including many more young people. 
“Anything available to adults will be avail- 
able to children,” says Mr Kleiman. In 
America, where—to the astonishment of 
Europeans—nobody under 21is allowed to 
buy drink, plenty of youngsters have fake 
identity cards. Some 87% of American 
high-school seniors have sampled alcohol, 
but only 45% have tried cannabis. So the 
potential market is large. Drugs might be- 
come as widely used as alcohol—and alco- 
hol abuse might also rise. Work by Rosalie 
Pacula of RAND, a think-tank in California, 
shows that young people tend to see the 
two as complements, not substitutes. 

Legalisation, argue Mr Reuter and his 
co-author, Robert MacCoun, would result 
in “a clear redistribution of harms”. Poor 
people would on balance be better off, 
even if many more of them used drugs, if 
they were no longer repeatedly impris- 
oned for doing so. But there would be a 


greater risk “that nice middle-class people 
will have a drug problem in their family”. 

True, itis difficult to prove from past epi- 
sodes of drug liberalisation that such con- 
sequences would indeed occur. Crucially, 
it is hard to measure the responsiveness of 
drug demand to changes in price. But the 
evidence for cocaine and heroin suggests 
that demand may be at least as responsive 
as that for cigarettes. The same may be true 
for other drugs. 

In fact, nobody knows quite what 
drives the demand for drugs. Fashions 
come and go. Some societies seem to resist 
drugs even though they are widely avail- 
able (the Dutch have moderate rates of 
marijuana use by European standards); in 
others, such as Britain’s, use is high despite 
tough laws. As with other social trends— 
crime, unmarried motherhood, religious 
observance—countries seem to be heading 
in roughly the same direction, but with va- 
rying degrees of enthusiasm. 
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The best answer is to move slowly but 
firmly to dismantle the edifice of enforce- 
ment. Start with the possession and sale of 
cannabis and amphetamines, and experi- 
ment with different strategies. Some coun- 
tries might want the state to handle 
distribution, as it does with alcohol in 
Scandinavia. Others might want the task 
left to the private sector, with tough bans 
on advertising, and with full legal liability 
for any consequent health risks. If coun- 
tries act together, it should be possible to 
minimise drug tourism and smuggling. 

Move on to hard drugs, sold through li- 
censed outlets. These might be pharma- 
cies or, suggests Ethan Nadelmann, 
director of the Lindesmith Centre, mail-or- 
der distributors. That, after all, is how a 
growing number of people in America ac- 
quire prescription drugs, including some 
that are not licensed for use in their coun- 
try. Individual states could decide 
whether to continue to prohibit public 
sale. Removing the ban on possession 
would make it easier to regulate drug qual- 
ity, to treat the health effects of overuse, 
and to punish drug-users only if they com- 
mit crimes against people or property. 

The result would indeed be more users 
and more addicts, though how many is 
unknowable. But governments allow their 
citizens the freedom to do many poten- 
tially self-destructive things: to go bungee- 
jumping, to ride motorcycles, to own guns, 
to drink alcohol and to smoke cigarettes. 
Some of these are far more dangerous than 
drug-taking. John Stuart Mill was right. 
Over himself, over his own body and 
mind, the individual is sovereign. Trade in 
drugs may be immoral or irresponsible, 
butit should no longer be illegal. m 
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After the Genoa summit 


Picking up the pieces 


MILAN 


The violence at the G8 summit shocked the world, as it shocked the summiteers. It 


shocked Italians even more 


Fo all but the anarchists and sundry 
Marxists for whom worse means bet- 
ter, and for the plain thugs, it was a disas- 
ter. Last weekend’s G8 summit in Genoa 
saw two days of violent riot and police re- 
action that left one rioter shot dead, maybe 
300 people—about two-thirds protesters, 
one-third policemen—with injuries, and 
unquantified damage to businesses, build- 
ings and other property. The protesters 
who had come for umpteen virtuous 
causes, mainly poverty-related, found 
their messages drowned in the chaos. The 
summiteers, representing the seven richest 
industrial countries and Russia, had little 
to offer but a pledge of anti-arps money 
for Africa, and nothing for their own sat- 
isfaction but an assurance from Canada 
that next year’s G8 meeting, which itis due 
to organise, would be far smaller and held 
in a remote resort in the Rocky Mountains. 

And the Italians, who had played host? 
While the world fairly soon looked else- 
where, they were still in shock, and fierce 
recrimination, this week. By Sunday 
Genoa looked like a war zone. Italy has not 
seen violence like this in decades and, for 
all the foreign trouble-makers, plenty of 
Italians were among the rioters. It was a 
frightened 20-year-old member of Italy’s 
(paramilitary) carabinieri who had shot 
and killed a 23-year-old protester, also Ital- 
ian, who was about to hurl a heavy fire-ex- 
tinguisher into his jeep, trapped by a mob. 

That shooting could be understood. 
The security forces found much less sym- 


pathy for their ferocious night-time storm- 
ing of a school being used as a headquar- 
ters by the protesters, and suspected of 
being also a haven for the thugs. Many 
blameless people, including watching 
journalists, were beaten up. Images of this 
and other blood-soaked scenes have filled 
television for days. 

Predictably, the politicians, who—gov- 
ernment and opposition alike—failed to 
foresee just how bad things would get, are 
now at each other's throat. The interior 
minister in Silvio Berlusconi's centre-right 
government, Claudio Scajola, who hap- 
pens to come from the Genoa region, told 
parliament that the events could “be 
blamed on a precise strategy of certain 
subversive groups, that were favoured by a 
climate of verbal violence built around the 
G8”. No doubt, but plainly the government 
misjudged the scale of the protest. The left 
accused it of concentrating on trivia such 
as its ban on hanging laundry out of win- 
dows~as people in sunny and breezy 
Genoa often do—rather than security. The 
idea of creating an off-limits area, to be de- 
fended at all costs, was two-edged: the 
fence worked, but it gave the protesters a 
target, and an objective, to get inside. 

The government, though, seems to be 
in tune with the nation. Polls suggest that 
Italians blame the protesters more than the 
police. Mr Berlusconi is nonetheless upset. 
Apart from what it meant to Italy, the vio- 
lence spoiled what was meant to be his 
own first moment of international glory. 
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The left is divided, and embarrassed. 
Blame the police as it may, it was a centre- 
left government, in power until May—in- 
deed, formally until June—that picked 
Genoa for the summit, and planned the 
event. But, after losing the election on May 
13th, many left-wing politicians started to 
back the protesters’ umbrella organisation, 
the Genoa Social Forum. 

The forum included, among others, an- 
archists, post-punks, ex-hippies, left-wing 
Catholics, peace groups and many unre- 
constructed communists. Fausto Berti- 
notti, leader of Communist Refoundation, 
was in Genoa repeating that a “new politi- 
cal generation is being born”; when the 
protests turned nasty, he just blamed the 
police. The main parties of the left, 
Francesco Rutelli’s Margherita (Daisy) and 
the Democrats of the Left, tried to distin- 
guish between good protesters, the angry 
but notso-violent tute bianche (white over- 
alls, the colour of the ones they wore), and 
the nasty, destructive tute nere, wearing 
black, many of them foreigners. 


The left reveals its colours 

Italy, after a week, is still trapped in this 
chromatic debate. It could usefully look 
more widely. The protesters received sup- 
port from across the left. Mr Rutelli tries his 
best to forget this. But subtle distinctions 
between the various groups, and finger- 
pointing at the police, do not hide a fact: 
the culture of the Italian left is largely 
against capitalism and the market—and 
America, which represents both. The days 
when centre-left governments led by Rom- 
ano Prodi, Massimo D'Alema and, mostre- 
cently, Giuliano Amato supported Tony 
Blair’s or Gerhard Schréder's “third way” 
(or NATO's war in Kosovo, for that matter) 
seem far away. Mr Amato and Mr Prodi, 
among others, are embarrassed by this, 
but itis obvious that the bulk of the left has 
deserted them. 





> This, in coming months and years, will 
play into the hands of Mr Berlusconi, who 
will dominate the political middle ground, 
and will strive to be seen by Italy’s interna- 
tional partners as the only reliable force in 
the country. George Bush has already wel- 
comed Mr Berlusconi's support for his mis- 
sile-defence plans. 
And the rioting in Genoa, though it was 
not due only to Italians, may well have 


deep consequences in the country. The 
slogans, the letter-bombs, the violent tac- 
tics and much of the indulgent comment 
of the intelligentsia remind many Italians 
of what happened in the 1970s. What be- 
gan then with angry slogans against multi- 
national companies evolved into street 
clashes and ended in terrorism, which left 
many dead and deep political scars. This 
must not happen again. m 





France's Muslims 


The melting-pot that isn’t 


PARIS 


They are perhaps 5m among 60m, and mostare near the bottom of the heap 


Wie the red thread of the légion 
d'honneur discreetly peeping from 
his lapel, Dalil Boubakeur, rector of the 
Grand Mosque of Paris, toes a careful line: 
“We're in a new phase. There is a good 
hope that Islam will be respected, ac- 
cepted and, most of all, tolerated, not—as 
in the past—treated with mistrust.” 

Really? According to opinion polls, al- 
most two-thirds of French adults believe 
there are too many Arabs (and therefore 
Muslims) in France. The xenophobic ex- 
treme right, even as it splinters into squab- 
bling factions, is still strong in regions with 
large Arab populations. And the bleak 
housing estates that encircle French cities 
have become the equivalent of the United 
States’ inner-city ghettos—places of high 
crime, unemployment and ethnic minor- 
ities, to be shunned by the white majority. 

No wonder: over the Bastille Day week- 





Zidane, national hero 


end, in the Paris region disaffected young 
people from estates like these, many of 
them of Arab origin, celebrated by setting 
fire to more than 130 cars. A few Arabs 
have made it: Zinedine Zidane, star of the 
French team that won football’s latest 
World Cup, became a truly national hero. 
But even more so an Arab-French one, and 
he is the odd man out. Whatever the rec- 
tor’s hope for the future, the present is a 
problem. 

How big a oneis hard to say. France offi- 
cially refuses to identify its residents by 
race or religion. That would affront the 
French republican notion that a melting- 
pot should produce a single stew, as, by 
and large, did earlier waves of immigra- 
tion in the past half-century from Eastern 
Europe, Portugal and Italy. And, these 
days, some fear it would be the start of a 
slippery slope towards American-style “af- 
firmative action”. However, estimates sug- 
gest that of France’s 60m residents 4m-5m 
are Muslim by background, if not by actual 
religious practice; and of these between a 
third and a half are French citizens, mostly 
the French-born children of immigrants 
who have not obtained French nationality. 

By place of origin or ancestry, almost 
3m are North African. Of these more than 
1.5m are of Algerian origin (including per- 
haps 450,000 harkis, Algerians who 
fought for the French in Algeria’s bloody 
war of independence, or their children). 
Next come ım of Moroccan origin and 
350,000 of Tunisian origin. There are per- 
haps 315,000 of Turkish descent, and some 
250,000 from Africa south of the Sahara, 
with 100,000 from Lebanon and the rest 
of the Arab Middle East. So itis not surpris- 
ing that white Frenchmen-the Francais de 
souche, Frenchmen of French stock, as the 
extreme right calls them—equate Muslims 
with North Africans. 

Given France's colonial history, that 
equation is an unhappy one. Although im- 
migration from North Africa is a century- 


long phenomenon (170,000 Algerians and 
130,000 Moroccans were recruited to fight 
for France in the first world war), what 
sticks in the memory is the bitterness of 
the Algerian war of 1954-62, when French- 
men and Algerians killed and tortured 
each other with enthusiastic brutality. 

And the violence was not only in North 
Africa. In 1961, the Paris police, reacting to 
the murder of more than 20 of their col- 
leagues over the preceding weeks by Alge- 
rian extremists, attacked a peaceful march 
by Algerian demonstrators and dumped 
some 200 bodies in the Seine. 

On top of the colonial legacy, other 
things worsen the position of France's Ar- 
abs. One is the establishment of virtual 
ghettos, be these either the tower-blocks of 
the suburbs, built from the 1950s onward 
with the noble intention of providing 
cheap housing for migrants and other new 
city-dwellers, or the squalid medieval cen- 
tres of towns in the south such as Carpen- 
tras. Another is the intensely competitive 
nature of French education, which inev- 
itably puts at a disadvantage children from 
poor, non-French-speaking backgrounds. 
Widad, a 25-year-old secretary of Algerian 
origin, notes that when she was a school- 
child in Les Yvelines, in the Paris suburbs, 
four-fifths of her class were North Afri- 
can—and only a handful went on to study 
for the baccalaureate, the school-leaving 
certificate that is the essential passport to a 
university or a reasonable job. 


Turning to Islam 

All too often the beurs, as they are known, 
the French-born children of immigrant 
parents, find themselves marooned be- 
tween two cultures, unable to adapt to 
their parents’ values and unable also to 
succeed in France. Is that why, as a report 
to the prime minister noted last December, 
the beurs are increasingly turning to Islam, 
not as a matter of faith but as a symbol of 
identity? For example, they fast during the 
month of Ramadan, or insist on religiously 
correct food in school canteens. In the Ed- 
gar Quinet school, in the depressed heart 
of Marseilles, all the pupils are Muslim, 
and almost all—some no doubt only from 
peer pressure—observe Ramadan and stay 
at home during the big Muslim holidays. 
As Widad says: “They want to claim a cul- 
ture they haven't experienced.” 

Not that experiencing it to the full is 
easy. France is a secular republic, respect- 
ing all faiths but supporting none. Fair 
enough, butit means that the Roman Cath- 
olics, who for centuries did benefit from 
the public purse, have around 40,000 
churches, whereas the Muslims, the next 
largest religious group, have only 1,550 
mosques or prayer-rooms, of which only 
13 are big enough to take a thousand or 
more at Friday prayers. With some justice, 
Muslims complain that local mayors, bow- 
ing to the prejudices of the majority, refuse »» 





> toissue building permits. 

The mosques that do exist are heavily 
dependent on foreign support. In the Paris 
suburb of Evry-Courcouronnes, the 
mosque is helped by Morocco and Saudi 
Arabia; its counterpart in Mantes-la-Jolie 
was once dependent on the Libyans, but is 
now financed by the Saudis and other 
Gulf Arabs. According to a 1990 study, of 
500 full-time imams in France 40% were 
from Morocco and 25% from Algeria. 

What worries the pessimists is that a 
sense of Muslim identity will ultimately 
produce a kind of apartheid. That was 
why in 1989 a Paris headmaster expelled 
three Muslim schoolgirls for wearing 
headscarves—symbols, he argued, of a reli- 
gious proselytism that is illegal in state 
schools. The Socialist education minister 
of the time, Lionel Jospin, now prime min- 
ister, argued for tolerance, only to be con- 
tradicted five years later by his conserva- 
tive successor, who argued that any 
“ostentatious” symbol should be banned. 
That led to the explusion of another 80 
girls. Today the situation is sensibly vague: 
the scarf can be worn as long as it is not 
provocative—which means that few Mus- 
lim schoolgirls bother to wear it. 

The rector of the Paris Grand Mosque is 
not among the pessimists. Islam in France, 
he argues, has been passing through sev- 
eral phases: immigration; adaptation; cri- 
sis, especially for the young; and now, he 
says, “insertion, integration and normal- 
isation”. Insha’ Allah. In the meantime, the 
pessimists, the far right or merely unhappy 
Francais de souche might do well to recall 
the words of a previous rector: “To open a 
mosque is to close a prison.” m 


The European Union and its public 


Heart attack? 
Here’s an aspirin 


BRUSSELS 
The commission wants to make the EU 
easier to understand. Some hope 


ITTLE is simple in the world of the Euro- 
pean Commission, the policymaking 
bureaucracy at the heart of the European 
Union. A visitor entering its headquarters 
on Avenue Auderghem in Brussels might 
innocently assume that he had entered on 
the ground floor. Not so. Step into the lifts 
and you will discover that you are actually 
on the fifth floor. Proceed to one of the 
commission's offices and start discussing 
the Eu’s policymaking process, and the 
sense of disorientation grows. 

But—oh, happy day—all this is about to 
change. Perhaps. On July 25th the commis- 
sion released a document discussing how 
to make the operations of the EU more 
comprehensible and open to ordinary Eu- 


ropeans. Introducing the paper, Romano 
Prodi, the president of the commission, 
said his aim was to “re-establish contact 
between the European Union and its citi- 
zens”. Citing Irish voters’ recent rejection 
of the Nice treaty in areferendum, the poor 
turnout in European elections and the de- 
monstrations at last weekend’s G8 summit 
in Genoa, Mr Prodi lamented the gap be- 
tween politicians and citizens throughout 
the West, and admitted that it was “par- 
ticularly acute” in the case of the Eu. 

A big problem, then. Alas, the commis- 
sion’s proposals are unlikely to solve it. 
They concentrate on the micro-manage- 
ment of decision-making procedures, not 
on the big political issues. As one commis- 
sion official puts it: “This is not about a fi- 
nal political settlement for Europe. It's 
about things like making sure that you 
know the names and phone numbers of 
the people giving veterinary advice.” 

To be fair, it is more than that. The com- 
mission wants to see outside groups more 
involved in the Eu’s policymaking. These 
would include regional and local govern- 
ments, and of course (what else these 
days?) non-governmental organisations. 
The commission also wants to simplify the 
existing body of £u law and to speed up 
legislation. It suggests that officials and 
diplomats in Brussels should refrain from 
loading £u directives with unnecessary 
trivia. Instead, Brussels should concen- 
trate on framework legislation, and leave 
national parliaments to fill in the details. 

The commission also says it wants lan- 
guage that is readily understandable by 
the general public. Easier said than done. A 
couple of pages later it talks of using a full 
range of policy tools such as “regulations, 
framework directives, soft law and co- 
regulatory mechanisms”. 

One reason for the commission’s con- 
genital inability to make itself understood 
is thatitis staffed by officials whose careers 
depend on communicating not with vot- 
ers but with other officials. So desiccated 
jargon drives out plain language, even be- 
fore it passes through the translation mill, 
which grinds everything into a sort of bu- 
reaucratic Esperanto. 

But there are deeper reasons. The kind 
of things that give life to politics at a na- 
tional level—popular personalities, real 
political parties, humour, national me- 
dia—are absent at the £u level. The Eu has 
process aplenty, but even that is hard to 
understand and explain because the insti- 
tutions are strange. Nothing in any Euro- 
pean country corresponds to the commis- 
sion, a curious hybrid of a civil service and 
an executive. The European Parliament too 
is a strange beast, since, unlike other parlia- 
ments, it cannot make laws, only amend or 
block them. So is the Council of Ministers, 
which brings together senior national poli- 
ticians, guided by committees of powerful 
officials, who then make £u law together. 


The council is therefore regarded as the 
EU's main legislature—but one that legis- 
lates in secret, as if the EU were North Ko- 
rea, a point that the commission’s new pa- 
per does not make. 

The Ev also lacks the clear division of 
responsibilities and powers among differ- 
ent branches of government that is often 
regarded as basic to a democracy. The 
emergence of legislation from the three in- 
stitutions—commission, parliament and 
council—is complex, and varies from sub- 
ject to subject. Mr Prodi says he wants 
“more clarity about who does what”. But 
creating a simpler and more comprehensi- 
ble division of powers would be hard: the 
current arrangements reflect a series of 
hard-fought political bargains. 

In sum, the commission’s aims are 
good and its ideas could do good. But not 
much. The £u is hard to understand be- 
cause it is what it is. Even implemented in 
full, the ideas could not get round that. = 


Autocracy in Belarus 


Challenged, feebly 


MINSK 


President Lukashenka has worries. But 
he can probably hang on to power 


H? HOLDS all the levers of power. The 
opposition is weak. He even enjoys a 
kind of popularity. But for all that, Bela- 
rus’s volatile and heavy-handed leader, 
Alexander Lukashenka, is looking trou- 
bled as the presidential election on Sep- 
tember 9th draws near. 

His first worry is that two top security 
people have defected to America, with 
documents that appear to show that the 
Belarussian authorities have been mur- 
dering people, chiefly former allies who 
had switched to the opposition. The disap- 
peared (no bodies have been found) in- 


clude a former interior minister and a tele- p» 





Lukashenka has earthly helpers too 
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b vision cameraman who used to film 
official events. The wives (or widows) of 
five of them have been touring the world’s 
capitals demanding justice. 

The authorities have charged four for- 
mer members of an elite anti-terrorist unit 
as a result. But two key witnesses have 
died mysteriously, and few people expect 
that truth will out. Mr Lukashenka’s lot say 
the defection was staged by western intel- 
ligence services. They also claim that for- 
eign spooks finance the opposition. 

If so—it is quite likely—western taxpay- 
ers have not yet visibly been getting value 
for money. But now the opposition has at 
last united around a single candidate, a 
worthy trade-union leader called Vladimir 
Goncharik. It is still weak, though, and he 
stands little chance if the election is rigged. 
On past form it will be. And the media, un- 
der heavy state control, will not be telling 
voters tales of official miscreancy. 

The one thing that could change this is 
Mr Lukashenka’s second big problem: Rus- 
sia. The days of boozy backslapping in the 
Kremlin are long gone. President Vladimir 
Putin and his government regard the Bela- 
russian leader with thinly veiled disdain. 
Last month Mr Lukashenka had to make a 
grovelling apology to the Russian prime 
minister, Mikhail Kasyanov, after publicly 
insulting him. The much-touted union of 
Russia and Belarus has got nowhere. 

Russia could easily pull the rug from 
under Mr Lukashenka if it wanted. Russian 
television, widely watched in Belarus, re- 
cently broadcast a programme on the dis- 
appearances and the alleged presidential 
death-squad. The authorities in Minsk re- 
acted by taking Russian broadcasts briefly 
off the air “for technical reasons”. That tac- 
tic cannot be used very often. And there is 
other compromising material around, 
such as documents about the beneficiaries 
of Belarus’s murky arms sales. 

The big question is whether the media 
salvoes from Moscow will now fizzle out, 
or turn into a full propaganda onslaught, 
as Mr Goncharik says he has been prom- 
ised. If it turns out that Russia is settling for 
the status quo, the main reason is probably 
money. Russian companies are eyeing the 
best bits of the Belarussian economy, such 
as the potash industry and the energy 
companies. Privatisation on easy terms to 
Russian buyers after the election may be 
the price for a hands-off policy now. 

What ought to be Mr Lukashenka’s big- 
gest worry seems to bother him least. His 
country is a shambles, and it is largely his 
fault. The economy staggers on thanks 
only to cheap Russian energy. Foreign in- 
vestment is minimal (the last remaining 
British investor, a toothbrush company, 
has just closed its plastics plant, after a 
year’s frustrating battle with bureaucracy 
and political interference). Mr Lukashenka 
stays in power thanks only to a bloated se- 
curity service and the passivity of the 


population. Even his own officials wince 
at his erratic public behaviour. 

So the outside world too has worries. 
Bodies such as the Organisation for Secu- 
rity and Co-operation in Europe normally 


send observers to elections in ex-commu- | 


nist Europe. But Belarus’s parliamentary 
one last year was so bogus that it sent only 
“technical” monitors, and so far western 
observers have been refused entry for the 
vote in September. Even if Mr Lukashenka 
relents, would it be worth sending moni- 
tors too late to get properly organised? 
What use are the promised Russian ones? 
And how should Mr Lukashenka be 
treated if he wins? Isolating him drives 
Belarus even closer to Russia. Switching to 
a more friendly stance would betray the 
opposition, which may already feel pretty 
let down after the election, if western help 
proves to have made little difference. 
Optimists hope that the opposition’s 
new-found unity heralds a new era. But 
the best hope for change is pressure from 
Russia. Yet if Mr Putin does not dump Mr 
Lukashenka now, when he is at his most 
vulnerable, why would he do it at all? m 


Macedonia’s rebellion 


Talking or 
fighting? 


Both, this week. And the governmentis 
dubious of NATO’s path to peace 


EA by the standards of the Balkans, 
the contrast between rhetoric and real- 


ity was striking. On July 24th President 
George Bush paid a whistle-stop visit to 
Camp Bondsteel, America’s giant, heavily 
fortified base in Kosovo, and congratu- 
lated the soldiers on their fine work for eth- 
nic tolerance and freedom. “We must not 
allow difference to be a licence to kill,” de- 
clared the president, as he joined the 
troops for fried chicken and macaroni 
cheese. As an example to the quarrelsome 
peoples of the Balkans, he cited the diver- 
sity of the NATO-led peacekeeping force in 
Kosovo, whose ranks include Greeks and 
Poles, Lithuanians and Jordanians—and 
even forces with along tradition of mutual 
hostility, such as the United States’ marine 
corps, army and national guard. 

Only 50km (30 miles) to the south, the 
cause of ethnic intolerance, well repre- 
sented on both sides of Macedonia’s inter- 
nal conflict, was doing pretty well. In Te- 
tovo, the main stronghold of the 
ethnic-Albanian minority, rebels traded 
machinegun and mortar fire with govern- 
menttroops. The fighting left a three-week- 
old ceasefire in tatters and extended, for 
the first time, to the town’s centre. In 
Skopje, the capital, hundreds of Slavic 
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Macedonians, some of whom had been 
forced out of villages around Tetovo by the 
recent fighting, went on the rampage. They 
threw bricks at the American, British and 
German embassies, and at any interna- 
tional organisation they could find. 

At higher levels, the once cordial rela- 
tions between the Macedonian leadership 
and the West have deteriorated sharply, 
because of the efforts of the European Un- 
ion, the United States and NATO to ar- 
range a political settlement. Ljubco Geor- 
gievski, the prime minister, has described 
as “brutal” the western negotiators’ vigor- 
ous support for the acceptance of Alba- 
nian as a second official language. Andina 
fit of pique the government has closed the 
border with Kosovo, making life harder for 
the NATO protectorate there. 

On July 25th, though, the West seemed 
to be scrambling to repair relations. The 
NATO mission said it had arrested—in Ko- 
sovo—55 suspected members of the ethnic- 
Albanian rebel force that is fighting in Mac- 
edonia. The German government, under 
heavy pressure from the Macedonian one, 
declared the rebels to blame for the latest 
fighting. This helped to pave the way for 
another visit by George Robertson, 
NATO’S secretary-general. 

If this latest burst of diplomacy suc- 
ceeds, what will follow? Part of NATO's 
peace planisa disarmament operation un- 
der which 3,000 troops from Britain, 
France, Germany and other countries 
(though not the United States, it seems) 
would thunder into Macedonia in helicop- 
ters and armoured vehicles to accept the 
weapons of the rebels, appeased by an 
amnesty and pledges of greater political 
rights for the ethnic-Albanian community. 

The government, however, has not yet 
agreed to any such pledges. And even if it 
does so, some NATO officers still have 
doubts. NATO’s preconditions for inter- 
vention are a durable ceasefire and politi- 
cal progress. Even if both happen~a cease- 
fire was reinstalled on July 25th—it cannot 
be assumed that the rebels will disarm. 
They have enjoyed a string of tactical suc- 
cesses since launching their insurgency in 
January, and stand poised to occupy a 
broadening swathe of western Macedo- »» 





> nia. Months of shelling and helicopter- 
gunship attacks by Macedonia’s army and 
police have not dislodged them. They can 
now strike at will across the length of Mac- 
edonia’s border with Albania and Kosovo. 

This week vehicles travelling near the 
Albanian border between Tetovo and Gos- 
tivar came under rebel fire, says the army. 
It is finding the Tetovo area itself increas- 
ingly untenable. How long, people are 
wondering, before Tetovo becomes the 
virtual capital of a rebel mini-state, with 
government forces holed up behind a front 
line on the motorway east of the city? 

Already the western allies have had to 
change their attitude to the rebels. A few 
months ago Lord Robertson was flatly re- 
fusing to negotiate with the “terrorists” 
and “murderers” who preferred the Ka- 
lashnikov to the political arena. This week 
NATO's envoys had little choice but to pick 
up the mobile phone and parley with rebel 
commanders in the hope of quelling the 
fighting around Tetovo. 

Among Slav Macedonians, there is al- 
ready a deep resentment of western gov- 
ernments. It could soon be translated into 
open hostility towards NATO troops, espe- 
cially if they are deployed in large num- 
bers as part of a disarmament programme 
whose terms—from the Slav-Macedonian 
point of view—may be too generous. 

The Americans would not relish that. 
In between jocular exchanges with his sol- 
diers in Kosovo, Mr Bush assured his Euro- 
pean allies that America’s military force in 
the Balkans would not be withdrawn or 
scaled down “precipitously or unilat- 
erally”. He promised that “we came in to- 
gether, and we will go out together.” 

That sounds plain. But it could become 
hard to hold to if ever NATO faced serious 
fighting on the ground, and American 
casualties. It is well that NATO is trying to 
avoid any such things. As the rebels too are 
probably saying happily to themselves. = 
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Romania's government 


The end of the 
tunnel, perhaps 


BUCHAREST 
There may be hope for the biggest 
Balkan country, after all 


T LAST Romania may have a govern- 
ment with the political means to de- 
liver it from poverty. Its people fared badly 
under the malign dictatorship of Nicolae 
Ceausescu, and they are even poorer now. 
Their wages average $130 a month, and in- 
flation eats into that. The country’s hopes 
of joining NATO and the European Union 
are taken tongue-in-cheek by West Euro- 
pean foreign ministries. To the ordinary 
outsider, Romania means little more than 
street children, rabid dogs, Gypsy beggars 
and post-communist decay. Yet here is the 
biggest Balkan country, with 23m people. 
It could be the Poland of the region. 

Poor political leadership has held it 
back so far, and observers groaned last au- 
tumn when the Romanians voted to return 
Ion Iliescu to the post as president that he 
had held from 1990 until 1996. That and 
the success of his leftist Social Democratic 
party in parliamentary elections seemed 
to bode ill for the economy. What chance 
was there now for the gutting and selling 
of loss-making state industries? 

But even liberal Romanians felt they 
had little choice. The democratic right was 
unelectable after four hapless years in of- 
fice. As for the presidency, the other chal- 
lenger, in a run-off, was the leader of the 
populist right, Vadim Tudor, once a risibly 
bad court poet of the Ceausescu era. So Mr 
Iliescu it had to be. 

But even he, now 71, has learned. His 
heart still beats on the left, but these days 
he can speak of capitalism without winc- 
ing. A highly qualified capitalism, that is: 
his passion is the “social market”. He 
wants all Romanians to have the chances 
that he, from a poor family, got from the 
communist state of his youth. His dream 
Romania would resemble Sweden circa 
1970. But real power now rests elsewhere: 
with the prime minister, Adrian Nastase. 

Mr Nastase, a 51-year-old former for- 
eign minister and sometime law professor 
in Paris, believes in the free market: “an in- 
stinctive Thatcherite”, one western dip- 
lomat calls him. After six months in office 
he can point to some successes. The econ- 
omy is perking up, helped by competi- 
tively priced exports. Inflation is edging 
down, and may be within reach of the gov- 
ernment's target in a year or so. The gov- 
ernment is also close to selling off Sidex, 
the state steel concern. It has long been a 
stone around Romania’s neck, paying no 
tax, piling up debts of $1.2 billion, and 
propping up other loss-making state 








industries with subsidised steel. 

Lately Mr Nastase has taken his “new, 
improved Romania” on the road, regaining 
some credibility for itin Germany and am- 
icably settling payment, he says, on a $4 
billion debt with Sweden. Investors re- 
main wary. Romania has had many a false 
dawn. The Social Democrats’ last stint in 
office was marked by lost opportunities, 
incompetence and corruption. The differ- 
ence this time is that Mr Nastase, if he has 
the determination, has the support in par- 
liament to deliver: he is the first prime min- 
ister to head the majority party there. 

His catchword is “teamwork”. Mr Ili- 
escu, surprisingly warmly respected by 
poorer Romanians, is part of the team; he 
can use his fatherly empathy to sell re- 
forms. As for left-leaning bureaucrats, 
“anyone who does not want to follow the 
government programme can find employ- 
ment elsewhere,” says Mr Nastase bluntly. 

That's the sort of talk the EU wants to 
hear. It has been more upbeat about Ro- 
mania of late—hence plans to lift visa re- 
quirements for Romanians next January— 
but reckons the country must do more to 
slash red tape and overhaul its decrepit ju- 
dicial system. Though the foreign minister, 
Mircea Geoana, the chairman this year of 
the Organisation for Security and Co-oper- 
ation in Europe, hopes to see Romania ac- 
cepted by NATO next year, the govern- 
ment is resigned to being only in the Eu’s 
second, not its first, intake of ex-commu- 
nist countries. At best, it hopes to complete 
negotiations by 2004 and get inside some 
time in 2007. “We're big and poor,” shrugs 
a minister, “we're not ready.” Few Roma- 
nians would bet on getting EU member- 
ship before 2010. 

Certainly, Mr Nastase has mountains to 
move. Official corruption and nepotism 
are rife, resources scarce, the civil service 
largely incompetent. The government re- 
cently promised the £u a better life for Ro- 
mania’s 90,000 abandoned children. That 
will be hard. Overhauling the pension sys- 
tem will be harder. And no one has a no- 
tion how to extricate Romania’s 6m peas- 
ants from their smallholdings. “The point 
of no return for our reforms will come next 
spring,” reckons a minister. Until then the 
mood in Bucharest, as one western busi- 
nessman puts it, is “cautiously, ‘cautiously 
optimistic’.” = 





Charlemagne Alexander Kwasniewski 


Poland’s ex-communist president likes the EU, historical truth, George Bush and the odd tipple 



























OLAND’S president, Alexander Kwasniewski, is the key fig- 
ure in selling his country to the European Union and the EU 
to the Poles. Six months into his second five-year term, and with 
the Czechs’ Vaclav Havel soon to retire, he is, at 46, also emerg- 
ing as ex-communist Central Europe’s leading statesman. Wit- 
` ness his recent speech at Jedwabne, scene of anow notorious 
massacre in 1941. “The most important speech in post-war Polish 
“history,” a western diplomat calls it. That is too much—remem- 
ber the young Lech Walesa—but a statesman’s speech it was. 

The massacre used to be blamed on the Nazis, who had just 
seized the town. The truth, brought out by new historical stud- 
jes, has shaken Poland to the core. On July 10th, 60 years ago, 
Jedwabne’s Jews were rounded up, savagely beaten and then, 
those who were not dead already, burned alive in a barn—by 
their Catholic neighbours. “Fratricide,” Mr Kwasniewski calls it. 
At the ceremony of remembrance, he wore a yarmulka and was 
flanked by rabbis. It was an opportunity to put Poland in a better 
light with America’s ever-suspicious Jews. “But the speech was 
also for ourselves,” says Mr Kwasniewski. “We Poles have to 
look truth in the eye, any truth, and say: it was so, it happened.” 

Some nationalists would like to pretend otherwise. But Mr 
Kwasniewski can afford to be forthright. Opinion surveys give 
him almost 80% support. His wife Jolanta is so popular that peo- 
ple are only half joking when they say she should run for presi- 
dent in 2005. Even conservatives find it hard to be rude about 
this ex-communist. “Unfortunately, he’s a good president,” says 
a government minister through gritted teeth. How does Mr 
Kwasniewski do it? “I simply love the people,” he beams. 

Certainly, he understands them. His core support is from 
“disco Poland”, the 60% or so of the electorate without intellec- 
tual aspirations, just looking to get by. An agnostic, Mr Kwas- 
niewski knew that disco Poles were not as pious as the country’s 
churchmen liked to believe. He also saw that they were not con- 
cerned with history, a lesson the Polish right has yet to absorb. 
“Look to the future,” was the slogan of his first presidential tri- 
umph, over then President Walesa. Mr Walesa, a raw hero, re- 
minded disco Poles of their petty sins under communism; Mr 
Kwasniewski, a smooth pragmatist, absolved them. 

Like Bill Clinton and Tony Blair, his models, Mr Kwasniewski 
knows the value of a well-placed handshake and a squeezed 








shoulder. He is similarly plastic, a pal to the working man, a so- 
ber statesman to world leaders. Well, almost sober. In his previ- 
ous term, a cameraman caught him staggering about the site of a 
mass grave, at Kharkov, in Ukraine, of second-world-war Polish 
army officers. Mr Kwasniewski claims he had a bad leg, others 
say he was stinking drunk. State television, firmly in his camp, 
obligingly covered up the story. It angered many Poles at the 
time, as did a later wisecrack about the pope. But pollsters 
reckon such stumbles cemented his appeal. “The people feel 
they can see a normal guy behind the curtain,” says one. 

The ceremonial nature of his office suits Mr Kwasniewski. He 
has titular control of the armed forces, and a presidential veto, 
which he uses sparingly, but no other real power. Instead, he 
has carved outa role selling Poland abroad. He is the jolly back- 
slapper at international summits, barging his way to the front 
row at every photo-opportunity. At home, he is more circum- 
spect. A rare guest is a welcome guest, goes the Polish saying, 
and Mr Kwasniewski is all the more popular for remaining 
above domestic politics. A nice arrangement: failures belong to 
the government, successes reflect well on himself. 


President and party 

Things will change if, as is likely, the ex-communist Social Dem- 
ocrats, his party, win the general election in September. Their 
leader, Leszek Miller, laid on the activists to aid Mr Kwasniew- 
ski’s presidential campaign, but relations between the two could 
become strained. They are different types. Mr Miller was the 
worker promoted by the party, Mr Kwasniewski the bright 
young man plotting his own career. He “hopes” Mr Miller will 
not think of a coalition with the Peasants’ Party, whose voters 
tend to reject the EU; nor, once in office, reduce the indepen- 
dence of the central bank. His praise for Mr Miller is qualified: “a 
great organiser, the best, but he only understands Poland.” 
Translation, leave schmoozing at foreign summits to me. 

Mr Kwasniewski’s informal power will increase if the Social 
Democrats win the election. His own economics adviser will go 
to work for Mr Miller. But he may find his popularity dented by 
government crises, and these are quite likely. Unemployment is 
still rising, consumer confidence is in the dumps, and the stag- 
nant economy has left a $4 billion hole in the budget. 

While Mr Miller wrestles with that, Mr Kwasniewski will be 
drumming up support for joining the eu. He knows the hag- 
gling, and the ultimate terms, will be hard, especially over agri- 
culture. Poland has too many farmers, he admits. Those who 
cannot compete will have to be helped into other work. “We 
cannot give them any illusions.” Yet he claims to feel certain that 
the voters, especially young ones, will back membership in the 
necessary referendum. “The simple arguments will work best,” 
he says. “There is no alternative for a developing Poland but to 
join—and no alternative for the Eu but to take us.” 

Not that Poles look west only as far as Brussels. There are mil- 
lions of Polish-Americans, and George Bush got a very warm 
welcome in Warsaw last month. It is a special relationship that 
seems to work. Mr Kwasniewski has the ear of President Leonid 
Kuchma of Ukraine, and sold Mr Bush on the need for more 
American involvement with that country. The Polish president 
likes to see himself as the middleman. 

And further ahead? In 1974, when he worked in London for 
some months, he became (and still is) a keen fan of Arsenal foot- 
ball club. International football politics? He wouldn’t say no. @ 











Sterling and manufacturing 


Sliding into recession 


British companies are suffering. This article looks at manufacturers, the next at 


retailers 


ANUFACTURING is in trouble. In- 

deed, the Confederation of British 
Industry gave a warning this week that itis 
already in recession. The statement came 
the day after shares in Invensys, one of 
Britain's biggest engineering groups, fell by 
15% on its third profits warning in ten 
months. It followed a series of hammer- 
blows to industry, most notably at Mar- 
coni, a telecoms-equipment company 
which said that its operating profits would 
fall by half this year. 

In its quarterly survey of manufactur- 
ing, the cB found that industrialists are 
increasingly depressed about export pros- 
pects next year, with 25% more pessimistic 
than optimistic, the largest negative bal- 
ance for almost three years. The propor- 
tion of firms working below capacity was 
the highest since the start of 1993 when 
Britain was emerging from recession. 

When official figures are released next 
month, they will confirm that manufactur- 
ing is in recession, according to Sudhir Ju- 
nankar, who runs the csi survey. Produc- 
tion has fallen every month from its peak 
last December. More worryingly, this de- 
cline has gathered momentum with out- 
put falling by almost 2% in April and May 
alone. The csi survey shows that manu- 
facturers have been destocking and are 
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likely to cut their stocks still more over the 
next four months, which suggests that no 
relief isin sight. 

The immediate reason is the slump in 
overseas markets. Output last year was bu- 
oyed by the growth in world trade which 
increased in volume at its fastest rate for 
three decades. But now demand from 
overseas markets is collapsing, especially 
in the high-tech sector that led the boom of 
the late 1990s. 

The cyclical setback is undeniably sav- 
age. What makes matters worse is that it is 
hitting a sector of the economy that has 
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been in trouble for several years. In the sec- 
ond half of the 1990s, manufacturing out- 
put hardly grew at all. 

For most industrialists, the villain is the 
high pound. Since it first surged in value in 
1996, sterling has risen by over a quarter 
against a trade-weighted basket of goods. 
More recently, the pound has dropped 
against the dollar but stayed stubbornly 
strong against the euro. Although Britain’s 
trade with the euro area is broadly in bal- 
ance, there have been record deficits in the 
global trade balance in goods. Companies 
appear to have sourced production into 
cheaper overseas markets and exporters 
have been struggling against their more 
competitive European rivals. Most an- 
alysts argue that the pound is 10-15% over- 
valued against the euro. 

Manufacturing is the part of the econ- 
omy most exposed to international trade. 
Over two-fifths of its sales are exported. So 
the strength of the pound has put it in a 
bearhug. “With world markets turning 
down, competition is getting more intense, 
reinforcing the squeeze on margins,” says 
Stephen Radley, chief economist of the En- 
gineering Employers’ Federation. 

But it is too easy to put all the blame on 
the high pound. In fact, British manufac- 
turers have failed to improve their effi- 
ciency enough to compete in a strong cur- 
rency. Instead, the growth in industrial 
productivity—output per worker—has fal- 
tered. 

Between 1980 and 1995, productivity 
grew by over 4% a year in manufacturing, 
double the rate for the economy as a 
whole. However, in the six years to the be- 
ginning of 2001, industrial productivity 
growth was a lacklustre 2% a year. As a re- » 
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> sult, unit labour costs have risen sharply, 
compounding the loss of competitiveness 
from the resurgent pound. This has meant 
that, in real terms, the pound is even stron- 
ger than in the early 1980s when it dis- 
patched a whole batch of weak manufac- 
turing firms to the knacker’s yard. 

That shock proved salutary: manufac- 
turing was the sector that benefited most 
from the Thatcherite medicine of the 
1980s. Restrictive practices that had long 
hampered industrial performance were 
swept away. The improvement in indus- 
trial relations encouraged a surge in in- 
ward investment by foreign firms, which 
typically operated at higher levels of effi- 
ciency. Their presence proved beneficial 
for indigenous companies as better work- 
ing practices and more modern technol- 
ogies spread through industry. 

In spite of this improvement, serious 
weaknesses remained. Recent research 
has mapped out the gulf in productivity 
between the best and the worst manufac- 
turing plants. The best are over five times 
more efficient than the worst ones, say Jon- 
athan Haskel and Matthew Barnes at Lon- 
don University. While there are bound to 
be differences in performance, the dispar- 
ity between the high-fliers and the strag- 
glers appears to be more pronounced than 
in other countries, For example, the pro- 
ductivity gap between foreign-owned 
firms and indigenous companies is 
smaller in France than it is in Britain, ac- 
cording to Nigel Pain of the National Insti- 
tute of Economic and Social Research. 

Another weakness is the miserly com- 
mitment to research and development, 
which has become increasingly important 
in today’s innovation-driven markets. 
With only a few exceptions such as aero- 
space and pharmaceuticals, British manu- 
facturers spend much less than foreign 
counterparts in relation to sales on R&D. 

Manufacturing also suffers from low 
skills in the workforce, extending all the 
way up to senior managers. One result is 
that British firms are failing to make the 
most of new “lean manufacturing” tech- 
niques that seek systematically to elimi- 
nate waste and to make the production 





70 


1983 85 87 89 91 93 95 97 992001 


process more responsive to customer re- 
quirements. “The fact that they are not 
widely deployed indicates that there is a 
shortage of key managerial skills,” says 
John Dowdy, who has conducted research 
into British industrial productivity for 
McKinsey, a management consultancy. 

Manufacturing now only accounts for 
one-fifth of the economy, butif itis in seri- 
ous trouble, that still matters. In the short- 
term, a further sharp fall in output will cut 
overall growth in Gpp. In the longer-term, 
industry needs to do a lot better if Britain is 
to close the productivity gap with other 
countries. External factors such as over- 
seas demand and the strength of the 
pound are undoubtedly hurting manufac- 
turers, but in the last resort it is up to them 
to provide the cure. m 


Retailing 


High Street woes 


British retailers have had it too easy 


T’S not just the prices that are coming 

down on Britain’s high streets: it's the 
share prices, profits and reputations of 
some of the biggest high-street retailers. 
Marks & Spencer faced angry shareholders 
at its annual meeting this month. Its chair- 
man and chief executive, Luc Vandevelde, 
gave a warning that, after 12 consecutive 
quarters of falling sales, he could not pro- 
mise that things would get better. M&s’s 
clothing sales are falling at an estimated 
10% year on year. Last month Boots, a 
chemist chain, reported a drop in profits 
and underlying sales, and barely growing 
margins. At Kingfisher, a retail conglomer- 
ate, Woolworths’ profits have slumped. 

Yet Britain’s retailers should be boom- 
ing. With interest rates low and wages ris- 
ing, consumers are spending at a rate not 
seen in almost 15 years. In June, retail sales 
rose in real terms by 5.6% over the previous 
year. The past months have seen the fast- 
est growth rate since the peak of the previ- 
ous boom in the late 1980s. 

So why are so many of Britain’s iconic 
shops doing badly? Increased competition 
is one reason. More foreign retailers are en- 
tering Britain, attracted by a relatively 
cheap workforce, a strong economy and a 
fashion-conscious capital city. As Amer- 
ica's Gap, Sweden’s Hennes & Mauritz, 
Spain’s Zara and, soon, Japan's Uniqlo ex- 
pand out of their saturated home markets, 
they tend to target Britain as an early 
bridgehead. And they bring with them a 
global fashion sense, just-in-time manu- 
facturing and economies of scale that 
home-grown retailers find hard to match. 





As the foreigners attack on one side, the 
supermarkets attack on the other. Super- 
markets are improving their non-food of- 
ferings. Asda, now owned by Wal-Mart, 
was the first to expand aggressively into ar- 
eas like stationery, videos and cps and 
clothes—with a fashion range designed by 
George Davis, the founder of Next. The su- 
permarkets’ huge volumes and smallish 
range enable them to undercut the general 
retailers on price. A survey in April by 
Goldman Sachs showed that Tesco was 
selling a basket of pry goods for 46% less 
than average pry retail prices, while prices 
at B&Q, a large pry chain, were 58% higher 
than average. 

Growing competition is showing up the 
weakness in some retailers’ management. 
Many chains have over-expanded: just 
count the number of Boots stores along 
London’s Oxford Street. But, as some of the 
nation’s biggest employers, they are fearful 
of a public backlash if they close shops and 
fire people. The result is that, while sales 
have been increasing, profit margins are 
falling. Gross margins in the sector fell from 
30.1% in 1994 to 26.5% in 2000. 

The managers of British retailers seem 
ill equipped to deal with a more competi- 
tive environment. Traditionally, the most 
powerful people in retail—and the ones 
who rose to board level—came from the 
buying departments. According to Richard 
Hyman of Verdict, a British retailing con- 
sultancy, “Old-guard retailers are a victim 
of their own success. They are not 
equipped to deal with this new focus on 
the consumer.” 

Tesco, with its advanced supply chain 
systems and loyalty card, or Gap, where as- 
sistants with microphone headsets are in 
instant touch with the storeroom, make 
use of technologies that allow their back- 
rooms to respond rapidly to what custom- 
ers are buying in the front of the shop. 

Not all Britain’s high street retailers are 
badly managed. There are some excep- 
tions, such as Next and French Connection. 
But as the economy starts to slow, plenty of 
British retailers should give a thought to 
clearing unwanted stock out of the board- 
room as well as out of the store. m 
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Wiring the cows 


Misfortune has encouraged farmers to 
take up technology 


ARMING, many people suppose, is a 

backward sort of business. This week, it 
certainly seemed as though the bureauc- 
racy that doles out subsidies to British agri- 
culture was mired in the past. On July 23rd, 
Tony Blair halted the disinfection of farms 
affected by foot-and-mouth, wanting to 
know why it was costing an average 
£104,000 per English farm compared with 
£30,000 a farm in Scotland and £10,000 in 
mainland Europe. 

One of the few beneficial side-effects of 
the foot-and-mouth epidemic and the 
even more dreaded Bse, or “mad cow” dis- 
ease, has been a rush among farmers to 
adopt new technology. The disease out- 
breaks have accelerated the introduction 
of individual identification of cattle. Every 
newborn calf has to have an identity tag, 
and every time it is moved from one farm 
to another, or sold through a market, its de- 
tails have to be logged. This has two bene- 
fits: its history is known if it contracts a dis- 
ease and other animals it has been in 
contact with have to be traced; and butch- 
ers can inform shoppers of the origin of 
meat that they are selling. 

The huge amount of paperwork this 
system has generated has encouraged 
farmers to computerise their records and e- 
mail details to the government's cattle- 
monitoring centre in Cumbria. Some farm- 
ers are even experimenting with micro- 
chips implanted under a cow’s skin. A 
herd’s details can then be logged by run- 
ning it through a cattle-pen equipped, like 
a supermarket till, with a data reader. 

High-tech aids had anyway been creep- 
ing into British farming. Dairy farmers are 
now using computer systems to deliver 
different food to different cows as well as 
to monitor milk yields and health. One 
farmer says that the system enables him to 
spotillness early, and he calculates that his 
veterinary bills have been cut in half. Ce- 
real farmers are taking soil samples and 
mapping them to within two metres. Us- 
ing a Satellite, precise amounts of fertiliser 
can be spread—lots on infertile bits of field, 
little on fertile bits. A farmer using this 
equipment thinks that he is spending up to 
£50 a hectare ($29 an acre) less on fertiliser, 
with no reduction in the harvest. 

This satellite-based system has been 
developed in America, but nearly all the 
software is British. Neil Unitt, managing di- 
rector of Farmplan, which turns over 
about £5m a year selling rt to farmers, says 
that the peculiarities of the business and 
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Where do I put the chip? 


British government legislation make it dif- 
ficult to import suitable software. 

His firm began making stock- and crop- 
management programmes about 25 years 
ago. It moved rapidly into farm accounting 
software and now sells a big range of 
equipment. Although Mr Unitt reckons 
that only about 45% of British farm busi- 
nesses are computerised to some degree, 
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he thinks that Britain is more wired up 
than most other countries. 

The government feels that the more 
farmers are computerised, the more effi- 
cient and less dependent on subsidy they 
will become. Maybe so, but many farmers 
are taking to computers in droves because 
of all those complicated forms that they 
must fill in to claim those subsidies. = 


Cannabis may be outside the law butitis increasingly being used for pain relief 


HE scent of home baking wafts out 
most days from the kitchen of Biz 
Ivol’s cottage on the shore of South Ron- 

aldsay in Orkney. The crinkly-faced 53- 
year-old is not making chocolate crispies 
for the local Women’s Institute bring- 
and-buy sale. She is making hash sweet- 
ies: chocolates laced with cannabis. 

So busy is Ms Ivol that she jokes 
about getting a grant from Orkney Is- 
lands Council to install chocolate-mak- 
ing machinery. Such an official stamp of 
approval is unlikely. But Ms Ivol and her 
free confectionery are tolerated because 
she and the people for whom she bakes 
(referred to her by local doctors) say that 
cannabis is the only way of getting relief 
from the pain that multiple sclerosis 
(Ms) causes them. 

Ms Ivol says some Ms sufferers did 
not want to smoke the drug for fear of 
getting cancer. So she mixed ground-up 
dried cannabis leaves with chocolate 
melted in the microwave. Belgian choco- 
late, she says, is best. “It has a high fat 
content which causes some sort of 
chemical reaction, making the cannabis 
stronger,” she says. The police raided her 
in 1997. But all that happened was that 


she was admonished by Kirkwall Sheriff 
Court. Since then she has been left in 
peace to carry on baking. 

Ms Ivol is by no means unique. Sev- 
eral people in Britain are growing, using 
and supplying cannabis for medical pur- 
poses. People claim that it gives relief 
from pain caused not just by ms but by 
cancer and arthritis and to eyes badly af- 
fected by glaucoma. 

A substantial body of medical and 
political opinion now favours legalising 
cannabis for medical uses. One com- 
pany, Gw Pharmaceuticals, grows can- 
nabis under a government licence and is 
conducting tests on patients. It hopes to 
win approval for a cannabis-based 
mouth spray in 2003. Such was the ex- 
citement generated by its recent public 
share sale, that the sale was oversub- 
scribed six times. 

But, by the time it gets to market, it 
may face competition from the likes of 
Ms Ivol, whose wacky choccy has at- 
tracted inquiries from America. “I'd like 
to test cannabis suppositories,” she says. 
“The French take all their medicine up 
the bum, don’t they? But I haven’t found 
a guinea pig yet.” 





Bagehot Signal failure 


Devolution in England is going nowhere fast. Funnily enough, that may be a good thing 





EFORE Tony Blair devolved power to Scotland, Wales and 
Northern Ireland, Britain had one of the most centralised 
governments in the democratic world. But here is a funny thing. 

After devolution, Britain still has one of the most centralised 
governments in the democratic world. This is because more 
than eight of ten British citizens live in England, which except for 
London has missed out on devolution. 

The government admits that this could be a problem. But its 
plans to rectify it are proceeding with all the urgency of a Great 
North-Eastern locomotive waiting to limp up the misery line 
from King’s Cross to Newcastle. In Scotland and Wales, in the in- 
dependent republic of London and in Northern Ireland, devolu- 
tion judders ahead (though not without the occasional pulling 
of alarm cords and squealing of brakes). In England itself, the 
Devolution Express has yet to leave the station. 

Every so often, in fairness, a muffled announcement floats 
over the tannoy. In 1997 Labour promised to let the people of 
England decide, region by region, whether they wanted an 
elected assembly for their region. It said this again during this 
year’s general election. As time passes, knots of porters come 
and go. John Prescott, the deputy prime minister, was in charge 
of English devolution during Labour’s first term. Now he shares 
this platform with Stephen Byers, secretary of state for transport, 
local government and the regions; and with Patricia Hewitt at 
the Department of Trade and Industry. In its first term, the gov- 
ernment promised a (consultative) green paper, which never ap- 
peared. Now it promises a (pre-legislative) white paper, which 
may not be ready until 2002. Meanwhile, nothing happens. The 
government has created “regional development agencies”, but 
these are its own agencies, appointed by ministers. It has created 
“regional chambers”, but these are unelected bodies with no 
known powers. So far as enthusiasts for English devolution are 
concerned, all this is a disgrace, a mess, etc, etc. How, they ask, 
does a government dare to run a railroad thus? Bagehot takes a 
different view. He blames the passengers. 

Listen to the devolutionaries from the Campaign for the Eng- 
lish Regions, or to one of the “constitutional conventions” that 
have sprung up here and there, and you would think that the 
English were roaring for a chance to set up their own local par- 
liaments or assemblies like those in Scotland and Wales. But 


they are not. For the most part, the English are their usual docile 
selves. They slump in their seats, fill in crossword puzzles, won- 
der idly what the Fat Controller has in store for them. Even the 
devolutionaries seem to be awaiting a decision from on high. 
They are thrilled when Gordon Brown, the chancellor, hints that 
he favours their cause; ecstatic when Peter Mandelson, a former 
cabinet minister, calls for adding an “elected element” to the re- 
gional chamber for the North-East. And they are cast down 
when word arrives of some new delay to the white paper. 

The sad thing here is not the delay. It is the attitude of the de- 
volutionaries. Mood swings do not make a nation. If any of the 
English regions want to follow the example of the Scots and the 
Welsh—or of Catalans and Bavarians—they will have to stop 
waiting for the locomotive of the central government to pull 
them there. They are going to have to get out and push. 


Football and grievances 

English devolution would make Britain’s constitution neat. But 
Britain itself is not neat. A Britain of a dozen chunks—eight Eng- 
lish regions, plus London, plus Scotland, plus Wales, plus (or mi- 
nus) Northern Ireland—makes more sense on paper than in 
politics. Whereas the Scots and Welsh are and have been na- 
tions, the people of the East Midlands or South-East will never 
see themselves that way. Even devolutionaries therefore accept 
that if English devolution began it would start in the North, and 
probably in the North-East, where some people have taken 
lately to talking about a “Geordie nation”. This, though, is just a 
figure of speech. The Geordies unite around football. They are a 
long way from London, which is said to neglect them; and a 
short way from Scotland, which is said to have done well from 
devolution. But although football, grievance and envy make a 
potent mixture, they hardly clinch the case for devolution, either 
to the North-East or to any other corner of England. 

It is, after all, still far from plain what the new regional gov- 
ernments should do. Paul McQuail, the co-author of a new re- 
port from London University’s Constitution Unit, points out that 
there is great confusion about this. Is the prime aim to make the 
regions rich or to plug a gap in democracy? It is too blithe to as- 
sume that the two must go together. Would England genuinely 
welcome greater local variation in the nature and standard of 
public services? The perennial complaint about the “postcode 
lottery” suggests otherwise. Would regional government im- 
prove planning? The experience of London—where the mayor 
and the government are fighting in court for control of the 
Tube—casts doubt on this. If devolution went ahead, would the 
centre relinquish enough powers to make the new chambers 
useful? Even under the fiery leadership of Rhodri Morgan, 
Wales's toothless National Assembly has been a let-down. 

None of this rules out devolution in England. Regions that 
want it should be allowed to have it. But it would be foolish for 
neatness’s sake to impose a new layer of elected government on 
parts of England where there was no real demand. For this rea- 
son, there may be merit in leaving the passengers in the Devolu- 
tion Express to stew a while longer. In Scotland and Wales, the 
devolution debate raged for decades. In England it has barely 
started. Nobody says that the English must threaten to secede, as 
the Scots did before they got their Parliament. But the least they 
could do is rattle a window, shake a fist at a guard, show some 
interest. A nation that waits politely for the centre to deliver lo- 
cal democracy may not be ready for it. m 
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Japanese companies abroad 


Yen and yuan 


HEFEI AND TOKYO 





Japanese firms are cutting costs and breaking a taboo by importing from China 


F YOU want to know the latest fashion 

among elderly Japanese ladies, the place 
to go is Hefei. There, on the ground floor of 
a state-owned textile factory, the 300 
workers of the Hefei Ziyou Fashion Com- 
pany are putting the finishing touches to 
their autumn collection. Hip it is not. Yet in 
one respect, the drab brown and blue poly- 
ester dresses of the Hefei Ziyou Fashion 
Company really are rather fashionable. 
The firm’s owners, manager and custom- 
ers are all Japanese. But Hefei is in China. 

Japanese merchants have been discov- 
ering, forgetting and rediscovering China 
for centuries. Appetite comes and goes: a 
rush of investments in the mid-1990s gave 
way to leaner years as earlier business 
plans came unstuck (see chart on next 
page). Recently, the Japanese have begun 
to return, but this time with a difference. 
Before, it was China’s vast domestic mar- 
ket that lured Japan’s car companies, de- 
partment stores and consumer-electronics 
firms. Now they want to produce for ex- 
port back to Japan. 

This is more revolutionary than it 
sounds. Japan’s economic structure rests 
on a single idea, obsessively pursued: pro- 
cessed trade. Raw materials are imported, 


manufacturers add value, and finished 
products are exported. Companies invest 
abroad, but only to supply foreign mar- 
kets. There is no place in this mercantilism 
for imported consumer goods. Japanese 
shoppers consider it their patriotic duty to 
buy from protected and exorbitantly 
priced domestic markets. 

Yet the long economic slump has now 
upset everything. Cheap is now chic on 
Japanese high streets. A new generation of 
retailers has sprung up to serve the stylish 
poor. These retailers are cheap because 
they import. And the secret of their success 
is often to be found in China. 

The model is Fast Retailing, a company 
that sees its Uniqlo brand of low-cost 
clothes not as fashion but as daily necessi- 
ties, like food. Fast Retailing outsources its 
manufacturing, 90% of which goes to 60 
Chinese firms. Between them, these 60 
companies run 85 factories, the biggest of 
which employ 10,000 workers each. Fast 
Retailing itself, however, has just 80 peo- 
ple on its Chinese payroll. The company 
arranges its own shipping to Japan, or uses 
one of Japan’s big trading houses. For dis- 
tribution inside Japan, it uses three truck- 
ing companies, which together cover the 
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company’s network of 519 shops. 

Other bits of Japan’s ageing textiles in- 
dustry are also off to China. Mitsubishi 
Rayon and Teijin, two textile manufactur- 
ers, have both been rejuvenated by Chi- 
nese investments. Juki Corporation, the 
world’s top maker of industrial sewing- 
machines, plans to start production in 
Shanghai in the autumn. 

The trend has begun to spread to the 
consumer-electronics industry. As part of 
a reorganisation of its Asian home-appli- 
ance business, announced earlier in July, 
Matsushita is shifting more production to 
China, and more of its Chinese production 
towards export markets, in America, Japan 
and elsewhere. Toshiba recently stopped 
making televisions in Japan, expanding 
production in China instead. Konica is out- 
sourcing production of its digital copiers to 
Chinese firms. Sony plans to use Chinese 
manufacturers for its new games consoles. 
Japan’s economy is faltering, and retail 
sales have been falling for years. Yet im- 
ports from China are rising by 30% a year. 

It is not just cheap labour that draws 
Japanese firms to China. Reimporting 
avoids Japan’s famously labyrinthine dis- 
tribution system. The agricultural industry 
is Japan at its most archaic. Thanks to a 
thicket of government regulations, protect- 
ing myriad layers of wholesalers, Japanese 
vegetables are wickedly priced and wrin- 
kly to boot, having passed through so 
many hands en route to the supermarket. 
So the trading houses, which are barred 
from most agricultural markets at home, 
have gone to China. They have been help- 
ing Chinese farmers with seeds and 
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> spores, herbicides, fertilisers, refrigeration 
techniques and information on Japanese 
market prices. Despite the cost of trans- 
port, often by air, Chinese mushrooms, 
leeks, peppers, tomatoes and eels are un- 
dercutting Japanese retail prices. 


Don’t mention the war 
Nor does the Fast Retailing business model 
ask too much of Japan’s impoverished 
managers. Globalisation has not been 
kind to Japan’s big companies, who find 
their inflexible ways at odds with practices 
elsewhere. Seniority promotion, the life- 
time employment system and the dead 
hand of Japanese corporate bureaucracy 
are all anathema to the free-wheeling 
stock-option culture that attracts Chinese 
businessmen these days. “Japanese com- 
panies have tried to import the socialist 
system to China,” says Chi Hung Kwan of 
the Research Institute of Economy, Trade & 
Industry, a Japanese think-tank. “But the 
Chinese don’t like it.” The usual Japanese 
answer is to create two systems, one for 
Japanese workers and another for foreign- 
ers. To foreigners, however, this smacks of 
racial discrimination, to which the Chi- 
nese are especially sensitive. 
Manufacturing for export back to Japan 
avoids these problems. There is no need 
for local sales staff or knowledge of the 
Chinese market. If, on top of this, manu- 
facturing is outsourced as well, Japanese 
managers need never confront the yawn- 
ing divide between Japan and the rest of 
the world. Relationships, says Mr Kwan, 
can comfortably be kept at arm’s length. 
Not everybody in Japan welcomes the 
new business model. Newspaper colum- 
nists wring their hands about surging Chi- 
nese imports, the collapsing trade surplus 
and the “hollowing out” of Japanese 
manufacturing as the country’s blue chips 
flee abroad. The outsized farm lobby with- 
in the ruling Liberal Democratic Party 
(Dr) is up in arms about Chinese vegeta- 
bles and is urging the trading houses to be 
more patriotic. In April, the LDP slapped 
emergency tariffs on imported leeks, shii- 
take mushrooms and rushes, most of 
which are grown in China. The Chinese 
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have retaliated with tariffs on Japanese 
cars, mobile phones and air conditioners. 
Yet the Japanese have too much to lose 
to escalate this trade war, which will be 
even harder to wage after China joins the 
wrTo later this year. Even the best Japa- 
nese manufacturers are struggling to stay 
ahead of cheaper Asian rivals. Salvation 
lies abroad: among Japanese manufactur- 
ers, only 14% of sales come from overseas 


production facilities, compared with 32% 
for American companies, according to the 
Ministry of Economy, Trade and Industry. 
Japanese consumers, meanwhile, are en- 
joying the novelty of affordable shopping. 
They do not want to return to high-priced, 
homemade goods. Japanese firms have to 
be in China, says Akira Kitaura, the Japa- 
nese manager of the clothing factory in 
Hefei. “They have no choice.” m 





Malaysian corporate restructuring 


Wrongs and Renong 


A good week for corporate governance, a bad week for crony capitalists 


N ACCOUNTANT of extravagant 
tastes, mediocre business acumen and 
impeccable political connections, Halim 
Saad has long symbolised the corporate 
culture of Malaysia. He benefited greatly 
from the “new economic policy”, a form of 
affirmative action that favoured the coun- 
try’s ethnic Malay businessmen. In the 
1980s, he was picked to run Renong, a 
group of companies closely linked to the 
ruling political party. He has been win- 
ning government contracts to build motor- 
ways, telecoms networks and other bits of 
Malaysia’s infrastructure ever since. For fi- 
nancing, Mr Halim has always relied on 
other people’s money, making the Renong 
group the country’s largest debtor. 

Since the Asian financial crisis of 1997, 
Mr Halim has embodied all the reasons 
why international investors continue to 
shun Malaysia. He has refused to restruc- 
ture his empire to repay his creditors. In- 
stead, he has repeatedly appeared deter- 
mined to fleece his minority shareholders 
in order to maintain control. In late 1997, 
for instance, shareholders in United Engi- 
neers Malaysia (UEM), a listed company 
that is part of the Renong group, were hor- 
rified to learn that UEM had bought a 33% 
stake in Renong at non-market valuations 
(Renong in turn owns 37% of UEM). To pla- 
cate irate investors, Mr Halim promised to 
buy the shares back with his own money 
three years later, but he now seems un- 
likely to be able to do so in full. 

All this explains why investors were so 
cheered when, on July 23rd, the govern- 
ment said that it intended to take over 
UEM-~—thereby, in effect, seizing control of 
Renong—in order to restructure the group 
in earnest. The offer price is low enough, 
according to analysts, to suggest that this is 
not a rescue. To drive the point home, the 
government added that Mr Halim “will 
have no role to play in the restructuring of 
the group”—in short, that he will be fired. 

It is still possible to be cynical. Mr Ha- 





Halim finds something to smile about 


lim is the most prominent of several no- 
torious protégés of Daim Zainuddin, who 
recently resigned as Malaysia’s finance 
minister after a clash with Mahathir Mo- 
hamad, the prime minister. Many Malay- 
sians see the ouster of Mr Halim as part of 
a purge of “Daim’s boys”. 

Yet it is likely that the takeover of UEM 
also signals a genuine policy shift. Of late, 
Mr Mahathir seems to have grown tired of 
Malaysia’s pariah status in world capital 
markets. Last week, he explicitly blamed 
Renong for dragging down the Malaysian 
stockmarket. Next month, a new code of 
corporate governance will take effect, re- 
quiring boards to have more independent 
directors, proper audit and remuneration 
committees and so forth. Plenty more Ma- 
laysian conglomerates are in dire need of 
restructuring, including the Lion Group 
and Johor. If they start to clean up too, that 
will show that the days of crony capitalism 
in Malaysia really are numbered. = 





German brewers 


Small beer 


Foreign brewers are finally entering Europe’s largest beer market 


66™THE first domino has fallen,” Dieter 
Ammer, then president of the Ger- 
man brewers’ guild (pgs), lamented last 
February. Heineken, Europe's largest 
brewer, had just bought minority stakes in 
two Bavarian breweries. Another has just 
toppled. On July 19th Mr Ammer put 
Beck's, his own company and possibly the 
most precious prize of all, on the block. 

The entry of Heineken and the sale of 
Beck’s could herald a big change in Ger- 
many’s fragmented beer market. Germany 
is home to some 1,270 independent brew- 
ers, three out of every four in Western Eu- 
rope. Other European markets are domin- 
ated by at most three national brewers, but 
even the ten biggest German breweries 
have only 56 % of the market. 

The great brewing families—Heineken, 
Anheuser-Busch and Miller—all emigrated 
from Germany and built global giants. But 
in their ancestral market, the number of 


OPEC 
Trouble ahead 


dwarfs producing less than 5,000 hecto- 
litres has actually increased. Many small 
brewers cater for tiny markets, particularly 
in Bavaria, where some villages with 
fewer than 2,000 inhabitants manage to 
support two or three breweries. “People in 
Germany generally have an aversion to 
buying beer from outside their state. Peo- 
ple in Bavaria have an aversion to buying 
beer brewed outside their village,” says 
Chris Wickham, an analyst at Lehman 
Brothers. 

But many brewers barely break even. 
Prices have dropped by 10% in real terms 
since 1993. Their small size deprives them 
of pricing power, especially as retailers 
consolidate. And domestic demand for 
their product is falling, as Germans worry 
more about their waistlines and the ranks 
of young Germans shrink. In the past eight 
years, average annual beer consumption 
per person has fallen from 142 litres to 125 


Why the OPEC cartel is cutting its oil production now 


OPE springs eternal, at least at 

OPEC. Just three years ago, oil prices 
had collapsed to $10 a barrel, and the 
cartel was in complete disarray. Yet to- 
day, the group confidently aims to 
micromanage the price of oil. 

In order to do this, the cartel’s bosses 
jet off to their headquarters in Vienna 
every few months to thrash out new 
production quotas designed to tweak 
the world price. They were scheduled to 
meet again in August for such a meeting. 
However, this week they decided they 
simply could not wait: they agreed by 
telephone to a production cut of 1m bar- 
rels a day, effective from September 1st. 

Why the rush? Oil prices have been 
comfortably above $20 a barrel of late. 
Yet the group's leaders, especially Ali al- 
Naimi, Saudi Arabia’s cautious oil minis- 
ter, have grown increasingly worried 
about three developments that influence 
the price of oil. 

One is weak economic growth every- 
where in the world, but especially in 
America and Japan. The second is the 
dramatic rise in oil stocks. After a couple 
of years of exceptionally low stocks, soft 


demand and aggressive refinery runs 
have led to a reversal. For example, a re- 
cent report from the American Petro- 
leum Institute suggested that oil stocks 
in America have swelled by as much as 
14% since March. 

Even so, the oil politicians were sit- 
ting on the fence. They were mindful 
that production cuts that take effect in 
September will affect consumer markets 
only in November or December—by 
which time their main markets will be 
entering the peak winter season. The re- 
sult of an ill-judged cut might be short- 
ages and price spikes, which would 
anger western governments. Such an 
outcome would also violate the cartel’s 
stated aim, repeated this week in a state- 
ment, to “avoid oil-price volatility”. 

The clincher seems to have been a 
gloomy report released on July 13th by 
the International Energy Agency, a 
quasi-governmental agency representing 
big oil consumers. It said that world oil 
demand will rise this year by the small- 
est amount since 1998, when oil prices 
collapsed. It is the spectre of a return to 
$10 oil that moved oPEc to action. 
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litres; Germans have yielded their place as 
Europe's biggest beer drinkers to the Irish. 

One answer is to look for markets 
abroad, as Europe’s big brewers are doing. 
But most German brewers are too small to 
build a national, let alone international, 
presence. Even Warsteiner, the leading 
brand, has only 8% of the German market. 
Beck’s, with 8% of the American market for 
imported beer, is the only one that has 
managed to build a global brand. 

Among the possible purchasers of 
Beck’s, Interbrew, a Belgian brewer, is the 
front-runner. It is said to have won exclu- 
sive negotiating rights, after offering up to 
£1 billion ($1.43 billion). Heineken, which 
has already snapped up stakes in Kulm- 
bacher and Paulaner, two Bavarian brew- 
ers, is unlikely to be interested: as one ana- 
lyst puts it, “They have already gota beerin 
little green bottles, which sells in 170 coun- 
tries around the world. Why would they 
want to buy another one that sells in 120 
countries?” 

With two heavyweights such as Heine- 
ken and Interbrew invading their $9 bil- 
lion market, the pressure on German 
brewers is increasing. International brew- 
ers are likely to use the distribution chan- 
nels of the German companies that they 
acquire to sell their industrially produced 
and thus far cheaper beer. 

The Reinheitsgebot, a German purity 
law, may offer Germany’s family-owned 
brewers less protection than it once did. 
Young people care about the rule less than 
their parents did. Mr Ammer, for one, has 
made his choice, arguing that Beck’s could 
hold its own as an independent brewer 
only for another three to five years, before 
international competition starts to erode 
earnings. Others are likely to follow. m 


America’s high-tech companies 


Beyond the valley 


At the peak of the corporate-results season, three stories look at the entrails. First, 
what signs of a recovery for battered technology companies? 


Fo America’s high-technology compa- 
nies, this earnings season has been mis- 
erable. More and more big names have 
joined the roll call of walking wounded: 
Amazon, for instance, in which AOL took a 
stake after the online bookstore had 
dropped its sales forecast for the year 
ahead; Lucent, which announced another 
$7 billion-9 billion of restructuring charges 
and job losses for a further 15,000-20,000 
workers; and Xerox, which announced yet 
another quarterly loss this week. 

Now the worst may be over. But a re- 
covery in the autumn is unlikely; and be- 
yond that, the future remains murky. “We 
don’t draw conclusions. We ship comput- 
ers,” said Scott McNealy, Sun’s chief execu- 
tive, after he had announced his com- 
pany’s first quarterly loss in 12 years. But 
behind the bleak news for high-tech com- 
panies is good news for their customers. 

Hardware manufacturers have been hit 
hardest, with makers of telecoms gear in 
the deepest trouble—because they 
pumped up the bubble, with generous 
customer financing and overpriced acqui- 
sitions. Much of Nortel’s $19.4 billion loss 
in the second quarter came from write- 
downs of acquisitions. Lucent sheepishly 
owned up to building a $45m executive 
golf course. Even better-run companies 
such as Juniper Networks are suffering. Its 
results beat Wall Street's reduced expecta- 
tions, but badly missed earlier projections. 

For chip and computer firms, the situa- 
tion is little better. Semiconductor Equip- 
ment and Materials International, a trade 
association, predicts that sales of chip- 
making equipment will fall this year and 
not surpass last year’s levels until 2004. 
IDC, a market-research firm, says that 


worldwide sales of pcs fell in the second 
quarter by 2% to around 29.8m. Small won- 
der that Intel’s revenues in the second 
quarter were 24% down ona year ago. 

As with past downturns, this one has 
triggered price wars, notably in the pc 
business. Led by Dell, which has the low- 
est production costs, pc makers have cut 
their prices, sometimes by as muchas half. 
Margins are collapsing. Analysts are won- 
dering which firm will be first to throw in 
the towel and quit the business. Gateway, 
which is taking Dell head-on, appears the 
mostlikely candidate. Compaq, which this 
week reported a loss in the second quarter 
and issued a profit warning for the third 
quarter, has announced thatit will now fo- 
cus more on the services business. Spend- 
ing on IT services, along with software, is 
traditionally less volatile than hardware 
and is faring better. 

Yet software firms are starting to suffer 
too. Even Microsoft has said that its num- 
bers will get worse, although it reported 
healthy results for the latest quarter. Com- 
panies are cutting costs, for instance buy- 
ing programs purely to manage and opti- 
mise the rr infrastructure which they put 
in place, often hastily, in recent years. In- 
stead of installing anew database from Or- 
acle, say, rr managers might buy a much 
cheaper program from Quest Software to 
improve the performance of their existing 
databases. 

Companies are unlikely to increase 
spending quickly, if recent surveys of chief 
information officers are to be believed. 
Among 50 American and 15 European offi- 
cers queried by Merrill Lynch, an invest- 
ment bank, almost three-quarters of re- 
spondents said they would notincrease IT 









spending in the second half of the year. 

Other studies, however, suggest that 1T 
spending has at least stabilised. Based on 
276 respondents, CIO Magazine, a trade 
publication, predicts that 1r budgets will 
grow by 6% over the next 12 months. A 
month earlier, the expected growth rate 
had been only 4%. And the Paris-based 
OECD, which uses figures from Netcraft to 
track the number of secure servers in its 
member countries, says that this indicator 
of commercial Internet activity has contin- 
ued to rise (see chart). The reason, thinks 
the OECD's Sam Paltridge, is that many te- 
lecoms companies have been cutting 
prices for fibre-optic capacity and leased 
lines, so that businesses can connect to 
and use the Internet more cheaply. 

With the trough at last in sight, the 
question on everybody’s mind is: when 
will things get better? The consensus is 
around the middle of next year, except for 
telecoms-equipment makers, which may 
have to wait until 2003. By then, the tech 
bubble will have deflated; and Microsoft's 
new operating system,Windows xP, due 
on October 25th, could lead many firms to 
upgrade their pcs and related software. 

The more interesting question, how- 
ever, is how fast the rT industry will grow 
once it has recovered from past excesses. In 
a subjective but intriguing exercise, Gold- 
man Sachs got its analysts to recalculate 
the results of 37 leading technology com- 
panies, stripping out the factors that had 
led to the bubble in rr spending. Without 
them, the bank reckons that the technol- 
ogy revenues of these companies would 
have been $43 billion lower in 2000—or 
10% below the published figures. 

These results suggest that, once it picks 
up again, worldwide ir spending will 
again grow at about 10%, as it did before 
the bubble. Other analysts, such as Steven 
Milunovich of Merrill Lynch, are glummer, 
predicting growth in the “high single dig- 
its”. Much will depend on how badly com- 
panies think they need more gear to stay 
competitive. Almost everybody says that 
less technology would have been more in 
the past three years—even if only Luddites 
argue that firms should now do without. m 






Pharmaceuticals 


Health check 


Good company results suggest that the 
drug industry is in excellent condition 


IVEN all the bad news of recent 

months, the pharmaceutical industry 
should surely be sickly. High-profile pro- 
duct failures, job cuts and corporate re- 
structuring, allegations of collusion with 
generic-drug makers to spin out precious 
patents, and the furore over drug pricing in 
America and Africa all point to an industry 
with a touch of cold. 

But a clutch of company results this 
week show the biggest firms to be gener- 
ally in fine fettle. On July 24th Glaxo- 
SmithKline reported that its second-quar- 
ter pharmaceutical sales had risen by 12% 
over the previous year to just over £4.3 bil- 
lion ($6.1 billion), and that net profits were 
up by 13%. Pharmacia’s news, on July 25th, 
of a second-quarter profit rise of 20% anda 
7% increase in drug sales, followed an even 
stronger showing the week before by 
Pfizer, which reported a 31% rise in second- 
quarter net profits on the back of a 14% 
growth in human pharmaceutical sales. 

As the risks of drug making increase, so 
do the differences between the companies: 
ten years ago, they were all winners, but 
now some look more bruised than others. 
Merck, for example, issued a profit warn- 
ing before last week’s results, citing the 
slow uptake of its anti-arthritic drug. 
Schering-Plough reported flat second- 
quarter sales and profits. It is still plagued 
by manufacturing problems, which have 
prompted the Food and Drug Administra- 
tion (FDA), America’s drug regulator, to 
raise concerns about its facilities. 

The FDA is causing headaches in other 





Profitable staff 


ways too. The agency has ordered four pre- 
scription drugs off the American market in 
the past 18 months because of safety con- 
cerns. That drugs are reaching the market 
before such shortcomings are revealed is 
due, in part, to a move by drug firms into 
new therapeutic areas with tricky science; 
it also reflects their hurry to get through 
clinical trials to steal a march on rivals, and 
the rpa’s long-standing attempts to expe- 
dite its approvals process. 

But pressure from consumer groups 
and collective insecurity at the FDA, which 
currently lacks a director, mean that the 
agency is now erring on the side of caution 
again. Delays in reviews, demands for 
more data and outright rejections have 
reached “epidemic” proportions, accord- 
ing to Joseph Dougherty of Lehman 
Brothers; Pharmacia, Novartis, Eli Lilly and 
Pfizer are among those whose products 
have recently been held up by the FDA. On 
present trends, Mr Dougherty reckons that 
only three-fifths as many new drugs will 
be approved in America this year as in 
2000. Since America accounts for roughly 
40% of the world’s $360 billion prescrip- 


European engineering 





tion-drug market, not selling in America is 
bad for drug firms, whose shares have 
lagged the s&p 500 for most of this year. 
Drugs that falter in development, or 
come off-patent, are less of a problem if 
there is a steady stream of new products to 
take their place. But pipelines at some 
firms, such as Merck, are distinctly empty 
these days. According to some assess- 
ments, home-grown discovery is also dis- 
appointing. Ann Baker of Accenture, a con- 
sultancy, says that most firms are nowhere 
near their goal of tripling the output of 
molecules for clinical development. Their 
hopes that genomic information and other 
new tools would dramatically improve 
drug making are justified, but certainly not 
as fast or as cheaply as they once expected. 
However, compared with the ailing 
technology sector, even the pharmaceuti- 
cal industry's laggards look healthy. And, 
despite some threats to the industry's 
profitability, such as various legislative 
moves in America to increase generic com- 
petition or clamp down on drug prices, 
drug makers have one inexorable fact of 
life—sickness—on their side. m 


Waving or drowning? 


FRANKFURT 


Astring of gloomy news from Europe hidesa patchier picture 


HAT a wretched week. ABB, a 

Swiss-Swedish electrical engineer- 
ing firm, issued a profit warning and said 
that it would cut 12,000 jobs in the next 
18 months. Ditto Britain’s Invensys, 
where 6,000 workers will go this year— 
including the chief executive, Allen 
Yurko. Then Siemens, a German engi- 
neering giant, reported a loss (after strip- 
ping out one-off items) in the three 
months to June. Infineon, a semiconduc- 
tor maker of which Siemens owns 51%, 
was said to be mulling 5,000 job losses. 

Further evidence that Europe is catch- 
ing America’s cold? It looks like it. Econo- 
mists have been getting gloomier about 
Europe's prospects. Invensys blames 
“the worst recession in us industrial pro- 
duction since the 1970s”; Europe, it adds, 
“is weakening rapidly”. 

Whoa. True though all this is, there is 
more to these travails than a simple 
transmission of American weakness to 
Europe. Much depends on which busi- 
ness you happen to be in. Even within 
Siemens, a sprawling conglomerate of a 
dozen or so divisions, the differences are 
stark. In telecommunications, times are 
hard, as they are everywhere. The mo- 
bile-phone business (1cm), which it tried 
to expand just when the industry was 
stalling, and fixed telecommunications 
networks (1CN) have lost over €600m 


($530m) between them so far this year. 
The head of ICN, Roland Koch, quit this 
week. 

Meanwhile, Siemens’s transport-sys- 
tems and power-generation businesses 
are roaring; its automation division has 
also done well. In power, points out 
Colin Gibson of Goldman Sachs, it is 
benefiting from an American boom (sic), 
as utilities dash to build power stations 
after years of underinvestment. Other 
electrical engineers have been less lucky. 
Utilities have yet to invest in the electric- 
ity-transmission equipment that this is 
likely to require—and in which ABB spe- 
cialises. Invensys’s forte is fancy elec- 
tronics, for instance to ensure an 
uninterrupted power supply. Its custom- 
ers are electricity users rather than sup- 
pliers, and it does a lot of trade in the 
United States, so it has suffered as Amer- 
ican business has flagged. 

How many more shocks await Eu- 
rope’s companies? Naturally, that de- 
pends on American growth, but it also 
depends on the usual mixture of luck 
and judgment. Siemens did well, in ret- 
rospect, to buy America’s Westinghouse, 
a power-station builder, in 1998 and 
thus to catch the coming wave. A few 
months ago, Invensys’s Mr Yurko was 
expecting only a mild slowdown in 
American demand. How wrong he was. 
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Face value A ray of Sun 


Yang Lan, a talk-show host, plans to shake up Chinese television 





P OLLSTERS recently asked people 
throughout China whose refrigerator 
they would most like to peek into. Predict- 
ably, many opted for Gong Li, a film star, 
and Zhang Yimou, a director. But the 
overall winner was Yang Lan, a 30-some- 
thing mother of two toddlers. “All they 
would find is baby food,” says Ms Yang. 
Ever since she hosted a talk show on 
China’s state-run television in the early 
1990s, her face has been the most popular 
in the country. After all, with more than 
200m viewers, she was once, as she puts 
it cheerfully, “far bigger than Oprah, 
though not by weight”. 

This is a promising base for Ms Yang’s 
newest ambition. Last year, she and her 
husband bought a shell company in 
Hong Kong and turned it into Sun Televi- 
sion Cybernetworks (Sun Tv), which pro- 
duces Chinese-language television 
content and broadcasts it via satellite. In 
authoritarian China, the Communist 
Party supposedly controls all terrestrial 
and cable stations. There are no domestic 
privately owned satellite channels. For- 
eign companies and those from Hong 
Kong such as Star Tv, a subsidiary of Ru- 
pert Murdoch’s News Corp, are allowed 
to broadcast only to fancy hotels and ex- 
patriate compounds. Ms Yang’s company 
faces exactly the same constraints. 

However, she has plans to meet the 
huge demand for intelligent, educational 
and enjoyable Tv programmes in China. 
The country is not just ready but desper- 
ate. Some 300m households in China 
now have television sets, and are glued to 
them every night. The government re- 
quires domestic stations to run the chan- 
nels of cctv (China Central Television), 
an arm of the propaganda ministry. 

Overall, the country’s 1,080 television 
channels broadcast about 4m hours of 
content. But the country produces less 
than 1m hours (see chart), and much of 
that remains Communist propaganda of 
the not-so-gripping sort. China's domestic 


stations are therefore allowed also to buy 
some privately produced content. In the- 
ory, this should not come from “foreign- 
ers”, such as Sun Tv, but in practice the 
authorities turn a blind eye. In this grey 
market lies Ms Yang’s big opportunity— 
and big risk. 

The politics of television in China is 
certainly nerve-racking. Nobody knows 
this better than Ms Yang herself. Indeed, 
rising to such challenges appears to be 
her calling. In 1990—just after the Tianan- 
men Square massacre—middle-aged 
Communist battleaxes had a firm mo- 
nopoly as anchorwomen on CCTV. Ms 
Yang, just 21 at the time, applied for an 
opening anyway, and to her own surprise 
was chosen. She was fresh, charming and 
provocative, and the country soon fell in 
love with her. But then, at the height of 
her fame and to general puzzlement, she 
quit and enrolled at New York’s Colum- 
bia University to become a student 
again—one of anonymous thousands in a 
foreign land. 

In New York, she met Bruno Wu, her 
future husband, who ran a media consul- 
tancy and came from an elite Shanghai 
family. After graduating, Ms Yang had job 
offers from American television, but she 
turned them down. What she wanted 
above all was to participate in the dra- 
matic changes at home. So she joined 
Phoenix Tv, a Chinese broadcaster in 
Hong Kong that is part-owned by Star Tv. 
There she became a sort of Chinese Bar- 
bara Walters (a veteran American broad- 
caster known for squeezing emotion out 
of her interviewees). Before long, record 
audiences were once again tuning in to 
watch Ms Yang’s interviews, which were 
unusually intimate and often moving. Ms 
Yang saw China as a land of untold sto- 
ries, and her mission as their telling. 


Star turn 

To tell them properly, however, she 
needed a new vehicle. So she walked out 
of Phoenix and, with Mr Wu, who han- 
dles the company’s finances, started Sun 
TV instead. “Educated people don’t watch 
television, because it has nothing for 
them,” she says, and that is what Sun Tv 
will try to change. Take, for instance, his- 
tory. For a country that likes to brag about 
its 5,000-year-old civilisation, China’s has 
a striking dearth of any propaganda-free 
programming that chronicles it. Sun TV 
will have programmes on love, marriage 
and concubines in old China, on the lives 





of emperors, and even on such ancient 
Cantonese professions as ear-picking. 

Will such worthy stuff make money? 
Although Sun Tv is barely launched, Ms 
Yang claims that its programming already 
reaches more than 30m households. It 
lost $16m in 2000, but will break even 
this year, she insists, and make profits 
after that. Certainly, there is potential: al- 
though China’s average viewer is still 
poor, its advertising market is already the 
second largest in Asia after Japan, and it is 
the fastest-growing in the world. 

Yet Tv broadcasting in China faces 
commercial as well as political pitfalls. 
One is “ad-splicing”. Advertisers love Sun 
TV because it reaches well-heeled view- 
ers, and they know that many cable sta- 
tions carry its programmes even though 
they are not supposed to. But those cable 
stations often cheat, by cutting out Sun 
TV’s advertising and replacing it with 
their own. Worries about advertising rev- 
enues have recently hit the share price of 
Phoenix, Ms Yang’s former employer. 

Then there is the Damocles sword of 
censorship. Sun Tv’s strength, says Ms 
Yang, is that “we're not a propaganda 
tool, so we don’t have to make pro- 
grammes that people don’t want to 
watch.” But she cannot afford to fall foul 
of the cadres either. “It’s a tightrope,” she 
says, “but we still believe we're doing 
something positive for China.” 

One side-effect of China’s rapid econ- 
omic transformation, she thinks, is a spiri- 
tual and intellectual vacuum: “After being 
well-fed, the Chinese will need more food 
for the mind.” Feeding them, even more 
than making profits, is doubtless her 
main motive. But it is profits, more than 
good intentions, that keep a company go- 
ing—even when its boss is a star. m 


China's television, supply and demand 
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size, one of the reasons why stock ex- 
changes are often described as natural 
monopolies. On this measure, the LSE is 
still some way in front of its rivals. It at- 
tracted more new listings last year than ei- 
ther Deutsche Börse or Euronext, with 


Stock exchanges in Europe 


The hunt for liquidity 


Competition among Europe’s stock exchanges is keener, thanks to bear markets, 
new technology and the euro. Liquidity and trading costs will decide who wins 


S BUSINESSES go, stock exchanges are 
rather curious. They are under pres- 
sure to consolidate, yet trading platforms 
proliferate. Considerable economies of 
scale exist in their activities, yet tiny up- 
starts and small national exchanges can do 
well. Exchanges ought to be run like multi- 
national companies, yet they are too often 
still the financial markets’ equivalent of 
the national football team. 

America has only three national and 
five regional exchanges, but Western Eu- 
rope still has more than 30 stock ex- 
changes. Most will probably not survive 
the next ten years. Some will be taken over, 
others may simply shut down. And one or 
two are likely to emerge as dominant 
forces in the cross-border trading of blue- 
chip shares, the highest-profile and most 
lucrative bit of the industry. 

This race for the top spot is different 
from competition in other businesses. For 
a start, many exchanges in Europe are only 
now beginning to be run as proper compa- 
nies, rather than as member-dominated 
public utilities. The three biggest, the Lon- 
don Stock Exchange (Lsz), Deutsche Börse 
and Euronext (the merger of the Paris, Am- 


sterdam and Brussels bourses), have just 
shed their mutual structure. The tse be- 
came a fully listed company on July 20th, 
Euronext went public at the beginning of 
the month, and Deutsche Bérse made its 
stockmarket debut in February. 

More than ever, exchanges will now 
have to find out what exactly their custom- 
ers want. This ought to be self-evident: a 
cheap and effective trading system. But itis 
not that simple. Certainly, those who trade 
on stock exchanges want low direct costs— 
that is, brokers’ commissions and fees for 
confirming a trade, for clearing it (register- 
ing a share’s new ownership) and for set- 
tling it, when money changes hands. Yet 
they also want low indirect costs, in the 
form of narrow dealing spreads—that is, 
the difference between buy and sell prices. 
The more liquid a market is, the narrower 
the spreads and the less prices are moved 
by quantities of orders. Liquidity, as one 
trader puts it, is “what gets business away”. 
It is the best measure of a stockmarket’s 
cost-effectiveness. 

Liquidity will thus be key in determin- 
ing the winners and losers in this battle of 
the bourses. And liquidity comes with 


higher turnover (see chart). Still, London 
will have to pedal hard to keep ahead, for 
continental rivals as well as young up- 
starts are catching up. On its first day of 
business, Virt-x, an electronic exchange 
launched in July, pinched 23% of all trad- 
ing in Britain of the shares of GlaxoSmith- 
Kline, a drugs company. 

Given the steep increase in trading ac- 
tivity over the past few years, there ought 
to be liquidity aplenty. Cross-border equ- 
ity portfolio flows in the world’s de- 
veloped markets are reckoned to have 
quintupled in the past five years, to $1.1 tril- 
lion. European flows have grown by even >> 


I A fight for the pie 
Turnover on European stockmarkets, % of total 
year to June 2001 
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> more. The launch of the single currency 
has set in train a huge reshuffling of portfo- 
lios. Institutional investors in Europe now 
tend to judge sectors almost entirely froma 
pan-European not a national perspective. 

Yet liquidity is by no means abundant. 
Cross-border equity flows appear vulner- 
able to sudden drying up. This has been es- 
pecially true since Russia’s default on its 
bonds in August 1998, followed by the col- 
lapse of Long-Term Capital Management, 
a hedge fund. Subsequently, international 
investment banks and asset managers 
have only slowly recommitted risk capital 
to trading equities. 

Other, more structural, factors also 
point to a dearth of liquidity. The rise in 
the number of international investors has 
led to a demand for tradable securities that 
is not matched by supply, notes Avinash 
Persaud at State Street, an American bank. 
Liquidity is squeezed by these investors’ 
tendencies to act alike: models for manag- 
ing short-term risk promote similar invest- 
ment patterns. 

Still, while liquidity remains tight, trad- 
ing costs have come down—mainly be- 
cause computers are replacing people as 
trading is automated. However, though 
costs in Europe vary greatly, they are gener- 
ally still high. Benn Steil, at the Council on 
Foreign Relations in New York, puts this 
down to the heavy European use of inter- 
mediaries (that is, old-fashioned stockbro- 
kers) when executing trades, and to Eu- 
rope’s painfully high costs for clearing and 
settlement—which can be as much as ten 
times more than those in America. 

Low costs are the chief selling-point of 
the upstart exchanges in Europe. Thanks 
largely to their having found more efficient 
solutions for clearing and settlement, 
Virt-x and Jiway, an electronic exchange 
for retail investors, are much cheaper than 
the established bunch. Virt-x, for instance, 
offers a “multi-settlement” system that en- 
courages a certain amount of competition 
on price between Euroclear, Crest and sis, 
the three big settlement agencies. From a 
survey of market participants, Virt-x 
claims that the average cost of cross-border 
equity trades in Europe is between €10 
($8.50) and €80, while the average cost at 
Virt-x is only €2. Jiway offers retail brokers 
a one-stop shop for pan-European share- 
dealing and settlement for 6,000 different 
shares. 

Although it might make sense for stock 
exchanges to join forces, many bourses in 
Europe fiercely defend their turf, prefer- 
ring to carry on independently. Merging 
exchanges allows liquidity to be pooled; it 
also offers the means for more efficient 
clearing and settlement. Here, the Ger- 
mans and the British do not see eye to eye. 
Deutsche Borse is all for alliances, such as 
its union with the Vienna Stock Exchange, 
but it does not want to give up its vertical 
“silo”, which includes its own clearing and 


settlement through Clearstream. The LSE 
does not rule out mergers either—perhaps 
with Virt-x, or even with Liffe, London’s 
derivatives exchange. But it wants to see 
settlement systems consolidated, favour- 
ing a merger between Clearstream and 
Euroclear. Deutsche Börse wants these to 
remain separate; one mainly settles equity 
trades, the other chiefly bond transactions. 

Whether exchanges forge alliances or 
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go italone, the challenges of attracting and 
retaining liquidity will prove formidable. 
Cheaper technology allows trading sys- 
tems to multiply. Traders can look in- 
stantly for the best prices. Orders can 
swiftly be re-routed. That means that ex- 
changes with an apparently impregnable 
franchise can lose it almost overnight— 
something that no longer makes for sound 
sleeping for those who run them. m 





European Bank for Reconstruction and Development 


Taking on Turkmenbashi 


The EBRD is starting to take its democratic mandate seriously, but will its 


undemocratic clients? 


Bese week the European Bank for Re- 
construction and Development (EBRD) 
sent an open letter to one of its members, 
Turkmenistan, objecting to the lack of 
democratic as well as economic change in 
the country. The bank was established 
with public money in 1990, with the main 
aim of fostering market economies in for- 
merly communist countries. Over the past 
year or so the EBRD has put a new empha- 
sis on trying to promote democracy. Now 
it has issued a threat: if Turkmenistan’s 
ruler, Saparmurat Niyazov, does nothing 
to change the situation in his country over 
the next year, it may stop lending there. 
Under Mr Niyazov’s one-party, 
authoritarian leadership, the bank ob- 
serves, political opponents and religious 
minorities are persecuted, and Turkmenis- 
tan’s citizens lack freedom. They cannot, 
for instance, leave the country without an 
exit visa. On the economic front, the 





The gilded Mr Niyazov 


bank’s lending to small businesses has 
been thwarted by restrictions on access to 
foreign currency. The EBRD also worries 
about what Mr Niyazov is doing with Turk- 
menistan’s $1.7 billion “foreign-exchange 
fund”, a pot of money worth about 60% of 
the country’s GDP, which comes directly 
under his control and does not form part 
of the state budget. 

Mr Niyazov, whose latest bit of despo- 
tism is to decree that foreigners must pay 
$50,000 to marry into the Turkmen race, 
may well ignore the EBRD’s letter. After all, 
the bank remains committed, for now, to 
its biggest venture in Turkmenistan, a$75m 
loan facility to Dragon Oil, majority- 
owned by Emirates National Oil Com- 
pany. The bank has notruled out financing 
the development of another hydrocarbon 
field, this time with Burren Energy, a Brit- 
ish oil and shipping company. For some at 
the EBRD, this would be an embarrass- 
ment. Mr Niyazov benefits personally 
from the EBRD’s lending to such projects, 
because production-sharing agreements 
allow for part of the revenues to go straight 
into his foreign-exchange fund. 

No one in Ashgabat, Turkmenistan’s 
capital, is expecting any political transfor- 
mation as a result of the EBRD’s new hard 
line. When Charles Frank, the bank’s sec- 
ond-in-command at the time, went to ex- 
press his concerns last year, Mr Niyazov re- 
fused him an audience. And the EBRD 
does not lend a great deal in Turkmenistan, 
relatively speaking. The total value of its 
four projects there, €155m ($136m), forms 
only a small portion of foreign direct in- 
vestment, which in the field of natural re- 
sources alone came to $500m last year. 
The country can get hard cash by selling its 
natural gas to Ukraine, Russia and Iran. 
Still, the EBRD hopes that its letter will 
have an effect as a warning signal to west- 
ern energy companies—who, let us face it, 
are not easily put off by an unpleasant po- 
litical regime. m 





Russia and the WTO 
Playing by the 
rules 


MOSCOW 
For Russia to join the WTO, there is no 
shortage of goodwill—nor of obstacles 


So HOW does your system work? Thatis 
the first question that countries want- 
ing to join the World Trade Organisation 
(wTo) have to answer. Russia's negoti- 
ators have found it hard to explain their 
country’s murky and capricious business 
environment. 

Russia is keen to join the wro, and 
over the past year has started taking the ne- 
gotiations much more seriously. Now that 
China is about to join (after a 15-year slog), 
Russia’s absence from the body that gov- 
erns world trade is all the more embarrass- 
ing and conspicuous. Other ex-Soviet 
countries have joined, including Georgia 
and (this week) Moldova. 

The wro’s member countries also 
want Russia in. On one level it looks like a 
straightforward case. Unlike China, even 
the most blinkered protectionist need not 
worry about a Russian flood of cheap, 
competitive manufactured exports— 
weapons and vodka, perhaps, aside. What 
western countries really need is a rules- 
based system for their companies that do 
business in Russia. 

The first obstacle is a fundamentally 
squishy way of doing business. Even un- 
der this reform-minded government, 
tules, subsidies and taxes vary wildly de- 
pending on your political connections, 
what you do and where you do it. Such 
preferences and hurdles can all be negoti- 
ated, certainly, but only after Russia has 
managed to give a convincing account of 
the overall picture. 

The details are trickier still. The wTO’s 
founding document has 27,000 pages. Lots 
of fiddly changes to Russian laws and rules 
are needed—notably in areas such as intel- 
lectual property. Then, when the papers 
are right, Russia must convince outsiders 
that the new regime will apply in practice. 

When talks deal with the nitty-gritty, 
however, Russian negotiators get huffy. 
Last month they stomped home, cross that 
things were going so slowly. “We came 
here to negotiate, and all they want to talk 
about is legislation,” says one official, re- 
vealingly clueless about the nature of the 
wTo. What particularly annoyed the Rus- 
sians was an innocent suggestion from 
Australia that laws being rushed through 
parliament in Moscow could benefit from 
a bit of informal advice from wro mem- 
bers while in draft form. That would, after 
all, be easier than having to amend the 
laws later. Russian officials saw this as an 
atrocious attack on their country’s dignity. 


Membership cannot come soon 
enough. Russia’s main economic pro- 
blems now are at the micro level, chiefly 
the way that corrupt and incompetent bu- 
reaucrats overlap with business. Bodies 
like the tax inspectorate, the customs ser- 
vice and the prosecutor's office are largely 
unaccountable; wro rules may help to 
make them behave. 

The prospects have improved. Dip- 
lomats say the talks may now take five 
years, not ten. By comparison with Saudi 
Arabia, which has been trying to reconcile 
feudal theocracy with wTo legality since 
1993, Russia has a lot of the basics in place, 
even if they still work extremely badly. 

At the next big wro meeting in Doha, 
in November (see pages 25-28), members 
will be eager to see how far Russia is pre- 
pared to grapple with the issues, and how 
far it is going to keep trying to play politics. 
Fitting a large, proud and badly run coun- 
try into a rules-based system is not impos- 
sible: China’s impending membership is 
proof of that. But Russia so far seems to as- 
sume that, as a great power, it has a self-ev- 
ident right to join the wro, and that the 
details can be left till later. An attitude 
guaranteed not to impress. @ 


Lloyd’s of London 
An acceptable risk 


After the worst decade in its history, 
Lloyd’s may be emerging from its funk 


|, Fees Pollution. Oil spills. Hurri- 
canes. Plane crashes. The bell has rung 
at Lloyd's for one insufficiently reserved 
insurance disaster after another since the 
early 1990s. On July 20th came what 
seemed to be more of the same, with the 
bad news this time from Equitas, an entity 
created in 1996 to take on outstanding 
pre-1993 liabilities at Lloyd's. For the finan- 
cial year to March, some £84m ($124m), 11% 
of Equitas’s surplus, was shifted into re- 
serves in response to higher than expected 
asbestosis losses. As well as asbestosis, 
there lurks the fear of tobacco claims in 
America, Lloyd’s biggest market. 

Itis easy, therefore, to miss the glimmer 
of better times ahead. For a start, the news 
from Equitas was not as bad as had been 
feared. Indeed, one leading insurance-rat- 
ing agency, A.M. Best, is now thinking 
about lifting the “negative” outlook that it 
had pinned on Lloyd's, thanks primarily to 
Equitas’s performance. Claims other than 
for asbestosis have been settled at “favour- 
able values”, that is, for less than had al- 
ready been reserved against. 

Just as important for Lloyd’s, some ag- 
gressive competitors have gone, leaving an 








Never heard of outsourcing 


altogether healthier landscape. Over the 
past 18 months, Reliance in America and 
most of the Australian reinsurance indus- 
try have, in effect, gone bust. The survi- 
vors, including Lloyd’s, have suddenly 
found it possible to raise premiums. There 
were big increases in July, which followed 
earlier rises in January, and there seems to 
be every chance of more to come. New ar- 
eas of businesses are opening up to Lloyd's 
that particularly suit its traditional skills in 
underwriting unusual risks, notably those 
tied to e-commerce and intellectual prop- 
erty. 

Recovery at Lloyd's started last year, 
after it ran up estimated losses of over £1 
billion in 1999. This year, A.M. Best reck- 
ons, underwriters at Lloyd’s will come 
close to breaking even. Next year, there 
will be real profits. Underwriters appear to 
believe this too. Between 1995 and 2000, 
the market's total capacity was stuck in the 
£10 billion-11 billion range. This year, ca- 
pacity has crept up above £11 billion, and 
Lloyd's says that the initial signs are that it 
will grow by at least 10% in the coming 
year. One Lloyd’s underwriter predicts a 
20-30% rise in capacity. In a telling move, a 
new Lloyd’s syndicate is being launched 
by AIG, a hard-nosed American insurer 
that never passes up a buck. 

Lloyd's itself is belatedly adopting busi- 
ness practices with which private compa- 
nies have long been familiar. Notably, the 
central marketplace is outsourcing as 
much as it possibly can. Over the past two 
years, says its chief executive, Nick Prette- 
john, the number of people working at 
Lloyd's has fallen from 2,000 to 600, with 
another 100 due to go as everything from 
data services to catering is put out to con- 
tract. If Lloyd's underwriters prove as dis- 
ciplined in their pricing as Mr Prettejohn is 
in his cost-cutting, then Lloyd’s could in- 
deed be turning the corner. m 
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Structured finance 


CDO-—not cash on 
delivery 


“Structured finance” can bring 
unstructured losses 


HE chairman of American Express, 

Kenneth Chenault, was man enough to 
admit last week that his outfit “did not 
fully comprehend” the risk underlying a 
portfolio of whizz-bang investments 
known as cpos (collateralised debt ob- 
ligations). One arm, American Express Fi- 
nancial Advisors (AEFA), piled into CDOS 
and other high-yield, high-risk invest- 
ments in 1997 and 1998. Earlier this year it 
began to realise that the cashflows on its 
$3.5 billion portfolio were lower than ex- 


Japan's stockmarkets 
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pected, because of high rates of corporate 
default. Alarms rang, and American Ex- 
press has now reduced its exposure, taking 
an $830m charge. 

The tip of an iceberg? The investment 
banks and rating agencies that create, rate 
and sell these products, insist that it is not. 
Moody’s Investors Service, one rating 
agency, has figures to show that CDO rat- 
ings are downgraded less readily than the 
underlying corporate debt that the pro- 
ducts contain. This does not, however, 
mean that investors lose less cash. 

cpos are strange contrivances, to be 
handled with care. They were invented to 
take loans off commercial banks’ balance 
sheets. They are sliced and diced packages 
of corporate loans, or other financial as- 
sets, made up of varying levels of risk. Of- 
ten, the top slice is AAA, the highest invest- 
ment grade, with a very great likelihood of 
repayment until maturity (up to 12 years 


Thank you, Mr Shiokawa 


TOKYO 
Sinking to old lows 


«pe tect simply haven't been 
selling shares at the right prices. That, 
more or less, was how Masajuro Shio- 
_kawa, the finance minister, explained Ja- 
_pan’s tumbling stockmarkets on July 

_ 23rd, when the benchmark Nikkei 225 
fell to a 16'2-year low (see chart). An- 
other reason why share prices were so 
weak, he added, was that the brokers 
weren't marketing enough equity-based 
investment trusts. 

Mr Shiokawa’s swift response —he 
called the head of the securities industry 

tion and urged him to rectify 
these flaws—worked wonders. Japanese 
shares rose the next day. But the climb 
may be brief. Three months ago inves- 
tors had high hopes of Junichiro Koi- 
zumi, the incoming prime minister, who 
promised structural reform. Today, they 
are disappointed by his lack of progress. 
Meanwhile, Japan’s sickly economy only 
looks worse. Industrial production is 
falling sharply, and consumption contin- 
ues to disappoint. Corporate profits are 
sliding, and now there is no strong 
American economy to help. 

The government will almost certainly 
try to boost the economy with a supple- 
mentary budget in August. But this 
causes unhappiness all round. Those 
who favour yet more government 
spending are upset over Mr Koizumi’s re- 
fusal to commit himself to another bud- 
get. No matter that the prime minister 
will probably do it once the election for 
parliament's upper house this weekend 
is over. His coyness, they argue, has 
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knocked market confidence over the past 
couple of weeks. 

Those seeking a fresh approach, on 
the other hand, fear that a combination 
of extra spending and scant reform 
leaves Japan exactly where it was under 
Yoshiro Mori, the previous prime minis- 
ter, who was both inept and unpopular. 
Mr Koizumi, who is fond of pledging 
supply-side reform without explaining 
what it will actually entail, will not be 
able to get away with mere sound bites 
any longer. After this weekend’s elec- 
tion, he will have to come up with real 
strategies, which he will then have to 
blend with the plans for fiscal stimulus 
desired by his party. 

For the stockmarket, this suggests 
bumpy times ahead. Thank goodness, 
then, that Mr Shiokawa will know ex- 
actly what the problem is. 


first losses; if that is wiped out, the next 
slice bears the brunt, and so on, up to the 
AAA tranche. But for the game to work, 
somebody has to hold the bottom slice, of- 
ten known as the “equity” tranche or, less 
kindly, as the “toxic waste”. 

In 1997 and the first half of 1998, before 
turmoil hit world capital markets, the equ- 
ity tranches sold briskly along with all the 
other tranches. CDO sales rose to $80 bil- 
lion in 1998, and to about $140 billion a 
year thereafter. Yet despite eager buyers for 
the higher tranches, the creators of CDOS 
have, since 1998, often been unable to sell 
the bottom tranche, forcing them to hold 
on to it themselves. Some of the bottom 
tranches that American Express holds are 
toxic waste from its own deals. For AEFA 
also creates cpos, despite the admission 
that American Express did not fully com- 
prehend the risk. j 

Yet if there is an iceberg, it is not to be 
found in the bottom tranches, which typi- 
cally account for only 6-10% of a CDO. It is 
more likely to be hidden in the deteriorat- 
ing quality of the higher tranches. Here, it 
is hard for an investor to see what is hap- 
pening. The tranche is rated by a rating 
agency (on the basis of limited experience 
and less than a decade of data) and man- 
aged by an asset manager. Often the man- 
ager can pick and choose the credits in the 
pool, within the rating agency’s crude rat- 
ing band. “The nightmare of the cDO rat- 
ing agency analyst,” says a CDo handbook 
published by J.P. Morgan Chase, a bank, 
“is the manager who buys the most risky 
credits within rating categories.” Yet rating 
agencies—for “business reasons”, an in- 
vestment banker admits—have been 
drawn in to rating these beasts, despite the 
shortfall in transparency. This makes for 
part of an unholy alliance. 

The other part is the great attraction to 
banks of getting these loans off their bal- 
ance sheet. For every $100 of corporate 
loans on their balance sheets, regulators 
insist banks must hold at least $8 of capital, 
regardless of the quality of the loan. If it is 
held in anon-bank affiliate, such as AEFA, 
there is no regulatory capital charge. So 
there is a powerful incentive to sell higher- 
grade but lower-yielding loans, with a sub- 
sequent decline in the quality of banks’ 
balance sheets. 

Bank regulators have tried to respond 
to this trend by drafting new rules on bank 
capital. But the latest proposals, to charge 
banks according to their own assessments 
of credit quality, are back on the drawing 
board. Why? One reason is precisely that 
they fear banks will still run rings round 
them, “gaming” the system with products 
such as cpos. In the face of deteriorating 
credits, particularly in telecom and tech- 
nology companies, these cDo risks will 
become more obvious. W 
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Merrill Lynch 
Waiting for 
the man 


NEW YORK 
An heir-apparent chosen 


O* JULY 24th, not long after reporting 
dismal profits and an unremittingly 
tough environment, Merrill Lynch re- 
solved a succession battle that had been 
closely watched on Wall Street. Stanley 
O'Neal, whose career started on a car as- 
sembly line and whose grandfather was 
born a slave, was named president and pu- 
tative successor to David Komansky, the 
investment bank’s long-serving chairman 
and chief executive. 

Mr Komansky is not due to retire for 
three years. So, on the face of it, the atten- 
tion given to his replacement looks prema- 
ture. Yet Merrill has long moved early to 
place future chief executives in the num- 
ber two spot. With Merrill, like the rest of 
Wall Street, thinking about deep cuts in 
costs, a leadership battle would only have 
made these decisions harder. 

For the past 18 months, Mr O’Neal has 
led the firm’s vast stockbroking arm, the 
traditional spawning-ground for its lead- 
ers. He cut costs there, which did not par- 
ticularly endear him to staff. More pro- 
foundly, he furthered a change in what 
drives Merrill’s business, with less empha- 
sis on salesmen and more on managers. 
For decades, every customer, large or 
small, had a personal broker providing 
everything from stock tips to retirement 
planning. The model became frayed. Un- 
der Mr O'Neal, customers have been seg- 
mented according to wealth, the complex- 
ity of their demands, and how much profit 
they produce compared with the effort to 
serve them. Merrill now provides as little 
to some customers as an Internet connec- 
tion, or as much as a dedicated team. 

Merrill’s leaders have often epitomised 
the American dream of starting with noth- 
ing. Mr Komansky’s father was a postman. 
Mr O'Neal's first home lacked running wa- 
ter. The family’s prospects improved when 
his father left farming for a job at General 
Motors; the car firm hired young Stanley 
under a programme that let him switch be- 
tween a term on the assembly line and a 
term at GM’s private university. It sent Mr 
O’Neal to Harvard Business School, then 
brought him back to its New York treasury 
office. He joined Merrill in 1986. 

In recent months, there had been 
speculation that Mr O'Neal would lose out 
to another candidate. Factions had begun 
to form. With the decision made, a quiet 
period is likely to ensue, followed by a 
burst of changes. The real succession at 
Merrill has only just begun. m 


Climate change 
What next, then? 


The EU has averted the collapse of a UN 
treaty on global warming 


Fs yeas the odds, European negoti- 
ators emerged triumphant this week 
from the Bonn conference on climate 
change. When the world’s environment 
ministers gathered to negotiate the final 
details of the Kyoto Protocol, a UN treaty 
on global warming, the prospects of a deal 
looked poor. In the event, they pulled off a 
deal that 178 countries (though not the Un- 
ited States) signed up to. 

How did they manage this? The Euro- 
peans were so desperate not to fail that 
they were willing more or less to give away 
the store. Three factors forced the Eu to 
soften its previously rigid stance. First was 
the memory of the collapse of an earlier 
round of talks held in The Hague last No- 
vember, when a moralistic EU team re- 
jected sensible proposals for more flexibil- 
ity made by the Clinton administration. 

Soon after that fiasco, George Bush 
came into office—and promptly declared 
that he would have nothing to do with 
Kyoto. That, too, helped to focus minds in 
Bonn. The third factor was that the Eu des- 
perately needed Japan’s ratification, with- 
out which the treaty cannot enter into 
force at all. To win that support, negoti- 
ators changed tack on the use of carbon 
“sinks” and flexible trading mechanisms 
that should reduce Kyoto’s cost. 

The irony is that the deal agreed in 
Bonn looks very much like the version that 
America was ready to sign up to in The 
Hague. Yet Mr Bush is unmoved. He has 
made it clear that he will never accept any 
version of the Kyoto treaty. This creates a 


huge problem, as any international treaty 
hoping to tackle this most international of 
problems must (in the long run, at least) in- 
clude the United States, the world’s biggest 
energy guzzler. 

Will it ever happen? Optimists point to 
signs of a backlash in Congress and among 
some parts of American industry. Several 
senators and congressmen now have do- 
mestic legislation in the works. A number 
of big industrial firms, including even 
some coal-fired utilities, fret that Mr Bush's 
stance creates so much short-term uncer- 
tainty that they will not be able to make 
sensible investment decisions in long- 
lived assets such as power plants. They, 
too, are pressing for domestic regulation. 

Eileen Claussen’s Pew Centre repre- 
sents several dozen big American firms (in- 
cluding United Technologies, 18m and Du- 
Pont) that have publicly called for action 
on climate change. She reckons that this 
backlash could add up to a new climate- 
change strategy. Start, she says, by setting 
clear rules for recording and disclosing 
greenhouse gas emissions. What is then 
needed is a mandatory emissions-trading 
system. Designed properly, “such a system 
could be made compatible with the Kyoto 
framework in the hope that some day the 
two could be merged.” 

Maybe. But in the long run, America 
will be “merging” not with Bonn but with 
what comes after Bonn. This week’s flexi- 
ble pact deals only with the treaty’s first 
time period (till the end of this decade or 
so) and calls for no cuts in emissions by 
poor countries. By 2005 or so, the next big 
round of negotiations over the following 
decade’s cuts will be under way—and 
China and India, not just the £u, will be in- 
volved. Developing countries have al- 
ready made clear their central demand: 
that emissions targets be based not on po- 
litical and economic might, but on popula- 
tion. That could prove a bigger obstacle, 
even, than Mr Bush. m 





Adding hot air to the debate 








Economics focus A global euro? 


Will the euro ever rival the dollar as an international currency? 








E IS one of the great mysteries of eco- 
nomics: why do forecasters get things so 

wrong, so often? In the case of the euro, 
“they were spectacularly wrong. Ever since 
_ its creation, the euro has fallen, against all 
_-- expectations, as financial markets have 
continued to express a clear preference for 
holding dollars rather than euros. Has 
this fatally weakened the euro’s prospects 
of rivalling the dollar as an international 
reserve currency? 

The world has grown so used to the 
dollar’s dominant role as the most widely 
used hard currency that it is difficult to re- 
member that it was once (in the late 
19708, for instance) chronically weak, and 
equally difficult to contemplate future 
«change. By the late 1990s, more than four- 
_ fifths of all foreign-exchange transactions 
-“dnivolved the dollar. Nearly half of world 

» exports are denominated in dollars. The 
proportion of official reserves held in dol- 
lars rose from about half in 1990 to two- 
thirds in 1999. 

Yet the euro is (or at least has the po- 
tential to be) the first fully fledged rival to 
the dollar in more than half a century. 
Some economists thought that a single 
currency for the entire euro area would 
ensure its appeal to financial markets out- 
side Europe, so that it would have a 
greater impact than the currencies it re- 
placed. As Europe’s capital markets be- 
came more integrated, more liquid and 
éasier to use, the euro securities market 
would grow, pushing down transactions 
costs. This was an idea that appealed es- 
pecially to some European politicians 
who saw the chance, finally, to end what 
they saw as the dollar’s hegemony. Yet it 
has not quite worked like that. 

Jeffry Frieden, a professor at Harvard 
University, argues that four factors are im- 
portant in determining a currency’s inter- 
national role: stability, which reduces the 
risk of holding assets in that currency; a 
strong exchange rate, to avoid capital 
losses for investors; deep and liquid fi- 
nancial markets, which enable holders to 
diversify or liquidate their holdings; and 
strong regulatory backing to minimise the 
possibility of crises. 

It does not take much analysis to see 
that the euro has so far failed to meet the 
first two of Mr Frieden’s criteria. Since 
January 1999, the euro has fallen from 


* “The currency composition of foreign exchange 
reserves: retrospect and prospect”, by Barry Eichengreen 
and Donald J. Mathieson. 


about $1.20 to around 87 cents today; at 
times, it has been even lower. Not a per- 
formance to attract would-be investors. 
Yet a surprisingly large proportion of 
international bond and note issues is 
now denominated in euros. According to 
the Bank for International Settlements, 
more than a third of such issues were in 
euros in 2000; the new currency gained 
further ground in the first quarter of this 
year, accounting for about 47% of such 
debt issues. (It will, of course, take longer 
for the stock of euro-denominated debt to 
rise to such significant shares of the total). 
The euro appears thus to meet Mr Frie- 
den’s third and fourth criteria, and this 
has helped to win it a substantial place in 
international financial markets. 


Unreserved approval? 

The story is rather different for official re- 
serves. A working paper* put out by the 
International Monetary Fund, published 
last year, concluded that, over time, the 
relationship between the demand for re- 
serves in a particular currency and the 
principal factors influencing that de- 
mand-trade flows, financial flows and 
currency regimes—is strikingly stable. The 
size of the euro area and its newly created 
financial market, and the fact that trade 
flows account for a larger share of GDP in 
the euro area than in the United States, 
would thus point to a growing role for the 
euro in official reserves. 

Yet IMF figures show that, even in 
1999, dollar reserves actually rose as a 
share of the total. There is no sign yet of a 
large shift into euros. The IMF paper notes 
that the habits of central bankers are slow 
to change, and it also argues that, despite 


the expectations of some economists, 
there is no reason to expect radical, as op- 
posed to gradual, shifts in the currency 
composition of reserves. As the paper 
says, a reputation for price stability is 
something that it takes time to acquire; 
the European Central Bank (cB) needs to 
develop a track record before central 
banks overcome their reluctance to shift 
into euros on a large scale. 

This does not explain the euro’s weak- 
ness, however. The gcs is often blamed 
for not worrying about the euro’s exter- 
nal value, and for sending out conflicting 
signals about its own intentions. The 
bank has managed to confuse and alien- 
ate many observers. But this is because it 
is bad at explaining what it is doing, not 
because what it is doing is wrong. The 
critics often forget that its main obligation 
is to deliver price stability. 

Part of the explanation for the euro’s 
weakness could be the growth gap be- 
tween America and Europe. Euro-area 
growth is likely to outpace America’s this 
year, but in the medium term, American 
performance may still beat Europe’s. 
Only this week, for example, Paul O’Neill, 
the American treasury secretary, declared 
in London that the dollar's strength re- 
flected the greater potential for productiv- 
ity growth in America. 

Of course, as British policymakers 
who struggled with the problem of the 
sterling balances in the 1970s could tes- 
tify, an international currency is a mixed 
blessing. The bigger the euro’s global role, 
the greater the potential for its volatility, 
and the more complex will be the impli- 
cations for domestic policymaking. The 
ECBR’s job could then be even tougher. @ 














Science and technology 


Space wars 






Something to watch over you 


America’s defence establishment is thinking about “weaponising” space. Some 


people doubt that this a good idea 


ARFARE in space was, for many 

years, science fiction. No longer. 
Even as hawks and doves argue about the 
ballistic-missile defence system (BMD, or 
“son of Star Wars”) that President Bush is 
proposing, the Space Warfare Centre of 
America’s air force has been simulating 
war games in space. The details are classi- 
fied, but an exercise (set putatively in 2017, 
and pitting America against an unnamed 
red country) was carried out in January at 
Schriever air force base in Colorado. 

This drove home the point that the se- 
nior ranks of America’s forces take the 
prospect of space conflict within a decade 
or two quite seriously. America’s defence 
is already critically dependent on space 
technology in the form of satellites. The 
country has about 150 defence-related ma- 
chines in orbit at any given moment. These 
provide reconnaissance information, com- 
munications facilities and also the global- 
positioning system that allows a squaddie 
to locate himself on the earth’s surface to 
within afew metres. What is more, if a bal- 
listic-missile defence system is ever built, 
satellites will provide the “eye in the sky” 
that tells it when to go into action. 

At the moment, these satellites are pro- 
tected by America’s huge technological 
lead; no other country is capable of attack- 


ing them successfully. But this advantage, 
say the hawks, will not last for long. By 
2010, potential foes may have developed 
anti-satellite weapons; America should 
therefore pre-empt matters by making 
such weapons itself. It is this, plus the pos- 
sibility—alluring or repulsive, depending 
on your point of view—of putting offen- 
sive weapons into orbit, that has got the 
country’s military planners reaching for 
their computer-simulations. 


Phasers on “kill” 

Space weapons will probably come in two 
varieties: directed-energy weapons (pow- 
erful lasers and the like) and kinetic-en- 
ergy weapons (missiles that destroy things 
not by carrying an explosive charge, but by 
hitting them at high speed). 

At the moment it is a lot easier to do 
things on terra firma than it is in space, so 
the systems that are closest to viability are 
anti-satellite weapons (asats) based on 
earth. The Mid-Infrared Advanced Chemi- 
cal Laser (MIRACL), run by the army in 
White Sands, New Mexico, is America’s 
most powerful laser. It works by mixing re- 
active gases together and focusing the light 
that results to produce a beam powerful 
enough to destroy a satellite passing over- 
head. The army test-fired the MIRACL 
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against an American satellite in October 
1997. It is rumoured to have done more 
tests with it as well, but the results are still 
classified. 

The Miract’s bulk will keep it firmly 
on the ground. The more prosaically . 
named “space-based laser” (sBL) is, as its 
name suggests, intended to fly. It is being 
designed by a consortium of aerospace 
companies including TRW, Lockheed Mar: . 
tin and Boeing, and financed by the air 
force and the Ballistic Missile Defence 
Organisation, the agency that will under: 
take most of Mr Bush’s pmo plans. The 
first test is planned for 2012. 

The sgi will be less powerful than the 
MIRACL~a necessary trade-off to reduce 
its consumption of gases, which will be 
hard to renew in orbit. On the other hand, ` 
it will not need the same penetrating 
power. If aimed at other satellites, its beam 
would not be absorbed by the atmo- 
sphere. Even if it were used to attack ballis- 
tic missiles, as the initial plan envisages, it 
would need to penetrate only the upper at- 
mosphere, where the air is thin. 

Kinetic-energy ASATs have developed. ` 
in fits and starts. Their power depends on- 
the fact that an object’s kinetic energy rises 
as the square of its velocity.Bythetimethe —__ 
object is travelling at, say, 30,000 kph, it - 
has so much kinetic energy that a warhead 
is superfluous. Although the air force suc- 
cessfully tested an anti-satellite kinetic-en- 
ergy weapon (a modified air-to-ground 
missile launched from an ¥-15 fighter) in 
the mid-1980s, the programme was can- 
celled in 1988. A more recent incarnation 
of the idea is the army’s KE-ASAT pro- 
gramme, started in 1990, cancelled toc o 
wards the end of the second Clinton .ad-» 
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> ministration, but recently reinstated in Mr 
Bush’s new budget. 

Launching such weapons from aircraft 
has an advantage over both space-based 
and ground-based systems. An aircraft can 
fly to the appropriate spot to intercept a 
given satellite, rather than waiting for it to 
pass close to the launcher. 

Space-to-earth weapons are even fur- 
ther off—and also more controversial. Such 
weapons would give America the ability 
to strike anywhere at the touch of a button. 
Though sending laser beams through the 
atmosphere is difficult, kinetic-energy 
weapons could penetrate hardened bun- 
kers more effectively even than nuclear 
weapons. Controlling them would be 
hard, however. A projectile travelling at 
the necessary speed through the atmo- 
sphere would generate so much frictional 
heat that the air around it would ionise, 
making radio communication impossible. 
Such a projectile would be blind, deaf and 
mute, and would thus have to be aimed ex- 
tremely accurately in the first place in order 
to hit its target. 


Star Wars and space cadets 

Space weapons, therefore, look techno- 
logically feasible. But are they desirable? 
The “space hawks”, who think they are, are 
led by Bob Smith, a senator from New 
Hampshire. He has mooted the creation of 
an autonomous “Space Force” within the 
American armed forces. Largely at his in- 
stigation, a “Commission to Assess United 
States National Security Space Manage- 
ment and Organisation” was formed in 
2000 and was headed, until he was nomi- 
nated for the position of defence secretary, 
by Donald Rumsfeld. 

The Rumsfeld commission released its 
report in January, and the Defence Depart- 
ment has started to implement some of its 
recommendations. To overcome inter-ser- 
vice rivalry, the air force has been made 
the “executive agent” for space—a move 
that may pre-empt Mr Smith’s idea of a 
dedicated space force. 

That may make bureaucratic sense, but 
it risks creating a lobbying group for more, 
and more expensive, kit than is needed. 
For the truth is thatnone of the weaponsin 
development deals with the question of 
how to protect satellites that are already up 
there, which is the really pressing problem. 
On the other hand they all risk setting off 
new arms races as other powers struggle 
not to be left behind. 

The best way to protect the satellite fleet 
is probably the good old-fashioned engi- 
neering idea of redundancy. Put up so 
many that an enemy could not reasonably 
expect to destroy enough to leave America 
defenceless. Beyond that, the better way to 
handle space warfare may be political, 
rather than technological. Indeed, a vocal 
minority within America’s forces, fre- 
quently affiliated with the Air University 


at Maxwell air force base in Alabama, ar- 
gues for the notion of “space sanctuary”. 
The idea is that, although space is already, 
to a certain extent, militarised, it should be 
maintained as a place that is free of actual 
offensive weapons. 

Such views may not coincide with Mr 
Bush’s gung-ho attitude towards defence. 
However, they strike a chord in other 
countries. America was joined only by Is- 
rael and Micronesia in not voting for a UN 
resolution last November on the “Preven- 
tion of an Arms Race in Outer Space”. Ilya 
Klebanov, the Russian vice-premier, and 
the Chinese foreign ministry have both 
called for negotiations on preventing the 
weaponisation of space to take place with- 
in the existing framework of the UN Con- 
ference on Disarmament. America has the 
most to lose in space. It may ignore these 
demands atits own peril. m 


Circadian rhythms 


Early birds get it 


Body clocks do not have exact 24-hour 
cycles. This may be not be accidental 


Ae traveller sleepily lugging 
his suitcase to the rental car shuttle 
may well wonder why his brain seems 
bent upon tormenting his body. If only he 
could adjust his body clock to his new 
time-zone, he could get the good night’s 
sleep he needs. If his journey has taken 
him westwards, however, he will proba- 
bly have an easier time adjusting to his 
new schedule than if he has travelled east. 
Some research by Hiroaki Daido, of the 
University of Osaka Prefecture, in Japan, 
published recently in Physical Review Let- 
ters, may help to explain why. 

Nearly every living thing has some 


Time to go hunting 


form of built-in biological clock—a useful 
accessory on a planet that rotates once ev- 
ery 24 hours. But most species’ daily clocks 
are not precisely synchronised with the 
earth’s spin: their rhythms are not daily, 
but “circadian”, or “about a day”. The hu- 
man body clock seems to stretch a bit lon- 
ger than 24 hours. That is why flying in a 
westerly direction, which extends the day, 
feels slightly less disorienting than the op- 
posite. Jetsetters from other species might 
react differently: animals’ clocks vary be- 
tween 23 and 26 hours, while plants have 
cycles that range between 22 and 28 hours. 

This variation is surprising, as biologi- 
cal clocks might be expected to track the 
24-hour day more closely. Dr Daido sus- 
pects the explanation lies in the science of 
ecology. He has built a model that at- 
tempts to explain how differences in circa- 
dian rhythms could arise from compe- 
tition for resources. For, just as species 
minimise such competition by specialis- 
ing in the food they eat and the habitats 
they prefer, so they also specialise in the 
times of day when they are active. 

Dr Daido modelled a group of species 
that each had a slightly different length 
programmed into its biological clock. The 
group’s evolution proceeded according to 
two rules. The first was that some clocks 
must work better than others, and that the 
populations of species blessed with better 
clocks would grow faster. The second was 
that species with synchronised clocks 
competed with each other more than spe- 
cies with clocks that were out of phase. 

Once the model started running, some 
species developed clocks that kept time 
with the environment, while others did 
not. Depending on how important it was 
to stay in phase with the natural day, these 
clocks enjoyed varying degrees of success. 
When following the natural day was abso- 
lutely critical for survival, all the species 
did indeed stick to 24-hour clocks. But 
when the time of day mattered a little less, 
those that rigidly followed the natural day »» 








> became extinct. This was probably be- 
cause these species were forced to negoti- 
ate a biological rush hour that their tardier 
cousins avoided. 

Imagine a species that prefers to hunt at 
a certain time of day, say in the early morn- 
ing when there is light but little heat, and 
unsuspecting prey are about. All other spe- 
cies that hunt the same food will be active 
in the early morning, too. By shifting the 
hours of its hunt, a species may have to 
work harder for its food—but will not have 
to share it with as many competitors. 

So much for theory. But one result, at 
least, suggests it can work in practice, too. 
Last year, biologists at Claude Bernard 
University in Lyons, France, reported that 
three species of wasps that lay eggs in the 
larvae of fruit flies had divided the day be- 
tween them in just the way that Dr Daido’s 
model predicts. 

One species preferred laying its eggs in 
the morning, one around noon, and the 
third in the afternoon. Each species had a 
body clock set to a different length—to days 
of 21.5, 22.5, and 24.5 hours, respectively. 
By adopting a shift-rota of this sort, each 
wasp could go about its business in peace. 
So keeping an individually tailored sched- 
ule can spur efficiency and productivity 
more than heeding the ticking of the clock. 
Remind your boss of that next time you 
turn up late for work. m 


Neurology and human behaviour 
Sex, race and 
brain-scanning 


Some controversial behaviour patterns 
are coming under the scanner 


66™ THEY all look the same” is the cry of 

the racially insensitive the world 
over when they describe whatever group 
of people they have offended. Liberals be- 
ware, however: there is a grain of truth in 
it. And romantics, too, should beware. The 
description of sexual attraction as “chemi- 
cal” may, in part, be literally true. 

Both ideas are supported by research 
published this week that has made use of 
brain scanning. The study on the ease of 
recognising faces, depending on their 
owners’ race, was carried out by Jennifer 
Eberhardt, of Stanford University, using a 
technique called functional magnetic-res- 
onance imaging (fmri). That on sexual 
chemicals was done by Martha McClin- 
tock, of the University of Chicago, using 
positron-emission tomography (PET). 

The commonplace observation that 
people of one race have difficulty recognis- 
ing individuals from another has been 
confirmed by psychological research in the 
past. What Dr Eberhardt did was to make 


the confirmation physiological by show- 
ing, in a paper in Nature Neuroscience, 
which parts of the brain are involved. 

She and her colleagues studied the abil- 
ities of black and white Americans to re- 
call photographs of black faces, white 
faces and, as a control, old radio sets (on 
the grounds that these, while clearly non- 
human, have features such as knobs and 
loudspeakers that are reminiscent of the 
eyes, nose and mouth whose relationships 
are critical to facial recognition). The fMRI 
looked especially at part of the brain’s cor- 
tex known as the fusiform face area. This is 
known from previous studies to be active 
when somebody is recognising a face. Its 
activity was as predicted: most responsive 
when recognising a face of the same race, 
less so when the face was of a different 
race, and least of all when the “face” was 
that of an old radio. 

There is, however, no suggestion that 
the difference is hard-wired from birth. 
The more likely explanation is that it is 
learnt. That would explain why, in Amer- 
ica, it is observed more strongly in people 
of European descent than those of African 
descent. Blacks, who are the minority, see 
a higher proportion of white faces as they 
grow up than whites see black faces. 

The idea that people have sex phero- 
mones is also an old one. A pheromone is 
an “external” hormone—in other words a 
substance released by one individual that 
affects the physiology of another. Fre- 
quently, the eventual effect is a change in 
behaviour. Many female moths attract 
mates by emitting a stream of appropriate 
chemicals. Many humans, female and 
male, would like to be able to do the same 
thing—as the perfume industry attests. 

Recently, Dr McClintock and her team 
showed that androstadienone, a steroid re- 
leased in male sweat, can affect a woman’s 
mood by maintaining both alertness anda 
positive attitude when she performs a te- 
dious task. Now, in a paper in NeuroRe- 
port, they have shown which parts of the 
brain respond to androstadienone by mea- 
suring the consumption of glucose (the 
body’s universal fuel) using PET. 

One of the curious things about andro- 
stadienone is that, despite its effects, itis es- 
sentially odourless. But, just to make sure, 
the researchers mixed it with clove oil. A 
control group was given unadulterated 
clove oil to smell. Yet the brain’s olfactory 
centres consumed more glucose (and were 
thus more active) when the steroid was 
present in the clove oil than when it was 
absent. Parts of the limbic system, too, 
were more active; and the limbic system is 
where most emotions are generated. A 
third zone of activity was the visual cortex. 
That probably explains the extra alertness. 
The researchers forbear to ask whether be- 
ing chatted up by aman is so boring that a 
woman needs the effects of pheromones 
to stay awake. m 





The Delphic oracle 


A whiff of the 
future 


The prophetess at Delphi was probably 
as high asakite 


ROPHECY is best carried out in a 

trance. That trance is, of course, induced 
by whichever deity then reveals the vi- 
sions—but a little chemical help is always 
welcome. Even ancient writers knew that. 
Plutarch, a historian who was also high 
priest at the temple of Apollo, in Delphi, 
describes the sweet-smelling vapours that 
the priestess who spoke the oracles in- 
haled in her cubby-hole under the temple. 

Modern historians are more sceptical. 
Archaeological excavations in the 19th 
century failed to find the “chasm” from 
which these vapours are supposed to have 
risen. But vapours there were, as Jelle de 
Boer of the Wesleyan University in Mid- 
dletown, Connecticut, and his colleagues 
reveal in the current issue of Geology. 

The team chipped bits of travertine (a 
form of limestone deposited over the mil- 
lennia by spring water) from the walls of 
the adyton, as the cubby-hole is known. 
The travertine turned out to contain meth- 
ane and ethane, two gases that probably 
derive from the bituminous limestone that 
lies beneath the site. That showed that the 
adyton was filled with such gases in the 
past. And, though the researchers did not 
find it in the travertine, their analysis of 
emissions from local springs found a re- 
lated gas called ethylene. 

This substance smells sweet. Moreover, 
breathing it often induces a state of eupho- 
ria. Sometimes, however, people have a 
more violent reaction. They become deliri- 
ous and thrash around—a state that Plu- 
tarch also recorded. The priestess, it seems, 
was as much glue-sniffer as guru. m 


Books and 


Modern seafaring 


Salty conquerors 


The hubris of racers today 


HIS was not, said Larry Ellison, meant 

to happen at sea. “Difficult, yes. Dan- 
gerous, no. Life-threatening, definitely 
not.” Mr Ellison, founder of Oracle, had 
just won the 630-nautical-mile (1,167-km) 
Sydney to Hobart race on Sayonara, a giant 
yacht to match his giant ego. Both emerged 
battered from the ordeal. An unusually 
violent storm, with gusts of over 75 knots, 
had hit the 115-boat fleet that set out on De- 
cember 26th 1998. Seventy-two boats 
never finished. Five of them sank. Some 55 
yachtsmen were rescued; six drowned. 

Mr Ellison was wrong: bad things hap- 
pen at sea. The Sydney-Hobart is a notably 
rough race. Nor can you entirely blame the 
weathermen who failed to see the storm 
coming. In the days before bespoke meteo- 
rologists and satellite communications, 
you had to be ready, and responsible 
enough, for anything. That meant, first, 
having a well-found vessel. The trouble is, 
Sayonara and her kind are wind-driven 
surfboards: unstable, flimsy, with accel- 
erations that cause gear to fail and that in- 
capacitate crewmen. In the Bass Strait, 
Sayonara’s kevlar hull was breaking up. 

Not just wrong, but unpleasant, at least 
at sea. The worse conditions get, the more 
owners and skippers must see to the 
crew’s morale. According to Bruce Knecht, 
Mr Ellison spent the race saying or think- 





ing things like: “This is a complete fucking 
nightmare.” To one injured crew member, 
his foot held to his leg by just skin and ten- 
dons, he insists: “Just remember, it was 
your idea to come on the race.” An hour 
after stepping ashore, Mr Ellison is in his 
private plane, off to Antigua: 

Oddly, Mr Knecht does not seem to take 
against the tycoon. The other characters in 
his telling of the race are more sympa- 
thetic, several certainly brave. Still, me- 
chanical portraits and flat-toned reporting 
don’t do much for decent blokes like Bea- 
ver, Gibbo, Dags and Steamer. And in this 
book an opportunity is missed to examine 
broader notions: the changing bonds be- 
tween man and sea, and the hubris of 
high-tech boats and aggressive, profes- 
sional crews out to conquer. Fancy elec- 
tronics are worthless when saltwater 
soaks them. And the sea, as Rudyard Kip- 
ling said, does not cease to be the sea. 

For sailors three decades earlier, the sea 
was still a Conradian one. No global po- 
sitioning systems, but sextant, sun and 
stars. The nine single-handed yachtsmen 
who set off at different times in 1968, bid- 
ding to be the first to sail non-stop around 
the world, shared knowledge and friend- 
ship. Although he draws too much on his 
earlier writings, Peter Nichols in a fine new 
book suggests that the rot of sponsorship 
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setin here:a trophy of a golden globe anda 
cash prize offered by the Sunday Times for, 
respectively, the first and the fastest cir- 
cumnavigation. It helped turn a bunch of 
personal quests into a formal race, encour- 
aging some sailors who were ill-advised 
and some unprepared. 

A music company sponsored one Brit- 
ish naval officer, Nigel Tetley, and he didn’t 
complain. He dined on oysters, roast 
pheasant and asparagus, listening to Ko- 
daly and Saint-Saens. Yet his Christmas 
dinner photograph speaks of the loneli- 
ness of an Earls Court bedsit, Mr Nichols 
writes. Mr Tetley nursed his unsuitable tri- 
maran almost all the way home, until she 
sank in the Atlantic. 

Bernard Moitessier, a Frenchman 
raised in Vietnam, was a mystic and con- 
summate seaman. He ran down the great 
wastes of the roaring forties, reaching a 
state of grace in a world, he felt, with no 
past or future. He rounded Cape Horn al- 
most certain to win if he headed north 
back to Europe. Instead, he rebelled 
against the competitiveness of it all. He 
quit the race, abandoning his waiting wife, 
and carried on to the Cape of Good Hope 
for a second time. His one-and-a-half revo- 
lutions of the stormy southern ocean, be- 
fore at last dropping anchor in Tahiti, is one 
of the great feats of singlehanded sailing. 
“Please do not think I am trying to break a » 


The Proving Ground. By G. Bruce Knecht. 
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> record,” ran the message thrown by sling- 

shot on to a passing oil tanker. “ ‘Record’ is 
a very stupid word at sea. I am continuing 
non-stop because I am happy at sea, and 
perhaps because I want to save my soul.” 

It was left to a bully-beef and tinned- 
sausages man, Robin Knox-Johnston, in 
his plodding but solid Suhaili, now in the 
National Maritime Museum at Greenwich, 
to become the first non-stop circumnaviga- 
tor: “by rights”, he had said, the honour 
must fall to a Briton. Before the race, a psy- 
chiatrist had declared him “distressingly 
normal”. His ten-month voyage, a mix of 
grit and cheer, gives the lie to that, though 
he proved to be a prince among men. 

Donald Crowhurst was not really nor- 
mal, and grew ever less so. He had piled his 
hastily-built trimaran high with useless 
gadgetry, even an unfinished “computer”, 
to get the best out of the boat. Still, he for- 
got essentials, such as boat-repair kits, on 
the quay. He started late, and lost his nerve 
as the boat's structural problems came to 
light. For weeks, he drifted around off the 
coast of Brazil, pretending over the radio 
he had entered the southern ocean. The 
deception was a strain. His boat was found 
floating, empty, with his log-book open 
charting the depths of his despair. Times 
really have changed. Today Mr Ellison's 
boating rivals drop their pants and moon 
the Oracle tycoon when they pass him at 
sea; Mr Knox-Johnston, who was knighted 
Sir Robin after the race, gave away his prize 
money to Crowhurst’s widow. = 





Europe 


State of the Union 


The Treaty of Nice and Beyond. By David 
Galloway. Sheffield Academic Press; 232 
pages; $19.95 and £14.95 


The Nice Treaty Explained. By Jens-Peter 
Bonde. Vindrose; 95 pages; DKr120. Also 
available for free from www. euobserver.com 


| bes many things to do with the 
European Union, the Treaty of Nice— 
negotiated by the Eu’s 15 leaders last De- 
cember—is more discussed than under- 
stood. Ireland’s voters are widely thought 
to have dealt a blow to the eu when they 
voted against ratifying Nice in a referen- 
dum in June. But opinion polls taken 
shortly before the referendum revealed 
that just 16% of voters claimed to have 
a good understanding of the issues 
involved. 

It's hard to blame them. For all the po- 
litical agonising that Nice has caused, the 
issues seem dessicated and technical. How 
many votes should each member get in the 
EU’s Council of Ministers? Which policy 


Pablo Escobar 


Colombia counts the cost of war 


Killing Pablo: The Hunt for the World's 
Greatest Outlaw. By Mark Bowden. Atlantic 
Monthly Press; 400 pages; $25. Atlantic 
Books; £16.99 


ABLO ESCOBAR was a car thief and 

small-time hoodlum in Medellin, Co- 
lombia’s second city when he discov- 
ered America’s appetite for cocaine. He 
quickly became a billionaire. What dis- 
tinguished him from other drug traffick- 
ers was his icy ruthlessness and his 
vaulting ambition, which led him to 
seek political office. The result was a war 
lasting almost a decade between Esco- 
bar and his army of hired killers from 
the Medellin slums on the one hand, 
and the Colombian state and the Ameri- 
can government on the other. 

Escobar’s strategy of plomo o plata 
(lead or silver) was devastatingly effec- 
tive: ordinary citizens, politicians, jour- 
nalists, judges and police alike were 
slaughtered; many others preferred to be 
corrupted. The government agreed to a 
deal under which the drug baron en- 
tered a luxurious prison which he con- 
trolled. When Escobar walked out of the 





issues should be decided by unanimity 
and which by majority vote? How will the 
EU manage “enhanced co-operation”, in 
which groups of countries forge common 
policies, while others opt out? Why should 
anyone get worked up about all that? 

Two new books written from very 
different perspectives attempt to give an 
explanation. David Galloway is an insider, 
working for the Eu’s Council of Ministers, 
which prepared the negotiations. Jens- 
Peter Bonde is a Danish MEP and veteran 
Eurosceptic, who played a leading role in 


jail, an embarrassed government 
launched a desperate manhunt that 
lasted 16 months. It ended on December 
2nd 1993, when Escobar was cornered 
and finally killed. 

Mark Bowden, an American investi- 
gative journalist, turns the hunt for Esco- 
bar into a thriller, long on reconstructed 
dialogue, cliché and hyperbole. He lacks 
any deep knowledge or understanding 
of Colombia; his background chapters 
are derivative and strewn with elemen- 
tary errors. But his researching of Ameri- 
can sources is impressive. 

Mr Bowden shows how in the hunt 
for Escobar, Colombian and American 
law enforcers adopted their quarry's 
methods and were none too choosy 
about their allies. These included not 
just the Cali drug mob, but Carlos Cas- 
tano—now notorious as the leader of an 
8,000-strong army of right-wing, drug- 
trafficking vigilantes. Packaged as an air- 
port bestseller, “Killing Pablo” recounts 
an important chapter in the story of 
how America’s demand for drugs and its 
failed crusade against them have helped 
to plunge Colombia into chaos. 


persuading his countrymen to reject mem- 
bership of the single European currency. 
Mr Galloway's is the more scholarly and 
thorough work; Mr Bonde’s effort is essen- 
tially a quick-fire pamphlet. Nonetheless, 
they make an interesting pair. They show 
how two intelligent people looking at 
the same document can reach radically 
different conclusions. 

Mr Bonde sees the Ev as a state in em- 
bryo, advancing its goals in a fashion that 
is often stealthy and dishonest. He rejects 
the notion that the institutional reforms 
agreed at Nice were primarily about pre- 
paring the eu to admit as many as 12 new 
members, most from Central Europe. In 
his view the preparation for “enlarge- 
ment” was a cover story for the EU’s inte- 
grationists to pursue their real goals: erod- 
ing the rights and powers of nation states 
and advancing the supra-national cause. 
He argues that “enlargement is no nearer 
after the treaty of Nice”, but that, by abol- 
ishing the national right of veto across a 
range of new policy areas, the treaty has 
brought about deeper integration—a quiet 
victory for the federalists. Romano Prodi, 
the head of the European Commission 
(who, slightly oddly, has written a preface 
to Mr Bonde’s pamphlet), inadvertently 
gave this line of argumenta boost when he 


recently admitted that, technically speak- » 





> ing, ratification of Nice is not necessary for 
the Eu to enlarge. 

Mr Galloway is less conspiratorial than 
Mr Bonde and believes that the Nice treaty 
was indeed above all about preparing for 
enlargement, and that it should be praised 
for achieving this limited aim. He sees the 
end text as a series of complex bargains 
and balancing acts, between the EU as an 
institution and the member states that 
compose it, between the states themselves 
and between the institutions of the Ev it- 
self—the parliament, the Council of Minis- 
ters and the commission. 

While both federalists and Eurosceptics 
have been increasingly outspoken in their 
criticism of the Nice treaty, Mr Galloway's 
intimate knowledge of the arguments and 
necessary compromises leads him to a 
view characteristic of institutional insid- 
ers: that things more or less had to turn out 
in the way they did. “Eu treaties”, he says, 
“are neither ‘good’ nor ‘bad’. They consti- 
tute the response to the political questions 
being asked of them at any given time.” 

Yet there is one point on which both an- 
alysts are agreed. Nice is complex and diffi- 
cult to understand; in future, the EU must 
do better in explaining its workings to a 
European public that seems to be simulta- 
neously bored and irritated by the Union. 
That conclusion, reached by both men be- 
fore Ireland’s Nice vote, seems even more 
relevant now. W 


Literary criticism 


Renaissance man 





Pleasing Myself: Essays from Beowulf to 
Philip Roth. By Frank Kermode. Allen Lane, 
The Penguin Press; 288 pages; £20 


TS late William Empson, an original 
poet and one of the great critics in our 
language, thought Christianity a wicked 
religion. As a result, he was always on the 
look-out for Christian apologists masquer- 
ading as critics. In one of two fine essays in 
praise of the master, Sir Frank Kermode— 
the doyen of contemporary literary crit- 
ics—recalls an occasion when Empson 
branded him “a palpable neo-Christian”, 
when all that Sir Frank was doing (as a stu- 
dent of Renaissance poetry) was taking the 
beliefs of his authors seriously. 

Empson’s accusation is a reminder of 
how obtuse great minds can sometimes 
be, especially when their passions are en- 
gaged: which perhaps explains Sir Frank’s 
quite different manner—moderate, scepti- 
cal and generous. These qualities are once 
again on show in “Pleasing Myself”, Sir 
Frank’s 17th book, which includes the 
pieces on Empson. It is a collection of es- 
say-reviews from the past decade, none of 





Sebastiao Salgado’s Indonesia 


A Brazilian photographer and former economist who specialises in photos of migrant 
workers, refugees and children, Sebastiao Salgado, took his camera to more than 40 
cities, including the Indonesian capital, Jakarta (pictured below) to highlight the huge 
gulf between the rich and poor who so often live cheek-by-jowl in the third world. His 
latest book, “The Children”, is published by Aperture. “Exodes” or “Migrations”, as his 
travelling exhibition is called in English, is at Le Botanique in Brussels until July 29th, 
and in Edinburgh, Modena and New York until September. 





them shorter than 2,500 words or longer 
than 5,000. They deal with a surprising 
range of topics. Some are well within Sir 
Frank’s established fields of Renaissance 
and modern literature: there are pieces on 
revisions in Shakespeare, on the life of 
Yeats, on new books by Philip Roth and 
Roy Fuller. There are also essays that fall 
outside that range—a judicious account, for 
instance, of new translations of “Beo- 
wulf”. But on several topics he writes as an 
amateur: on Howard Hodgkin’s paintings, 
on AJ. Ayer’s philosophy, on money, the 
sea and death. These non-specialist items 
are of peculiar value and interest, for they 
reveal the depth and scope of an enquiring 
and well-stocked mind that is happy to 
share its processes of thought with the 
thoughtful reader. It is as if we are being 
granted insight into the mental habits that 
stocked that mind so well in the first place. 

At 81, and still active as a critic, Sir Frank 
is one of the best-read authors alive. He is 
also an unobtrusively elegant stylist and 
often laments the “barbarous jargon” of 
much modern literary theory. This is far 
from being an old man’s nostalgia. A good 
deal of theory is indebted to his work. It is 
simply that he sees no reason for wilful in- 
accessibility, displays of pseudo-scholarly 
ingenuity and what seems to amount to a 
strange dislike of literature. 

These worries emerge as essay builds 
on essay and the emphasis on enjoyment 
makes itself felt: hence the title. The cumu- 
lative effect is more personal, oddly 
enough, than it would be in a structured 
critical monograph. It is more like reading a 
collection of poems or stories, the deep 
preoccupations becoming clear as you pro- 
ceed. It is here that you begin to see what 
Empson was getting at. What he should 
have noticed is that agnosticism is funda- 
mental to all that Sir Frank writes but that, 
like many agnostics, he continues to brood 
on the problems belief has raised. As he 
writes in one of the essays on philosophy: 
“Non-philosophers often have trouble 
making out why philosophers remain fas- 
cinated by questions they themselves gave 
up as hopeless at the age of six or seven: 
why what is, is; what one can know of 
other minds than one’s own; what it is for 
words to mean what they do...” 

The literary critic, moreover, must con- 
sider germane questions that concern the 
relation of written words to experience. 
When there are competing texts of a work, 
howis one judged truer than the others? To 
what extent is the author’s intention the 
real point? Can we separate texts from in- 
terpretations that have traditionally been 
made of them and, if so, should we want 
to? It was these questions that, some years 
ago now, led Sir Frank to the study of the 
Bible as narrative and to the ancient 
rabbinical disciplines that, even today, de- 
termine how itis read. Several books later, 
he continues to suggest—in the central es- >» 
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say of this volume-that the interpretation 
of any body of writing will follow most of 
these venerable procedures. 

It was this set of preoccupations that 
led, all those years ago, to Empson’s charge 
of “neo-Christianity”. But Empson seems 
not to have understood that the sceptic, 
too, may respect the believer. In William 
Golding’s last novel, “The Double Ton- 
gue”, published posthumously in 1995, 
there is a priest named Ionides, who pre- 
sides over Apollo’s shrine at Delphi. It is 
his job to train the new priestess, the 
Pythia, who in her trances will give voice 
to the oracles. “Ionides, whom in so many 
ways we resemble”, writes Sir Frank, “did 
not believe in the holy, did not believe that 
Pythia was inspired, but honoured her all 
the same.” A neo-Apollonian, perhaps, in 
the words of aneo-Christian. = 


Prison diary 





Modern composers 


Fighting shy 


We caught up recently with Gyorgy 
Ligeti, amodern master, in Berlin 


HE composer hasjust heard that he has 

won a coveted award worth $350,000 
and is celebrating, in his own distinctive 
way, with colleagues at the Wissenschafts- 
kolleg, a sabbatical haven for artists and 
scholars in the leafy western suburbs of 
Berlin. Other modern composers, mindful 
of the precariousness of their work, might 
give in to a moment or two of untram- 
melled joy. But Gyorgy Ligeti sounds glum. 
Money and commerce, he believes, are 
ruining art, and he thinks thata little-heard 
Russian composer whom he particularly 
admires, Galina Ustvolskaya, deserved 
the prize more. Propounding what he calls 
Ligeti’s law, he says, “Artists who become 
famous are no good because they have no 
time to be good.” 

As notes towards an acceptance speech, 
this sounds less than grateful. But Mr Ligeti 
is speaking with characteristic irony. 
When you hear him talk, as when you lis- 
ten to his music, you soon learn to recog- 
nise micro-shades of mood and meaning. 
Behind the grumpiest of his remarks, there 
is the trace of a smile, though hardly an 
innocent one. 

For a composer of mainly “abstract” 
music—work that doesn’t tell a story but is 
listened to for itself—his life has been cut 
through with history. He was born 78 
years ago to a Hungarian family in the 
large swathe of Transylvania awarded to 
Romania after 1918. He wanted to be a sci- 
entist, but the Jewish quota in university 
science places was full. Against the wishes 
of his parents, who kept him from the pi- 
ano until he was 14, he took up music, first 
at Cluj and then in Budapest, which he 
reached on foot. In the second world war, 
his father and a brother vanished in Nazi 
camps. He himself lived under commu- 
nism in Budapest until the failed uprising 
of 1956, when he fled to Austria. 

Unlike other prominent composers of 
his generation—Pierre Boulez and Karl- 
heinz Stockhausen come to mind—recog- 
nition for Mr Ligeti came late. (Stanley Ku- 
brick, who was always ahead of the 
crowd, used his music in the 1968 film, 
“2001: A Space Odyssey”.) On leaving 
Hungary, he worked with Mr Stockhausen 
on electronic music, but soon abandoned 
it, preferring to plunder the world’s stock 
of existing instruments—ocarinas and 
gamelan fiddles, for example, as well as 
piccolos and violins—to find strange and 
beautiful new sounds. He is equally pirati- 





cal with the world’s musical styles. 

In the early 1960s, he composed a sym- 
phonic poem for 100 metronomes (it 
sounds like blind men applauding with 
their canes) which run down for 19 min- 
utes until only one is left. Nowadays, he 
laughes this off as a provocative joke. But 
humour of a subtler kind and a taste for 
surprise have never left him. 

When you first hear Mr Ligeti’s music, it 
can sound frozen or static, as if not going 
anywhere. But, unlike many minimalist 
compositions—a label wrongly applied to 
his work-it is not repetitious. It changes 
slowly, with surprising results, as do cer- 
tain mathematical expansions. He loves 
dynamic extremes (a passage in his 1966 
cello concerto is marked pppppppp), and 
unusual rhythms and tempos. 

The least doctrinaire of composers, Mr 
Ligeti has said he has no message and is al- 
ways ready to change his musical lan- 
guage. He has tried serialism, tone clusters 
and conventional chords (unconvention- 
ally arranged). He has tuned violins in odd 
ways and explored tiny intervals of sound. 
When a Ligeti festival was held on Lon- 
don’s South Bank in 1997, it was called, 
suitably, “Clocks and Clouds”. For a less 
gifted mind, such an unbounded menu of 
sound could so easily produce chaos. But 
Mr Ligeti has a natural fluency and a lyric 
gift that makes it difficult for him to write a 
boring passage or an ugly bar. 

His musical judgments about others 
are fierce and unexpected, and he delivers 
them with mischievous certitude: Conlon 
Nancarrow is the most original of compos- 
ers since Stravinsky and Bartok; Carlo Ge- 
sualdo, a16th-century Neapolitan count, is 
one of the greatest composers ever; Rein- 
bert de Leeuw is among the very best of 
contemporary conductors. Mr Ligeti, you 
suspect, knows perfectly well that many 
of us will be gasping, Who? 

By contrast, there is nothing playful or 
ironic when Mr Ligeti talks about perfor- 
mances of his own music. When Sony be- >> 





> gan to issue cps of all his work, he ap- 
proved of the “Etudes” and “Musica 
ricercata”, played by Pierre-Laurent Ai- 
mard, his favourite among players of his 
piano work (sk62308), and he liked also 
the chamber music disc (sK 62309). But he 
was scathing about the recordings of his 
orchestral work and he has fought Sony in 
court, successfully so far, to prevent their 
release. His preferred conductor, Mr de 
Leeuw, appears on the first of a new Ligeti 
project for Teldec (8573-83953-2). This in- 
cludes the lovely “Melodien” (1971), as 
good an introduction to his music as you 
could want and one which Mr Ligeti him- 
self prefers to the more-often-played “Lon- 
tano”. (The Teldec label is now owned by 
AOL Time Warner and, to Mr Ligeti’s regret, 
disbanded in all but name.) 
Frugal and disciplined in manner, Mr 


Ligeti lives for his music. His clothes look 
as if they were bought at jumble sales. His 
trademark Missoni jerseys, with their re- 
peating patterns, are gifts from well-wish- 
ers. He has spent most of his days in Berlin 
in his bare room with only a few books. 
There is not even a computer. Pushing 
down a key and having a note appear on 
the screen, he finds, is too quick and too 
mechanical. All he needs is a pencil and 
eraser, with a piano nearby. 

At lunches in the Wissenschaftskolleg, 
Mr Ligeti has been a star, engaging vora- 
ciously in conversation with all comers on 
almost any subject in one of six and a half 
languages (Romanian, Hungarian, Ger- 
man, French, English, Swedish, with a mu- 
sician’s Italian counting as half). Mostly, 
he prefers to talk about science. He is a 
friend of Benoit Mandelbrot, a founder of 


fractal geometry—the study of figures gen- 
erated by successive simple operations 
such as division—whom Mr Ligeti sought 
out after concluding that he had been us- 
ing fractal patterns in his music for years. 

A mathematician manqué, Mr Ligeti 
likes to say, “Lam nota musician, lama sci- 
entist.” This is not simply a boutade, for he 
takes an unfashionably objective view of 
his work, one in which communication 
seems to play little part. At a lunchtime 
set-to recently about who it is that artists 
create for, one person mentioned that their 
poet-husband wrote for 30 people who 
could understand his work. Someone else 
cited an artist who worked strictly for her- 
self. Mr Ligeti cut in, “I create neither for an 
audience nor for myself. 1 create for solu- 
tions.” Luckily more and more of us can 
hear how right his solutions sound. @ 











Paul Livingstone Tito Omukuba 


The almost unknown soldier of the war on AIDS died on July 9th, aged 34 


EATH in Africa is a very public affair. 

Funerals are big social events at which 
grief is expressed openly and exuberantly. 
Families take large spaces in newspapers 
to announce the death of a loved one, com- 
plete with a picture, lists of achievements, 
names of children. These days, about half 
the faces staring out of the death notices 
are young. They have died of Arps. But, in 
contrast to the public rites of death, this 
increasingly frequent cause goes whis- 
pered or unmentioned. Arps is a taboo 
subject in Africa. 

That taboo was broken last week by the 
family of Paul Omukuba. His death notice 
in the Daily Nation, one of Kenya’s leading 
national newspapers, was decorated with 
two red ribbons to show he died of Arps. 
At his funeral, the same ribbons were 
worn by his relations and friends. 

Mr Omukuba was ordinary. He 
worked as a waiter in the Nairobi Club and 
then as a store clerk at a coffee farm. He 
was married with two children, aged one 
and two. Both they and their mother are 
HIV-positive. He also had one child, now 
eight years old, before he married. Jacque- 
line Naulikha, a Kenya Red Cross nurse 
who diagnosed Mr Omukuba as infected 
and later counselled him, described him 
as a “typical Kenyan man” who lived life a 
little too fully. He had lots of girlfriends de- 


spite being married, and never thought 
AIDS would happen to him. 

It did—horribly. He was diagnosed in 
1998 and laid off work. As a result, he was 
unable to support his family and went 
home to his elderly mother, who could 
barely look after him. He contracted tuber- 
culosis, developed a heavy rash and had 
permanent digestion troubles. A doctor 
saw him every week, but Mr Omukuba 
could not afford anything beyond basic 
medicine. Two weeks before the end he 
lost all his skin and died in agony. As he 
was dying, he told his sister, Margaret Mui- 
gai, that if he ever recovered he would go 
around schools in Kenya warning children 
of the dangers of Arps. 


A message in red ribbons 

When Paul died, his sister wanted him to 
be remembered but did not know how. 
Then she realised that, according to the tra- 
dition of the Luhya, their ethnic group, Mr 
Omukuba’s widow would be given to a 
new husband by the family elders. Mrs 
Muigai, determined that at least one life 
should be saved, told the family elders that 
Paul had died of Arps and that his widow 
was also infected. They agreed she should 
not be remarried, and this gave Mrs Muigai 
the confidence to include the red ribbons 
on his death notice. “Paul wanted people 
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to learn of his fate. We hope that by telling 
people that our dear brother died of Arps, 
many other people will be saved.” 

She could be right. When, for the first 
time, the Daily Nation carried a death no- 
tice decorated with red ribbons, dozens of 
relatives of other Arps victims called the 
newspaper and Mrs Muigai to thank them 
for their courage. They say it has helped to 
remove the stigma of AIDs. It is easier to 
talk about now. 

About 6,575 Africans are reckoned to 
die of Amps every day, 700 of them Ken- 
yans. More than 17m Africans have died of 
AIDS over the past 20 years. More will fol- 
low. In some countries, neither the infec- 
tion rate nor the death rate has peaked. If 
so many were dying in a war, there would 
be frantic efforts to stop it. Nor does the suf- 
fering end when the victims die: there are 
now estimated to be more than 9m chil- 
dren orphaned by arps in Africa. 

HIV has been able to spread so cata- 
strophically in Africa because almost no 
one talks about it. Sex and Arps are a sub- 
ject for jokes, not for serious discussion or 
classroom education. Kenya’s President 
Daniel arap Moi declared Arps a national 
disaster in 1999, but he regularly reminds 
women to obey men and has blamed 
women for the spread of the disease. He 
cannot bring himself to urge the use of 
condoms, but instead suggested recently 
that the way to fight amps was for every- 
one to abstain from sex for two years. 

Other rulers have simply ignored the 
pandemic, too embarrassed to speak 
about it. Christian and Muslim leaders ful- 
minate against promiscuity and claim that 
AIDS is a punishment from God to be en- 
dured, not cured. All this has produced a 
climate in which basic sex and health edu- 
cation are ignored, and young people are 
not told honestly that unprotected sex 
spreads the HIv infection. Witch-doctors 
and quacks make a fortune proclaiming 
bogus cures. 

In such conditions, the decision of Mr 
Omukuba’s family to admit that he died of 
AIDS may have as much effect as many 
much grander schemes. Kofi Annan, the 
secretary-general of the United Nations, 
has launched an appeal to raise between 
$7 billion and $10 billion a year to fight the 
disease. But the world is not going to res- 
cue Africa from Arps. Only Africans can 
do that, by changing their behaviour. 

The war must be won by thousands of 
small victories in the continent itself, and 
by individuals speaking out. One symbol 
of South Africa’s fight against arps, Nkosi 
Johnson, who died in June at the age of 12, 
was happy to stand up in front of thou- 
sands and talk about his life with Arps. Mr 
Omukuba never did that; but his deathbed 
wish, carried out by his sister, has made 
this very ordinary Kenyan another front- 
line soldier in this dark struggle. 1 
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institute 3 
Salary will be determined by the Director 


Applications are invited for the Eleftherios Venizelos |. 
Chair in the European Institute, which falls vacant on t | 
October 2001. The Chair and the Hellenic Observatory 
are supported by a generous endowment from Greece, 


The person appointed will be expected to have made an 
internationally recognised contribution to the study of 
contemporary Greece, in the context of the integration. | 
and transition processes in Europe, through research 
and publications in political economy or any other social 
science, including law. 


As a full professor of the School, he/she will be required 
to contribute to the postgraduate teaching and research 
training activities of the European Institute, to conduct 
research and to lead research activities within the” 
Hellenic Observatory. He/she would also be required to 
direct the Hellenic Observatory within the European 
Institute. 


The appointment will be made at the appropriate point 
of the professorial scale (£40,549 to £54,622 per year 
including London Allowance). 


Informal enquiries can be made to Professor Paul Taylor, 
Director, The European Institute (tel. 00 44 (0) 20 7955 7397 
or e-mail p.taylor@lse.ac.uk). Further particulars and 
details of how to apply may be obtained from the 
Personnel Division, LSE, Houghton Street, Londan 
WC2A 2AE (tel. 00 44 (0) 20 7955 7782/7072 or e-mail 
academic.recruit@ise.ac.uk), 


Please quote Reference number: SA/00/12. 


Closing date for applications: 
31st August 2001. 


The London School of Economics and Political Science is committed 
to equal opportunities and excellence in teaching and research 













































Friday, 


























RESERVE 
BANK 


ZEALAND 





oO 





FON EW 


the Governor, in a challenging managerial role. 


Manager Forecasting 


We seek a self-motivated manager to lead the forecasting team in our Economics Department. This is an 
opportunity to become closely involved in monetary policy formulation, including providing advice directly to 





We offer a stimulating environment in which to work, and place a strong emphasis on people and 


career development. 


For further information please visit our website: www.rbnz.govt.nz 



















Department for 
International 
Development 


ÐDFID 


SCOPE OF WORK 


The Department for International Development (DFID) seeks, 
through a number of mechanisms, to promote conditions 
which stimulate private sector growth in developing and 
transition economies. One such mechanism is the Enterprise 
Development Innovation Fund (EDIF), established in 2000 

to encourage new and innovative approaches to enterprise 
development. DFID now seeks to engage a professional 
Fund Manager to manage the EDIF in partnership with 
DFID’s Enterprise Development Department and is inviting 
Expressions of Interest (EO!) from suitably qualified 
consultancy organisations. Terms of reference are set out 

at http://www.dfid.gov.uk/public/working/ cb_opps.html, 
however this is for additional information only and need not 
be referred to in the EOI. The main role of the Fund Manager 
will be as follows:- 


eè Develop and disseminate Fund policy and procedures. 
Develop promotional initiatives to effectively market the Fund. 
e Manage the process of applications for Fund grants. 


Conduct appraisal of project proposals and manage the grant 
approval process. 


Administer the disbursement of Fund grants to successful 
applicants. 


è Monitor and evaluate the Fund operations and impact. 
e Control and account for operational expenditures, 


Disseminate lessons learned from the implementation 
of EDIF projects. 





ENTERPRISE DEVELOPMENT 


INNOVATION FUND MANAGER 
EXPRESSIONS OF INTEREST — REF NO. 01 2875 


It is envisaged that the contract will be for 2 years, 
commencing mid to late November 2001, subject to 
satisfactory performance in the first year. Thereafter, there will 
be the possibility of an extension to the contract. 


QUALIFICATIONS 


Applicants will be expected to effectively demonstrate in 

the Expression of Interest, (i) evidence of knowledge of the 
enterprise development sector in developing and transition 
countries, (ji) substantial financial and project management 
experience, (iii) experience of working with a range of 
institutions and (iv) be able to offer appropriate levels and 
quality of personnel. A statement of the organisation’s overall 
turnover and the turnover in respect of the services to which 
this contract relates for the three previous financial years 
should be provided. 


EXPRESSIONS OF INTEREST 


EO! must be submitted in the form of a Capability Statement 
which must be no more than 4 pages in length, accompanied 
by abridged CV’s of key personnel. This should reflect the 
applicant's capability in this field. The text should be no smaller 
than size 12 font. 3 copies of each Capability Statement are 
required. Following assessment of the EOI, DFID will invite 
short-listed applicants to submit full technical and commercial 
proposals. It is anticipated that invitations to tender will be 
despatched around early September 2001. Prices are not needed 
at this stage, however when required, prices must be in sterling 
and all payments under the contract will be in sterling. 


This invite for EOI is also advertised in the supplement to the 
Official Journal of the European Communities. 


EOI must be submitted to Marie Blue (m-blue@dfid.gov.uk), Department for International Development, Abercrombie House, 
Eaglesham Road, East Kilbride G75 8EA to be received no later than 14:00 on 28 August 2001. 


Please quote reference CNTR 01 2875 when applying. 





The Department for International DFID works 


Development (DFID) is the UK’ 


governments, international and national 


Asia and sub-Saharan Africa, but we also 
work elsewhere, including Latin America 


partnership with 





Fulfilling Britain’s commitment to reduce world poverty 


government department responsible for 
promoting development and the reduction 
of poverty. DFID is committed to the 
internationally agreed target of halving the 
proportion of people living in extreme 
poverty by 2015. 


organisations, the 
private sector and institutions such as the 
World Bank, UN agencies and the European 
Commission. Most of the assistance is 
concentrated on the poorest countries in 


non-governmental 


and in Central and Eastern Europe. 

DFID is committed to a policy of equal 
opportunities and encourages applications 
from all parts of the community. Selection is 
on merit. 
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| Don't just make up the numbers. 
ECONOMICS GRADUATES FOR THE DIPLOMATIC SERVICE 


Now you've graduated in economics, join an organisation that lets you make an individual contribution straight 
away. In the Diplomatic Service you'll be able to use your skills to the full - and as soon as you join, you'll be 
dealing with the issues that really matter. 

Reporting to ministers and senior officials, you'll enjoy a uniquely challenging and varied workload, in an environment where no two 
days are ever the same. Whether you're analysing the economic benefits that peace would bring to the Middle East, or working out how 
e-commerce could help Russia's ailing economy, you'll provide the kind of top-level information foreign policies get based on. 


After your first two years in London - where you'll work on global economic policy or EU issues - you'll spend at least 3 years abroad, 
covering economic developments in a major G8 or EU economy or in an emerging market like Brazil. After this, the direction that you 


Foreign & 
Commonwealth 
Office 


take will be up to you. But whatever you choose, you'll probably spend up to half your career overseas - so you can 
continue to be involved in key international issues. 
You'll need to be a British citizen, with a minimum of a second-class honours de 


economics must have counted for at least half of your course. 
would be particularly welcome. Excellent interpersonal skills ar 


responsibility and constantly evolving priorities. 


For further details and an application form (to be returned by 14 September 2001), write to Capita RAS, Innovation Court, 
New Street, Basingstoke, Hampshire RG21 7JB or telephone 01325 745539 ( 


Please quote reference A/02/DSE. 


You can also find out more information about FCO careers at www.fco.gov.uk 


rest assured you'll 


gree in economics. If you've taken a joint or mixed degree, 
Candidates with an MSc in Economics or some related work experience 
e of course essential, and you must be the kind of person who thrives on 


24 hours) or fax 01256 383785. E-mail: Ipoul@rasnet.co.uk 


In representing Britain, the FCO aims to reflect the diversity of British society. Women, members of minority ethnic groups and disabled people are 
currently under represented. Applications from these groups are therefore particularily welcomed, 


CAPITA RAS 


Reannouncement 


ait Moy, 


eS $ 
A 


S 
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Research Professor in The Economics of Agri-Food 
Supply Chains and Cooperatives 


The Danish Agricultural and Veterinary Research Council 
(SJVF) invites applications for a five-year position as a 
research professor in The Economics of Agri-Food Supply 
Chains and Cooperatives at the Department of Economics 
and Natural Resources at The Royal Veterinary and Agri- 
cultural University (KVL), Denmark. The position is avail- 
-able 1 February 2002 or as soon as possible thereafter. 


The field of research will include the economics and 


| Organization of processing and marketing of agricultural 


commodities and food products. Emphasis will be on the 
vertical relationships and coordination in the agri-food 
chain, economics of producer cooperatives, analysis of 
supply and demand, determination of prices, market 
structure, and competition, 


Applicants should have a proven record of scientific 
achievement of international standing in applied micro- 
economic theory with relevance to the area. 


The duties of the research professor will include research 
and research leadership and require teaching and super- 
visory duties pertaining to Ph.D. programs and general 
project management. 
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The chair is a salary 37 post and will be filled in accor- 
dance with the agreement between the Danish Ministry 
of Finance and AC (the Federation of Graduate Employee 
Unions in Denmark). A personal salary increment may be 
negotiated. 


The Royal Veterinary and Agricultural University (KVL), 
Denmark, will employ the appointee. 


Applicants should obtain the complete recruitment adver- 
tisement for the professorship before applying. A comple- 
te advertisement can be found on SJVF’s homepage: 
www. forsk.dk/eng/sjvf or can be requested from Lise W. 
Kristiansen, tel. +45 3544 6380. 


Please forward 6 copies of the application marked 
“Research Professor in The Economics of Agri-food 
Supply Chains and Cooperatives” to: 


The Danish Agricultural and Veterinary 
Research Council, Randersgade 60, 
DK-2100 Copenhagen @, Denmark. 


The closing date for applications is: 
Friday 14 September 2001, at 12:00 a.m. 


Fast stream 





Forskningsstyrelsen 


Danish Research Agency 


$ 


Randersgade 60 
DK-2100 
København Ø 

Tel. +45 3544 6200 
Fax +45 3544 6201 
www.forsk.dk 
forsk@forskidk -= 











Financial Director 
Directs and coordinates financial programs for securities firm to provide funding; 
implements systems for auditing and safeguarding financial records, prepares financial 


Due to the ‘expansion of our role as a leading relief and development organization 
in the Balkans, Mercy Corps has multiple openings for Senior/Executive level 
leadership staff. The various positions will provide the selected individuals with the 
opportunity to manage high profile, multi-sector programs in various urban centers 
within the Western Balkans region. 


These challenging and rewarding positions will allow the successful candidate to 
expand our role as a leader in economic and community development by 
managing the various diplomatic, financial, grant and NGO relationships that 
Mercy Corps has developed since 1993. 


The qualified candidate will have a proven management track record of building 
capacity within and outside the organization, leading a diverse team, developing 
staff and working with focal governments and officials, colleague agencies, 
international and focal partner organizations and donors. Candidates should have 
knowledge of grants and financial management. MA/S in an applicable field, 
appropriate language proficiencies and field experiences is required. 


Please forward your cover letter, salary requirements and resume to 
jobs@mercycorps.org <mailto:jobs@mercycorps.org> with a reference to job 
Code SEBAECINS56. 


forecasts and budgets for financial operations; monitors profits and loss for company 
and for individual account holders. Must have expertise in Microsoft. -2 years 


experience required. Competitive salary. 40 hours 9-5. 


Barry de Paulo, Sterling Securities, 
2050 Coral Way, Miami, FL 33145. 


Send resume to: 


United Nations institute for Training and Research (UNITAR) 
is looking for a Chief for their New York Office. Level D1. 


Responsibilities: Overall management and administration of small office, running 
of workshops, seminars and conferences, development ‘of joint activities with 


foundations, fundraising and resource mobilization. 


The incumbent must have an advanced university degree, minimum of 15 years of 
professional experience in an international or educational/training environment, 


strong managerial, negotiating and fund-raising skills. 


Salary US$ 92,000 to US$ 110,000. Tax exempt. 
Contact: unitar.ny @un.org for full job description. 


‘Helping Scotland Prosper’ 


Analyse this. 


Ridin (FSS) has recently been established in Scottish Enterprise as part of a new Learning & Skills Directorate that also 


reers Scotland and Skills Development. 


‘ibute to the development of the Directorate and ensure the success of FSS, we’re looking to recruit the following key posts. They 
elp to enhance the quality of labour market analysis and intelligence in Scotland. 


LABOUR MARKET INFORMATION & 


ing and managing the LMII work programme of Future 

Scotland, you'll aid the delivery of a range of high quality 

II products and services whilst working at a senior level with a 
wide range of organisations to reduce duplication. 


You'll need strong people management and organisational skills as 
you'll manage and develop the LMIL team whilst ensuring the 
successful completion of projects. You must have a first class 
knowledge of labour market information sources and be highly 
numerate. 


With a good honours degree in a subject with a substantial 
quantitative element, and preferably a higher degree, you'll have at 
least seven years’ experience in an analytical or quantitative role in a 
large company, consultancy, civil service or academic environment. 


LABOUR MARKET ANALYSIS 
MANAGER 


CIRCA £40,000 


In this key role, you will develop and manage the analytical work of 
FSS with the explicit purpose of supporting the development of 
policy. Working closely with the LMII team, you'll contribute to 
the wider work of the Learning and Skills Directorate and will need 
excellent interpersonal skills. Developing and managing your team, 
we'll also look to you to influence internal and external partners and 
represent Scottish Enterprise at a senior level. 


With a good honours degree, and preferably a higher degree, in a 
subject with extensive analytical content, you'll possess at least 
seven years’ experience in an analytical role in a large company, 
consultancy, civil service or academic environment. You should 
have a good understanding of how labour markets work. 


Both roles require ambition and enthusiasm to see your strong commitment to quality come to bear. 
Send your CV to The Recruitment Administrator, Human Resources, Scottish Enterprise, 120 Bothwell Street, Glasgow G2 7JP or e-mail 


recruit@scotent.co.uk 
Closing date: 10th August 2001. 
Interviews will be held on 20th August 2001. 


7 
a 
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A 


Scottish Enterprise 


Seapshb l 


dite pee 


www.scottish-enterprise.com 
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THE REPUBLIC OF UGANDA 
JUSTICE, LAW AND ORDER SECTOR 
MINISTRY OF JUSTICE & CONSTITUTIONAL AFFAIRS 


INVITATION. FOR BIDS TO DESIGN THE 


UGANDA POLICE VEHICLE FLEET MANAGEMENT INFORMATION SYSTEM 


Background 
The Government of Uganda is developing a Justice, Law and Order Sector-wide (LOS) Reform 
# Programme, This process is bringing together all the institutions in the Sector, (including the 











programme aimed at enabling all people in Uganda to live in a safe and just society. 







potential efficiency savings in the Sector aimed at increasing the Sector resource envelope. One of 


Police Vehicle Fleet. 






The Uganda Police Force currently operates a manual ad-hoc system of fleet management. The 


i division; to limit (and eventually stop) the use of vehicles that have exceeded their economic life; 






of fleet management and to plan and manage the skills improvement process. 


Objective 







Management Information System. Ancillary to the vehicle fleet management information system 
will be a programme to build capacity amongst the managers and artisans, development of a 
j. vehicle replacement poticy and establishing an effective repair service, 

| Interested consultants can purchase IFB documents from the Secretary, Justice, Law and 
Order Sector Secretariat, 4th Floor, Ministry of Justice & Constitutional Affairs, Plot 1 
Parliament Avenue, KAMPALA, UGANDA 


Tek- 256 041 251795/233558 
Email:- swap @ infocom.co.ug 














Consultants may associate to enhance their qualifications. The documents are to be purchased at 
i the following rates: 
international/Regional companies:- USD$ 75 ONLY 
Local Companies:- Ug Shs t- Ug Shs 75,000/- 
(the fee rate applies to the lead consultant/company) 
The closing date for bid submission is Monday August 20" 2001 






Call for International Competitive Bidding 
PILOT PROJECTS ON PRICE RISK MANAGEMENT 


The Common Fund for Commodities (CFC) invites tenders for 
specialist consultancy services for three Pilot Projects on Price Risk 
Management. for Cocoa, Coffee and Cotton Farmers, respectively. 
The central objectives of the projects are to test the feasibility of 
price risk management instruments engaging the private sector to 
provide market-based price risk management mechanisms to farmers 
and/or their co-operatives in selected African countries. 


The key services to be provided under a consultancy contract would 
be to assess the potential application of currently available price risk 
management instruments in the target countries, including country 
assessment studies and suggestions for the most appropriate 
organisational arrangements. 


Suitably qualified candidates should have comprehensive knowledge 
and previous experience of the specified commodity sectors in 
Africa; technical expertise and experience in price risk management 
instruments; and an "independent profile”. More detailed information 
is available on the CFC website at http:\\www.common-fund.org. 


Companies or individuals wishing to make offers for the provision of 
these services, for one or several of the three commodities, should 
address themselves in writing to the Managing Director, Common 
Fund for Commodities, Postbus 74656, 1070 BR Amsterdam, 
The Netherlands, email: Managing.Director@ common-fund.org, 
fax: (31:20) 676 0231, and submit their offer by 27 August 2001. 
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H Police, Ministry of Justice and Constitutional Affairs, Government Chemist, Judiciary, Directorate f 
of Public Prosecutions and the Prisons) to undertake, inter alia, a cost effective and realistic reform B 


An initial step in the development of the JLOS Strategic Investment Plan is the identification of f 


the activities identified in the immediate term is improving the efficiency in the management of the } 


principal requirements of the Police Vehicle Fleet are: to improve the effectiveness of the transport f 


to manage the levels of vehicle use, scheduling and costs; to improve the workshop repairs and ff 
manage the work done in the workshop; to document and improve staff qualifications in all aspects 


Accordingly, Justice, Law and Order Sector, through the lead Ministry of Justice and Constitutional f 
Affairs now wishes to engage consultants to design and establish a Police Vehicle Fleet f 





UNIVERSITY OF DUBLIN 
TRINITY COLLEGE 















School of 
Business Studies 


The Anglo 
Irish Bank 
Ussher Fellowship 
in International 

Business 















The School of Business Studies, Trinity College invites: | 
applications for The Anglo Irish Bank Ussher Fellowship in 
International Business, tenable for three years from October 
2001. 


Ussher Fellowships are awarded to those undertaking 
postgraduate research of outstanding promise. The Award 
provides for tuition fees and subsistence and is awarded on a 
competitive basis to the most outstanding research scholars. 






The Anglo Irish Bank Ussher Fellowship is for doctoral research 
in the field of international business. The awardee will join the. 
new research programme led by the Professor of International: 
Business and will make a significant contribution to. 
implementing the vision for the field at Trinity College. The 
awardee will join a vibrant doctoral research group and have | 
the opportunity to work, in collegial and inter-disciplinary | 
style, with faculty members of the School. ae 








Candidates with a distinguished academic record and a strong 
commitment to research are sought. Applications from. 
candidates with training in international business or in the 
international aspects of any of the main disciplines of 
management are welcome. 








The School of Business Studies is recognised for its multi- 
disciplinary approach, general management and international 
focus, and research orientation. It is committed to leadership in 
the market for ideas about organisations and their management ` 
in Ireland and internationally. 









Further details of these appointments may be had by request 
from: 


The Staff Office 
Trinity College 
Dublin 2, Ireland 
Tel: +353 1 608 1678/Fax: +353 1 677 2169 
Email: recruit@tcd.ie 
Website: http://www.tcd.ie/Staff_Office 






The closing date for receipt of applications will be Tuesday, | 
14th August, 2001. 


Trinity Colfege is an equal opportunities employer 






Appoint 





1 """ JOB HUNTING INTERNATIONALLY? 
$100-1M+ in 39 Countries-Targeted Resume Mailings 
www.executivejobfinder.com 

Europe*AsiasMiddle EasteU.S.*Affordable/Easy/On Target 
Serving the world’s top executives. EXECUTIVE 
O B 


T: +1.415.383.6200 F: +1.415.388.5164 7 PIN DER 
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| Jora 
Gniversity 


PAKISTAN 






-A premier institute of higher learning, is expanding 
its campuses in Karachi, Lahore, Islamabad, 
Peshawar and Faisalabad and seeks: 


Dean and Faculty in 
Computer Science and 
Business Administration 


Ph.D. preferred or Masters Degree from an internationally 
recognized university with proven record of teaching and 
research. 


Starting salary in six figures plus benefits. 
Mail, fax or e-mail your resume to: 


HR Manager 

Iara University 

Defence View, Shaheed-e-Millat Road (Extension) 

Karachi 75500, Pakistan 

Tek: (0092) 21 580 0891-3 

Fax: (0092) 21 589 4806 

E-mail: hrmanager@ami.edu.pk 
www.ami.edu.pk 
















MANHILL 












Deutsches Institut 


für Wirtschaftsforschung 
Konigin-Luise-Str. 5, D-14195 Berlin 


DIW Berlin 


Deutsches Institut 
für Wirtschaftsforschung 











The German Institute for Economic Research invites applications for the position 


: of an 
Economist 






within a project on 


Russian Economic Policy 


| Candidates will be expected to work in a team of German and Russian re- 
searchers and economic policy experts, They will co-operate with Russian 
+F government representatives and international organizations, write shorter as 
J well as longer policy-oriented papers on a wide range of issues, from macro- 
economic and monetary and exchange-rate policy to structural problems. They 
are also encouraged to publish their work in professional journals. Candidates 
are required to have 


e a high-score degree in Economics, 
+ a strong interest in economic poicy issues and in the relationship between 
macroeconomic and structural policy issues, 
e knowledge of applied econometrics (especially time series analysis), 
° acl command of Russian and English, while knowledge of German would 
e an asset. 


They should also be comfortable working in a team, interacting with government 
representatives, expressing themselves verbally and in writing, and living and 
working mostly in Moscow. 

The position is available immediately, initially on a fixed-term basis until 
June 30, 2002, in the form of a services contract. Please send your application 
(including CV, copies of relevant documents, references or letters of recommenda- 
tion) to the personnel department of the DIW Berlin and - by E-Mail - to Herbert 
Wilkens hwilkens@diw.de. 

Further information can be obtained from Wolfram Schrett! (wschrettl@diw.de, 
Tel.: +49-30-89789-340). 










































DO YOU FEEL LIKE YOUR CORPORATE 
LADDER HAS RUN OUT OF RUNGS? 


Do you feel the need for new challenges and opportunities? if you're a 
global senior executive, over 40 years old and accustomed to a $100K+ 
annual salary, we can be the answer to your next jump on the ladder of 
success. Resume Broadcast International assists you in your professional 
search. with the personal contact necessary for success from start to 
finish 24 hours a day, 365 days a year. Opportunity is only a phone call: 
away at Tel: (619) 224-9257, Fax: (619) 224-9268 or E-mail: 
102224.3306 @ compuserve.com 




















Resume Broadcast international 
Resame P.O. Box 6930, San Diego, California 92166, USA. 
Erouccast Tel: 619 224 9257, Fax: 619 224 9268 






Email: 102224.3306@compuserve.com 


Intemational 



















EUROPEAN MONITORING CENTRE FOR DRUGS AND DRUG ADDICTION 


Based in Lisbon (Portugal), seeks to recruit a 


Programme Coordinator 


(Monitoring National and EU Strategies and Policies and their Impact 
on the Drug Situation) (m/f) 


Job description, conditions and qualifications on the Agency’s web site 
http /Avww.emcdda.org (Reference A 5/2001/04) 


Professional category: Principal administrator (Temporary Agent A 5/4) 
Staff Regulation European Communities 


Basic Salary (before any deductions or allowances) in Grade A5 
step 1 is 5849,97 EURO 


Deadline for submitting applications : 10 September 2001 





conomist & 
enior . 
conomist 


The CBI is seeking an Economist and a Senior Economist to join our 
Economist and Enterprise Directorate, which takes a high public profile 
and provides an excellent opportunity for economists to further develop 
their analytical and presentational skills in a stimulating environment, 


The successful candidates will work primarily in one of the follawing two 

areas, with an expectation that each will help out in the other area as 

required. 

~ Economic Analysis (Economist, ref EC7}: analysing and commenting 
on UK and international developments, interpreting the CBI’s well- 
respected business surveys and, in time, helping to produce the CBI's 
quarterly economic forecast 


~ Economic Policy (Senior Economist, ref EC12): helping to develop CBI 
thinking on broad economic policy issues including the annual Budget, 
interest rates, investment issues and European economic and monetary 
union. 


Applicants for both posts should have a degree in economics or 
equivalen qualification. At least 3 years’ experience in an economics- 
related role is required for the Senior Economist post, whilst a post 
graduate qualification would be advantagous. 


Salary packages, both subject to experience and qualifications: 
~ EC7: between £17,500 & £20,000 per annum, plus benefits 
~ EC12: up to £25,000 per annum, plus benefits 


To apply, please download the application form from the website 
VANAV i.org.uk}, complete quoting the relevant ref no. and send to: 

ary Warman, Personnel Department, CBI, Centre Point, 103 New 
Oxford Street, London WC1A 1DU. Alternatively, 
write to the above for the application pack quotin i 
the relevant ref no. Completed applications should be 

a 
INVESTOR IN PEOPLE 
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CBI 


THE VOICE OF BUSINESS 
LONDON 


returned by no later than 16th August 2001. 
Unfortunately we are unable to acknowledge 
applications received. 
































University. 





London SE9 2UG. 

Email: Jobs@gre.ac.uk 
quoting the job reference. 
Applications should be 
returned by 17 August 2001. 






MEDWAY CAMPUS | 
NATURAL RESOURCES INSTITUTE 
COMMERCIAL DIRECTOR 


REF: 399 


i ies University of Greenwich is seeking applications for the 
new post of Commercial Director of the Natural Resources 
Institute (NRI). NRI has a worldwide reputation for excellence 
in providing support for international development projects 
and has recently won a prestigious Queen’s Anniversary Prize 
for its work in the processing, conservation and marketing of 
food supplies in the developing world. 





The Commercial Director will have overall responsibility for 
the commercial activities of the Institute, including the 
development and implementation of its business plan. 


You will have a track record in a strategic or leadership role 
within a complex scientific organisation, and experience of 
business planning and/or consultancy, ideally gained in 
international development or a closely associated field. 


The salary will be negotiable and will be commensurate with 
the senior role envisaged both within the Institute and the 


We aim to be an equal opportunities employer and welcome 
applications from all sections of the community. 


To receive further particulars and an application form, 


please contact the Personnel Department, 
University of Greenwich, Avery Hill Road, 





Rp» the 

A UNIVERSITY 
x of 
GREENWICH 





















going concern. 


Serious enquiries only please. 


TOURS/TRAVEL BUSINESS 
FOR SALE ~ VENDOR SEEKS 


; STRATEGIC TRADING PARTNER/INVESTOR 


Direct ~ sell tour general travel 
business, call centre, 17 strong IT team 
£40m stable; growing/aim 
£250m+, conventional trade 
base, consistent profits 
* established, e-commerce side & web- 
brand, developed/financed already - 
profitable trading 
+ Repeat client base, high-margin, low 
tisk, established 15 years 
All Management/owners to remain to 
- develop/run business 
ideal purchaser substantial media, 
iT, retail/other large distribution 
group to assist growth in 
e-commerce and travel side in 
UK, Europe, USA, world-wide 
Contact: Box No 4117, 
25 St James's Street, 
London SWIA 1HG 
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Businesses For Sale 
Canadian Car Rental Operation 


Master Franchise for Canada of a major Int'l daily car rental company offered for sale as a 


Existing operations include a national network of sub-franchisees and an extensive vehicle 
leasing program. This company offers great growth potentials for the right candidate. 


Please contact Car Rentals, 925 Yonge St. Suite 156, Toronto, ON M4W 2H2 
or carentals @ hotmail.com 



















Travel 
# "LONDON" 


a Quality serviced apartments offering best value a 
for money. Our apartments offer great savings 
E compared to hotels. Fully serviced, private a 
bathroom, kitchen, TV, telephone, centrai 

a heating, elevator. 


ug Centrally located in Kensington area o] 


E Tourist Board Approved ® 

a Ashburn Garden Apartments a 

C] 3 Ashburn Gardens | 
South Kensinaton, London SW7 40G, UK 


www.ashburngardens.co.uk a 
a info@ashburngardens.co.uk i} 


Tel: +444 207 370 2663 
\ Fax: ++44 207 370 6743 J 
RBERRERS ES 


Professor in Theoretical Corporate Finance 


Please submit your application before September 21, 2001 to 














University of Zurich 

Faculty of Economics, Business Administration 
and Information Technology 

Ramistrasse 71 CH-8006 Zürich 0041-1-634-2314 















The Faculty of Economics, Business Administration and 
Information Technology of the University of Zurich seeks 
applications for a 


























The position is available from as early as January 2002, 
Candidates who are currently Associate or Full professors will 
be considered. The successful candidate must have a strong 
research record in Corporate Finance with an analytical and/or.” 
empirical research focus. We would welcome candidates with |} 
international research experience. While there will be teaching f 
responsibilities requiring high standards at all levels, the. 
successful candidate is‘expected to contribute primarily to the 
Master of Science course in Finance and to doctoral courses in 
Corporate Finance. The teaching language may be English or 
German. : 





































The University of Zurich has defined Finance as one of its 
Strategic areas of development for research and teaching. We 
are currently re-orienting our teaching to offer specialization in. 
Finance at the undergraduate level and to launch a new Master: 
of Science program in Finance in cooperation with ETHZ. if 
Further plans include a Ph.D program in Finance : 
collaboration with the other Swiss universities, In setting i 
educational and research objectives, the University of Zurich: 
seeks to attract candidates of international reputation who are 
willing to contribute to the development of the University as a. 
strong center for research in Finance. i 
























Prof. Dr. Peter Stucki 

Dean of the Faculty of Economics, Business 
Administration and Information Technology of the 
University of Zurich 

Ramistrasse 71, CH-8006 Zurich, Switzerland. 
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We have over 25 years of experience 
in facilitating international and offshore 
business with 30 offices and over 350 staff 
around the worid 
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Formation and administration of 


























with bank introductions companies, pening of bank accounts f 
www.swiss-bank-accounts.com telfax/mail forwarding service 7 
ARE YOU UNITED KINGDOM LONDON | , 
Trading or investing internationally? LAVECO Ltd. 
Tel.: +44-207-556-0900 
Seeking tax management solutions? Fax: +44-207-556-0910 td 
Worki m > E-mail: london@laveco.com i 
F f 
forking or living overseas HUNGARY 
: Tel: 436-1-217-96-81 
Seeking to protect your assets? Bax: 436-1-217-44-14 fl 
Setting up a business overseas? EConr-e Í ee td 
> ; E . ee i 
A tax professional seeking solutions? High quality service | Tel.: +40-92-326-329 U 
& cost-effective prices Fax: 40-136. 
Then you should contact us. United Kingdom E-mail: romania@laveco.com G 
Tek+44{0}20 76369618 Fax: +44 (0) 20 76369617 CYPRUS 
Delaware Fel.: +357-4-636-919 rd 






Sth Flog, Morley House, 


: (US incorporations only) ey 
314-4 : 
A emacs) NE yee 


London Fine r fren 1 (302) 478 4467 
as 3 f e-mait: econ-del@com-exp.com ` 


Company be ) Express i 


e-mail: ecaiioami ap onm 
+ +357-4-636-920 





www.ocra.com 


Email; economist@ocra.com aeaii tt tee ANNAN AE NEN CLACTON 


Cyprus - : u i Nathan z : Pi Tenders 





Office of the 
High Representative 


Request For Proposal — Audit Services 


The Office of the High Representative (OHR) solicits proposals for 
professional audit services. The OHR anticipates multiple indefinite 
delivery, indefinite quantity contracts that employ task orders to 
specify forensic audit, financial reviews, and related work. 


Deadline for Proposals is 17 August 2001. 


The preferred method of distributing the Request For Proposal (RFP) 
is via the INTERNET. The INTERNET address is 
http://www.ohr.int/tender.html. RFP receipt via the INTERNET 
must be confirmed in writing to 


Mr. Miroslav Lazic, 
OHR, 

Emerika Bluma 1, 
71000 Sarajevo, 
Bosnia-Herzegovina. 
Telephone: +387 33 283 500, 
Fax: +387 33 283.501, 
Email: miroslavlazic@ohr.int 


The OHR assumes no responsibility for INTERNET transmission 
errors. 






Frontier Emerging Equity 
Markets Securities Price 
Behavior and Valuation 
Oliver S. Kratz $89.95 
Arab Islamic Banking and 
the Renewal of Islamic Law 
Nicholas D. Ray $129.50 
Management and Control 
of Foreign Exchange Risk 
Laurent L. Jacque $72.50 


50 RFP “hard copies” are available on a “first come first serve” basis. 


Interested organizations may request the RFP in person at OHR 
Sarajevo or by writing Mr. Lazic at the above address and-including a 
self-addressed mailing label. Mr. Lazic will also honor telephone and 
email requests. 


To expedite mail delivery, organizations should provide a self- 
: c p 
addressed express mail envelope. 






Kluwer Academic Publishers 
101 Philip Drive, Norwell, MA 02061 USA Phone: 781-871-6800 » Fax: 781-681-9045 
http:/Avww.wkap.nl « email: kluwer@wkap.com 


Other RFP requests will be mailed through the government postal 
service in Bosnia-Herzegovina. 
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e OWNED BY LAWYERS AND ACCOUNTANTS © CONFIDENTIALITY GUARANTEED @ BANK INTRODUCTIONS 


The SCF Group, est. in 1989 provides full ranges of offshore services at what we believe are the 
most competitive rates currently available by a licensed professional firm. 


or OFFSHORE & UK COMPANIES @ the best prices contact us today 


N eee LONDON: For immediate, friendly advice, please contact: 


LICENSED C6. i 30-100 Saag >is herea, Helen Harper LL. B (Hons), Dip. Law, AOI Janson Lotery B.Sc (Hens) 
& TRUST MANAGEMENT : London SW3 ONJ. E-mail: helen@scigroup.com E-mail: janson@scfgroup.com 
= EaR] Tel: +44 (} 20 7352 2274 Charles Baker M.A. (Hons) 
Fax: +44 (8) 20 7795 0016 E-mail: charles@scigroup.com 































2nd Citizenship Offshore Companies, 


2nd Passport Banks, Trusts, Foundations, 


Belize Passport Consultants Ltd. Bank A/Cs 


Tel: + 501 1 49830 Fax: + 501 8 23785 ee 
Email: Passport @ Belize.com www.GLOBAL-MONEY.com 


www.Belize.com 
CANADA... 


ust one click away COMPANIES AND’ 






The offshore professionals since 1977 


IMMIGRATE TO CANADA 
“We Can Help” 
25 Years Experience in bmmigration Matters 
The law firm of Somjen & Peterson 
bitpc//wwew.somjen.com 
Emait: somjen@isomjen.com 
Suite 810.2 Bay Street, 
Forout, Ontario, 










TR PERTLY 












lays per week 


Canadian Tramigration Lawyers 


Take responsibility for your health | 
With rapid development of new treatments f 


and inadequate budgets for the NHS, where 
i i PUBLISH YOUR WORK 


can you find out what treatments are 


available and what works? ALL SUBJECTS CONSIDERED 
medicine today WRITE OR SEND YOUR MANUSCRIPT TO: 


£36 for 12 monthly copies (£42 oseas) M I N ERVA PRESS ene E SA A a ia se tN Pat 
free thal spy 315-317 REGENT ST REGISTRATION OF CONSULTAN TS/RESOURCE PERSONNEL 
Alexander House, LONDON W1B 2HS. UK FOR VARIOUS ACTIVITIES UNDER THE 
~ Hampstead Hill Gdns, NW3 2PL Www. minerva-press.co.uk SECONDARY EDUCATION MODERNIZATION PROGRAMME (SEMP), 
MINISTRY OF EDUCATION 
IDB Loan #1180/0C-TT 













































Will your portfolio GEFSH OR? 
win in rising and 
* A GLOBAL PROVIDER OF 
falling markets? OFFSHORE COMPANIES & SERVICES 





The Secondary Education Modernization Programme Coordinating Unit (SEMPCU) is 
updating its registration of individuals/resources personne! and/or firms from [DB member 
countries, in the areas identified below, with a view to offering them consultancy contacts during 
implementation of the SEMP: 


TEC 


Free portfolio analysis www.offshore4business.com 


* Curriculum Development for the secondary level 

+ ‘Teaching and Learning Strategies 

+ Testing, Assessment and Evaluation 

* — Professional Development 

+ Evaluation and Research related to educational projects and activities 

+ — Restructuring and reorganization of the Education system of Trinidad and Tobago 
ring Services 

ng Services 

+ Studies for enhanced sector performance 

+ Process Mapping 

+ Technology Education 

* Reading Readiness Programmes for students entering secondary schools 

+ Senior and Middle Management Training for staff of the Ministry of Education 

+ — Increase operational efficiency in the education system 

* Evaluation of the SEMP (annual, biennial, mid programme and end of programme). 





É Email: offshore@4business.com 
www.assetalloc.com rei ciaa (20) TELLO 
Fax: +44 (20} 7514 9912 















Since 1987 The Sovereign Group have been 
assisting individuals and companies to achieve 
savings in tax. We provide a full range of onshore 
and offshore services designed to save tax for VISIT OUR WEBSITE 


“4 SovereigqnGroup.com 
you and/or your company. Call us and we will 





be pleased to show you how our services 


can Save you money and maximise the The SEMPCU is a special unit established ta manage the implementation of the Secondary 


Education Modernization Programme {SEMP} jointly financed by the Government of the 
Republic of Trinidad and Tobago (GORTT) and the Inter American Development Bank (IDB) ta 
reform and expand the secondary school sub sector. The Programme has four (4) articulated 
components, which are: a} Qualitative Improvement, b) Deshifting. Rehabilitation and 
Upgrading of existing schoo! infrastructure, c} Institutional Strengthening and d} Studies and 
measures for improved sector performance of which the above activities are related. 


value of your assets. 





business 
& personal 


tax solutions 


Interested persons who wish to register are required to complete a Registration Form, which can 
be obtained at the SEMPCU's office, an request, at the address below. The Registration Form 
together with a curriculum vitae must be returned to: 
SEMPCU 
Attn. Procurement Specialist 
MTS Plaza, Aranguez, Main Road, San Juan, Trinidad. West Indies 
Tel, No. (868) 975 9744 Fax. No. (868) Ext. 277, 243 E-mail: sempcu @tstt nerti 














Further information or clarification regarding this invitation of registration may also be obtained 


UNITED KINGDOM from the Procurement Specialist, SEMPCL. 


Simon Denton 
SEMPCU upon request by interested mdividuals will send Registration Forms via e-mail to 
non-residents who belong to IDB member countries. 
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22%. They were even gloomier about export 








Output, demand and jobs 
% change at annual rate 
Stockmarkets lost ground everywhere. In- s The Economist poll ‘elicits Baias Unemployment 
vestors took fright at the prospects for the GDP GDP forecasts production (volume) % rate 
global economy, as several big companies 1qtr 1year 2001 2002 1year 1year latest yearago 
announced lower profits and job cuts. To- Australia +43 +21 01 +23 +38 -14 a +30 M 6.9 Jun 6.3 
kyo’s Nikkei 225 stockmarket average fell to Austria #16 +22 8 +20 ta + 2.5 Apr + 2.6 Mar 3.7 May 3.7 
11,609 on July 23rd, its lowest since January Belgium +18 +24 01 +23 + 2.6 -2.9 May’ -17 Apr 9.9 Jun* 10.1 
1985. In America, the Dow Jones Industrial Britain aes eS a ee ESS on 4.9 Mayt 5.6 
Average fell by 1.6%,and the Nasdaq fell be- Canada 425 +26 ait +23 +31 CETE R A 7.0 dun__6.6 
low the 2,000 mark. Britain’s FTSE-100 index Denmark -46 +10 ù + 1.5 + 2.1 - 4.0 May + 0.2 Apr 5.2 May 5.4 
; : France +#2.0 +2.7 Q1 +2.2 + 2.5 + 1.9 May - 2.5 May 8.7 May 9.6 
fell to its lowest since October 1998. Germany _ +15 +160 +13 +21 “1.6 May - 2.3 May 9.3 Jun 9.6 
: : Ital, +28 +24 01 +20 #23 -19 M -0.8 Apr 9.6 Apr 10.7 
The euro continued its three-week recovery I 20A -01 01 -03 +09 -3.9 i -1.0 May 4.9 May 46 
against the dollar, reaching a two-month Netherlands +02 +20 m +22 +29 2.0 May +15 Mar 1.8 Jun 2.7 
high. Thesinglecurrencyalsorosetoaten- Spain +41 433 M1 427 +29 -0.4 May na 12.9 May 14.3 
week high against the Japanese yen. Sweden +24 +23 0 +23 +28 -14 Ap +19 May 42 dun? 5.1 
Switzerland +74 425 M +18 +21 +5.1 0* -0.7 May 1.6 Jun? 1.8 
Inthe euro area, the prospects for growth United States +12 +25 0 +16 +29 -3,6 Jun +2.5 Apr 4.5 Jun 4.0 
deteriorated again, as Germany's Ifo busi- Euroarea +20 +26 M +19 +24 = 0.1 May +15 Apr 8.3 May 8.9 
ness-climate index declined by more than *Not seasonally adjusted. tew series. #Mar-May; claimant count rate 3.2% in Jun. 8Apr-Jun 
expected to a five-year low of 89.5 in June. 
Business confidence also fell in Italy, where SS ee hl 
the IsAE index fell to its lowest since May Prices and wages 
1998. But the outlook for inflation improved. change st aqnost rate The Economist poll 
According to preliminary data, inflation in Consumer prices* consumer prices forecast Producer prices* Wages/earnings 
the year to July slowed to 2.7% in Germany, lyear yearago 2001 2002 lyear year ago 1year yearago 
down from 3.1% in June. The French con- Australia ECA +32 +40 +24 +56 @ + TA +56 Qi + 29 
sumer also offered a glimmer of hope as Austria i + 2.8 Jun moa +23 +17 + 2.9 Jun + 3.8 d EAT Jun + 2.0 
household spending rebounded in June. Belgium +20 a Sah Oe 419 +S 3 My +86 +26 Gt + 22 
Britain + 1.9 Jun + 3.3 +21 + 2.4 +0.4 Jun +28 +45 May + 4.6 
P A : Canada +3.3 Jun +29 +28 +21 + 2.7 Ma + 5.9 +0.9 Apr + 3.1 
There were mixed signals from Britain. Retail Denmark ibe taS 626 422 +32 ee ee OET 
sales grew robustly in the year to June, but France SAIA oe piei AAA RID ey rS FAS M S2 
the cai quarterly survey painted a depressing Germany +27 Wi +19 ek +7 aain +SS FLEA E23 
picture of the industrial economy. Confi- ey SO Ne et 2 28 +2.9 May +64 +27 Ma’ + 2.3 
dence remained low, with a negative balance Japan -0.5 May -0.7 - 0.4 - 0.3 +08 Jun -0.6 nil May + 2.1 
of manufacturers who were more pessimistic a + ‘3 Jn + a eS: 4$ + ad + +4 May + Ez ME 33 May + 3 
5 antes s iH n +4.2 Jun + 3.4 +3. +2. + 2.7 May + 5. +2.2 04 + 2.4 
than optimistic about business conditions of Sweden C $ 2.9 Jun +12 + 2.2 +18 + 2.6 May + 3.7 + 1.8 Apr? + 4.1 d 
+ 
+ 
+ 





s 3 Switzerland +16 Jun +18 +13 +13 +04 Jun +29 +1.32000 + 0.3 
prospects, with a negative balance of 25%. United States 43.2 Jun +3.7 +32. 423 +25 Iim +44 +42 Jun 3.7 
This wastheworstforalmostthreeyearsand  tyroares + 3.0m +24 42.7 +19 +36 My +53 +26 Ù + 26 
a sharp deterioration from the positive bal- *Not seasonally adjusted. A f ~~ 
ance of 7% in January. 


There were signs in America that the still bu- | Part-time workers 


oyant housing market could continue to bol- Roughly one in six workers in developed countries is a part-timer. In the past few years 
ster the economy. Although sales of existing the incidence of part-time work has risen sharply in some European countries, 

homes fell by 0.6% in June, the decline was the Netherlands and Belgium, but has fallen in the United States. Women dominate the 
smaller than expected and the number of part-time workforce but in some countries, such as Britain, the share of men has been 
sales was the fifth highest on record. The me- rising, from 15% in 1990 to 20% in 2000. 

dian house price increased by 9% in the year Employees working part-time", % of total, 2000 

to June, suggesting that rising property 35 


wealth may mitigate some of the losses in fi- 
nancial-market wealth. 


76 
68 
opec agreed to cut oil supplies by 1m barrels za w w 25 
a day from September 1st, in an attempt to amn 7 20 
lift prices back up to $25 a barrel. The OPEC n 7 ba 
basket price fell to $22.64 on July 18th. This ne 8 @ 8 kad 
will be the third time that opec has cut pro- 
duction this year. 79 0 
= 5 
— i 
= 0 
& 


T minders Sitting, 


Source: OECD *Less than 30 hours a week 
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Data on more countries are available to 
subscribers on www.economist.com 


race sell eat athe cee. ©, 


























Money and interest rates The Economist commodity price index 
1995=100 
. Interest rates % p.a. (Jul 25th 2001) % change on 
Money suppi ( 1 Juli7th = Jul 24th* one one 
% change on year ago 3-mth money market 2-year 10-year gov't bonds corporate month year 
narrow broad latest yearago gov'tbonds latest year ago bonds Dollar index 
Australia +13.1 + 6.9 May 5.04 6.19 5.46 6.04 6.15 7.60 Allitems 10.4 69.6 $48: EAS 
Britain +68 + 7.5 Jun 5.19 6.13 5.26 5.06 5.12 6.44 ba nso eee ees 
Canada +10.5 +66 Jun 4.09 5.63 4.71 5.75 5.88 7.23 industrials s : - z 
Denmark +12 -6.9 Ma 4.82 5.67 4.67 5.18 5.58 7.12 rap ors, > &e: (aa 
Japan +81 +32 Jun 0.01 0.12 0.05 1.38 1.69 1.52 ie on TE ETS 
Sweden +7.22 +50 Jun 4.29 3.99 4.71 5.30 5.21 5.57 iai as as a cass 
Switzerland nil +3.6 Jun 3.20 3.42 2.94 3.38 3.82 4.15 tte. 
United States +1.6 +11.3 Jun 3.54 6.65 3.97 5.17 6.45 6.87 terling index 
Euroareal +35 + 5.4 M 4.47 4.83 4.20 4.90 5,09 5.57 aptems 793 Ml +15 +26 
“Narrow: M1 except Britain and Sweden MO, broad: M2 or M3 except Britain M4. tGermany for bonds. Benchmarks: US 30-year 5.52%, Japan a 3 
No.233 1.39%. Central bank rates: US fed funds 3.75%, ECB refinancing 4.50%, BOJ overnight call 0.01%, BOE repo 5.25%. Allitems 108.7 104.4 +03 +33 
Sources: Commerzbank, Danske Bank, J.P. Morgan Chase, Royal Bank of Canada, OM Fixed Income Exchange, Warburg Dillon Read, DRI-WEFA, Yen index 
Westpac, Thomson Financial Datastream. Rates cannot be construed as banks’ offers. Allitems 93.7 91.6 +2.0 +9.0 





Gold 
i T a o 
Stockmarkets $ per oz 267.95 268.75 -21 -39 


Market indices West Texas Intermediate 
% change on $ per barrel 25.28 26.11 -22 -6.1 
eae LAN one record Dec 31st 2000 * Provisional. Ý Non-food agriculturals. 
Jul 25th high low week high inlocal —in$ 


currency terms 
Australia (All Ordinaries 3,265.1 3,425.2 3,094.3 =; 2.2 -47 +35 -54 
Austria (A 1,237.0 1,245.8 1,052.2 + 17 -28.8 +15.2 +79 
2,916.3 3,030.4 2,591.6 = 1.1 -20.8 -36 - 9.7 
5,275.7 6,334.5 5,275.7 - 2.4 -23.9 -15.2 -19.0 
7,623.8 9,348.4 
251.3** 294.3 






















































(CAC 40) 4,773.2 5,998.5 4,773.2 - 19 -31.0 -19.5 -24.6 
5,582.8 6,795.1 5,388.0 -25 =30.8 -13.2 -18.8 
I 1,566.3 1,948.4 1,555.8 + 0.7 -28.2 >+18.3 -23.5 





11,891.6  14,529.4 - 0.0 -69.4 -13.7 -20.3 


-58.8 -7.4 -14.4 











Netherlands (AEX 526.6 642.3 518.3 = 2.4 -24.9 -17.4 -22.7 

n (Madrid 798.7 963.9 798.6 - 07 -30.3 - 93 -15.1 
Sweden (Affarsvariden Gen 217.7 293.1 217.2 = 18 ~45.6 -21.6 -30.4 
Switzerland (Swiss Market) 6,667.3 8,135.4 6,574.0 > 28 -20.7 -18.0 -22.5 
United States (DJIA; 10,405.7 _11,337.9 9,389.5 - 1.6 =11.2 -35 = 35 

































Com 1,984.3 2,859.2 1,638.8 = 1.6 -60.7 SWE 197 
Eu FTSE 300)* 1,281.7 1,545.5 1,279.0 = 2.0 -24.8 -16.4 -21.8 
Euro area (FTSE Ebloc 100) * 1,139.8 1,404.1 1,139.1 - 14 -26.5 -18.1 -23.4 
World (MSCI) 1,046.5 1,249.2 1,014.6 = 12 -27.8 na -14.3 





World bond market (Salomon)? 434.1 447.8 420.6 + 0.6 - 5.6 na = 2.2 


jin euro terms. 'Morgan Stantey Capital International index includes individual markets listed above plus eight others, in dollar terms. 
tSalomon Smith Barney World Government Bond Index, total return, in dollar terms. **New index. 
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Trade, exchange rates and budgets 
Trade balance*, $bn Current account Exchange rate Currency units Budget 
latest 12 $bn The Economist poll trade-weighted! per per per per balance 
months latest 12 mths % of GDP, forecast Jul25th year ago $ £ euro ¥100 % of G' 
2001 2002 Jul25th year ago 2001 
Australia - 14 May - 12.9 Qi - 3.0 - 3.0 71.6 77.6 1.97 1.69 2.81 1.72 1.59 0.1 
Austria - 5.6 Apr - 4.7 May - 2.2 - 2.0 100.1 100.2 15.7 14.6 22.3 13.6 12.7 -0.6 
Belgium + 12.1 May + 11.2 Mar +44.2 +45 98.7 99.0 45.9 42.8 65.5 40.0 37.1 0.7 
Britain - 44.0 Ma - 19.2 Q -2.1 - 2.4 106.5 106.1 0.70 0.66 - 0.61 0.57 1.2 
Canada + 48.2 May +222 Qi +3.3 + 2.6 78.4 80.9 1.54 1.47 2.19 1.34 1.24 2.6 








Denmark k 6i + 1.6 +17 8.47 
































Netherlands + 17.3 Apr + 16.0 Qi +41 + 4.0 97.6 97.8 2.51 2.34 3.58 2.18 2.03 1.3 
S 3 74.0 74.2 189 177 270 165 153 nil 
Sweden + 12.9 May + 5.7 May +21 + 2.3 74.6 83.5 10.62 8.93 15.2 9.25 8.59 3.6 
Switzerland + 0.1 Jun +28.3 Q1 +11.5 +11.5 109.1 106.1 1.71 1.65 2.45 149 1.39 na 
United States -455.5 May -449.3 Q -4.1 = 3.9 119.7 110.4 = = 1.43 0.87 0.81 2.1 
Euro area - 6.8 Apr - 30.0 Apr -0.3 = 0.1 78.0 79.8 1.14 1.06 1.62 = 0.92 -0.6 


*Merchandise, Australia, Britain, France, Canada, Japan and United States imports fob, exports fob. All others cif/fob. t1990=100, Bank of England. OECD estimate. 
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ý Emerging-market indicators 


Overview 


The Indonesian rupiah rose by over 10% 
against the dollar on hopes that Megawati 
Sukarnoputri, the new president, would pur- 
sue a more consistent economic policy than 
her ousted predecessor, Abdurrahman Wa- 
hid. But the stockmarket did less well, shed- 
ding 1.3% on investors’ worries about who 
would become the new vice-president. 


There were further signs that the industrial 
downturn in America and Europe is affecting 
the rest of the world. In Taiwan, industrial 
production fell by 11.3% in the year to June. 
The slump is set to continue: exports in the 
first three weeks of July fell by 21.5% over 
the same period last year. Manufacturing 
output also declined in Poland, falling bya 
higher-than-expected 4.8% in the year to 
June. 





| currencies ainst the dollar 
_ Almostall currencies have fallen against 
the almighty dollar this year. Of the 
_ emerging markets that are regula 
monitored by The Economist only Mexico 
and Hungary have bucked the trend. 
Most other currencies in Eastern Europe, 
Latin America and Asia have declined 
_ quite sharply. by economiccrisis, 
__ the Turkish lira has fared the worst. 
t 
% change, Dec 31st 2000-July 25th 2001 
Mexico 
Argentina 
India 
Poland 
Russia 
Czech Rep 
~ South Korea 
Indonesia 
Singapore 
Taiwan 
Thailand 
Britain 
Euro 
Philippines 
Japan 
South Africa 
Chile 
Brazil 
Turkey 
2 20 15 10 5-0+5 


Sources: Thomson Financial Datastream; Reuters 
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Economy 
% change on year earlier Latest 12 months, $bn Foreign 
GDP Industrial Consumer Trade Current reserves* 
roduction rices balance account $bn, latest 
China +78 a +10.1 Jun + 1.4 Jun +19.9 Jun +20.5 2000 180.2 Apr 
Hong Kong +25 a -0.1 M - 1.1 Jun -11.9 My +88 Q 114.1 Jun 
India +57 B + 1.9 May + 2.5 May -5.4 May -23 M 40.1 May 
Indonesia +40 a1 +45 Q +12.1 Jun +25.7 May +55 03 22.1 Apr 
Malaysia +32 a ~ 3.7 May +15 Jun +15.7 May +84 04 25.6 May 
Philippines +25 M +12.7 Apr + 6.7 Jun + 6.1 May + 8.5 Apr 12.5 Apr 
Singapore -0.8 a -10.9 May + 1.2 Jun +7.7 Jun +218 a 76.7 Apr 
South Korea +37 a + 2.3 May + 5.2 Jun +14.3 Jun +14.6 May 94.3 Jun 
Taiwan +11 M -11.3 Jun -0.2 Jun +12.2 Jun +12.0 a 109.1 Jun 
Thailand +18 ai + 1.6 May + 2.3 Jun + 2.8 May + 6.6 May 31.0 Jun 
Argentina -2.1 a = 2.9 Jun - 0.3 Jun +1.7 May -90 a 20.2 May 
Brazil +41 a + 4.2 May + 8.1 Jun -1.6 Jun -27.1 May 35.5 May 
Chile +33 a + 3.2 May + 3.6 Jun +17 in -14 M 14.4 May 
Colombia +17 u + 2.2 May + 7.9 Jun +16 Ap -07 a 9.3 Jun 
Mexico +1.9 a - 3.4 May + 6.6 Jun - 9.5 Jun -17.8 a 40.6 May 
Peru - 0.4 May + 1.3 May + 2.5 Jun - 0.3 May -17 a 8.3 May 
Venezuela +35 M na +12.5 Jun +17.2 Dec +12.5 a 10.9 May 
Egypt + 6.5 2000! + 9.4 20001 + 2.2 May -10.4 0 -08 ù 12.9 Mar 
Israel +18 m + 0.3 Apr + 0.7 Jun - 7.4 Jun -14 % 23.2 May 
South Africa +27 t + 1.7 May + 6.3 Jun +3.8 May +01 a 6.1 May 
Tur! -19 -9.7 May +56.1 Jun -24.6 Apr -6.6 Apr 19.9 May 
Czech Republic + 3.8 a: +6.9 May +55 Jun -3.4 wn -27 a1 12.7 Jun 
Hungary +44 m + 8.4 May +10.5 Jun -2.4 May -18 May 11.5 Jun 
Poland +23 a -4.8 Jun + 6.2 Jun -10.2 May -9.0 May — 26.2 Jun 
Russia +49 a + 3.7 Jun +23.7 Jun +59.7 May +45.9 a1 29.8 May 
* Excluding gold, except Singapore; IMF definition. tYear ending June. 
L ES —— 
Financial markets 
Currency units Interest rates  Stockmarkets % change on 
per $ per£ short-term Jul 25th Dec 31st 2000 
Jul25th yearago Jul25th % p.a. one in local in$ 
week currency terms 
China 8.28 8.28 11.8 na 2,207.5 -1.3 +0.7 +0.7 
Hong Kong 7.80 7.80 11.1 3.64 12,214.1* -1.7 -19.1 -Bå 
India 47.1 44.9 67.2 7.04 3,302.0 -2.4 -16.9 -17.6 
Indonesia 10,050 9,095 14,347 17.30 447.6 -1.3 +7.5 +3.5 
Malaysia 3.80 3.80 5.42 3.30 643.8 -0.6 -5.3 -5.3 
Philippines 53.5 45.1 76.4 10.20 1,366.0 -2.0 -8.6 -14.6 
Singapore 1.82 1.74 2.59 2.44 1,632.5 +0.3 -15.3 -19.1 
South Korea 1,305 1,115 1,863 5.14 526.1 -2.7 +4.3 +1.1 
Taiwan 34.8 31.0 49.6 3.90 4,136.4 -2.0 -12.8 -17.0 
Thailand 45.7 41.2 65.3 3.25 308.1 =2.2 +14.5 +8.6 
Argentina 1.00 1,00 1.43 13.59 330.3 +15 -20.8 -20.9 
Brazil 2.49 1.79 3.55 18.99 13,955.9 +1.2 -10.5 -29.9 
Chile 663 554 947 AA haa 5,431.5 +15 +11.6 -3.5 
Colombia 2,304 2,171 3,289 12.64 987.7 -2.2 na na 
Mexico 9.16 9.36 13.1 9.40 6,411.5 +0.4 +13.4 +19.0 
Peru 3.50 3.47 5.0 8.59 1,304.1 -0.8 +7.9 +8.9 
Venezuela E 688 1,034 13.10 7,585.6 +1.1 Er A 
Egypt 3.95 3.48 5.64 9,02 5,611.6 -0.3 -26.8 -27.8 
Israel 4.19 4.09 5.98 4.68 429.0 +1.8 -13.3 =16.3 
South Africa 8.20 6.95 11.7 9.68 8,508.2 -2.3 +2.2 -5.7 
Turkey 1,325,000 629,825 1,891,570 66.00 9,535.2 +4.7 +1.0 -48.9 
Czech Republic 38.5 37.8 55.0 5.31 381.8 -0.1 -20.2 -22.0 
Hungary 281 276 401 11.06 6,491.1 -1.3 -17.3 -16.9 
Poland 4.20 4.29 6.00 15.65 12,798.1 -4.9 -28.3 -29.4 
Russia 29.2 27.7 41.7 25.00 198.3 +1.5 +41.3 +38.4 
EMF(MSCI) 1.00 1.00 1.43 na 295.7 -0.6 na -11.4 
EMBI+ 1.00 1.00 1.43 na 203.5 +2.5 na +0.8 


* July 24th **Inflation adj. tin $ terms. #€merging Markets Free. 5J.P. Morgan Chase's Emerging Markets Bond Index Plus. 


Sources: National statistics offices, central banks and stock exchanges; Thomson Financial Datastream; EIU; Reuters; Warburg Dillon Read; 
J.P Morgan Chase; Hong Kong Monetary Authority; Centre for Monitoring Indian Economy; FIEL; EFG-Hermes; Bank Leumi Le-Israel; Standard 
Bank Group; Garanti Bank; Deutsche Bank; Russian Economic Trends. 








Data on more countries are available to subscribers on www.economist.com 
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Pocket Accounting 


This titte aims to demystify business and management 





accounting. It examines the key issues and the role of 
accountants as we approach the 21st century. There are clear 
concise definitions of all the main terms and jargon used in 
the international world of accounting and accountants, from 


Abo 
Zero-based budgeting. 





the line and Absorption costing to Working capital and 


New edition, published September 2001. £10.99 


Pocket Advertising 


Today advertising is a billion-dollar industry which can make or 
break a product. This baok is an accessible quide through the 
methods and jargon of advertising. There are concise essays on 
the digital revolution, whether there is a crisis in adland and 
global considerations, As well as a comprehensive A-Z of key 
terms used within the industry, there are wide-ranging 
appendices including statistics on comparative advertising 
expenditure, leading advertisers, leading advertising agencies, 
nded reading 





famous advertisements and re 


Published October 1998, £10.99 





Pocket Asia 


By the end of the century nearly two-thirds of the world’s 
population will live in Asia, home where some of the most 
impressive economic growth in history is occcuring 

This well-established, highly readable analysis supported by 
ts wealth of hard facts and figures, has been updated and 
revised follawing the economic shocks that hit many 


countries in the region in 





e 1997, and provides a uniquely 


compact and comprehensive view of the 51 countries that 





make up Asia today 


New edition, published September 2001. £10.99 


Pocket Economist 


Pocket Economist covers the essentials of economics and 

its terminology with typical Economist clarity. It explains 

the nuts and bolts of how what has been called the 

“dismal science” works and, more importantly, how it works in 





practice. Introductory essays cover such topics as the right 
level of inflation, the importance of free trade, the rights and 
wrongs of fixed exchange rates and the prospect for growth 
These are followed by an extensive A-Z of economic terms and 
Jargon from Absolute advantage and Acid test, through Hot 
money and Hedging, to Velocity of circulation and Yield gap. 


Published September 2000. £10.99 


Pocket Europe in Figures 


This companion to Pocket World in Figures presents a definitive 
picture of the 48 countries that make up Europe today-from 
Austria to Albania, Germany to Georgia, the UK to Ukraine 

If you require up-to-date information about Europe today, on 
subjects as diverse as the environment, population, the 

trade, transport, tourism, government and 
sorbing or authoritative source 


economy, busine 





society, there 15 





more 





than The Economist Pocket Europe in Figures. 


New edition, published September 2001. £10.99 











Marketing 





Pocket Finance 


Pocket Finance outtines the complexities of financial 

concepts and practice, through essays on fashions in finance. 
tracking savings, institutional responsibilities, the impact of IT 
on financial services and the convergence of corporate 
finance. The comprehensive A-Z of terms covers all aspects of 
finance from Accrual rate and Asset cover, to Tombstone and 
Zero-based coupon, Concise and accessible for anyone who 
wants to understand today’s financial world 


Published September 1999. £10.99 





Pocket Internet 


This fully updated edition of Pocket Internet offers an 
essential quide to the Internet from A-Z. It describes the 
forces controlling this rapidly evolving phenomenon and 
provides valuable insight into how the Internet works, where 
it might lead us and why it matters. It includes: an extensive 
A-Z of key terms, acronyms and jargon; essays on the origins 
of the Internet; the technology behind it and the way it is 
changing business and society. 


New edition, published September 2001. £10.99 


Pocket Investor 


The investment business continues to become increasingly 
sophisticated by the day as new products are created, faster ways 
of selling them are established and trading levels rise steadily. 

To anticipate the markets and profit from them now requires more 
skill and analysis than ever before. Pocket Investor leads you 
through the complexities and terminology of the investment 
world, with concise essays on the subject, an A-Z of the key terms 
and concepts and wide-ranging appendices including stockmarket 
returns, the performance of the majar stockmarket indices, bond 
returns and investment formulas. 


Published September 2000, £10.99 


Pocket Marketing 


This new edition of Pocket Marketing looks at the latest and most 
successful marketing strategies and campaigns and provides 
practical and comprehensive advice on how and when marketing 
works. Concise essays cover the impact of the Internet, the value 
of brands and the changing nature of advertising. There is an A-Z 
section defining marketing concepts and key terms, such as 
Attributes and Concept testing through Get-a-lifers, all the way to 
Psychographics and Viral marketing. Appendices include details of 
leading brand names and advertising agencies, 


New edition, published September 2001, £10.99 


Pocket MBA 


Written in a relaxed and amusing style, Pocket MBA shoots down 
many of the pompous explanations favoured by weightier tomes, 
It clearly defines the essentials of management theory in a handy 
and accessible fashion, Concise essays cover management, 
education and the role of the MBA, and the advantages it brings 
in the job market. The A-Z deals with topics from Economies of 
scale to Di 
planning. 








rsification, Information Technology and Corporate 
‘ocket MBA also contains diverse lists, features and 
appendices, and includes information on the leading business 
schools, management consultants, books and journals. 


Published September 2000. £10.99 


Pocket Books 





Pocket Money Pocket Strategy 


Strategic thinking and planning are essential for every 
Cratar business. A company’s strategy must cover every aspect af its 
oad trategy existence from what it sells and to whom, and from how it 
organises its finances to whom it employs. 

This comprehensive, authoritative guide contains essays on 
strategic issues of the 21st century, approaches to managing 
growth, management consultants and a strategy for the 
environment. The A-Z section provides a handy reference toot 
for key terms and concepts. 


New edition, published September 2001. £10.99 


This is a concise guide to what has been said to make 

the world go round. From barter right through to cyber 
money, it presents thousands of fascinating facts and 
figures about the world of money. It cavers such diverse 
topics as the use of salt and shells as money, money 

supply and notes and coins in circulation, foreign exchange 
and future markets, credit cards and e-commerce. 

If you want to know how rich King Croesus was or what the 
pound or dollar is worth today compared with 50 years 
ago, it’s all in Pocket Money. 


Published September 2000. £10.99 








Pocket Negotiator Pocket World in Figures 


Pocket Negotiator offers clear advice on the essentials of 
negotiation: how to handle difficult negotiations, dealing 
with those among us who want something for nothing, how to 
recognise and counter ploys, and even how to effectively seek 
a pay rise. The comprehensive A-Z section details all those 
subjects relevant to the negotiator. 


New edition, published September 2001. £10.99 


The 2002 edition of this annual best-seller has been 
completely updated, revised and refreshed, with expanded 
coverage that includes features on the euro-zone, and more 
on the Internet and the environment. As regulars will know, 
it contains rankings on more than 200 topics in subject areas 
as wide-ranging as geography, population, business, the 
economy, trade, transport, finance, industry, demography, 
the environment, society, culture and crime. So if you want 
to know the highest mountain or longest river; where 
economic growth is fastest or inflation is highest, or where 
the heaviest drinkers and smokers are, there is no better 
source than this handy compendium of facts and figures. 


2002 edition, published September 2001. £10.99 





New titles and new editions will be despatched once published. 
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IBM WebSphere costs 
7 times Oracle9/AS 


Oracle9/AS IBM WebSphere 


Application Server $80,000 $140,000 
Cache included $32,000 
Reporting included ; not available 
Ad Hoc Query included not available 
Portal included $272,000 
Workflow included $140,000 
Email ‘included $6,000 


Total $ _ 80,000 590,000 


Source: IBM price list 


Interesting 


~ ORACLE 


SOFTWARE POWERS THE INTERNET” 





Cost comparison between Oracle9/AS Enterprise Edition and oracle.com 
IBM WebSphere Enterprise Edition, on IBM's cool new Netfinity 7100. 


Copyright & 2001 Oracle Corporation. All rights reserved. Oracle. is a registered trademark, and Ssfiware Powers the internet ig a trademark or registered trademark of Oracle Corporation. 
Other names may be trademarks of their respective awners. 


Hong Kong tested by Li Shaomin 
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The Golkar's comeback in Indonesia 


‘A world recession? 
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LET US TAKE YOU TO THE HOME OF THE BLUES. Singapore Airlines now offers | 


only same-plane service from Singapore to Chicago, Home of the Blues. The service departs |: 
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evening from Singapore and arrives mid-morning in Chicago, which means you have a full day ahe 


to discover and take in the sights of one of the world’s most vibrant cities. You'll fly on our ne 


www. singaporeair.com 





yacious Jubilee 777ER aircraft with improved comfort in Raffles and Economy Class. And with 


risWorld you can choose from over 90 inflight entertainment options, including audio-video on 
mand, the latest Nintendo Gateway Game Boy” and multi-player ‘ X 

z s 5 A great way to fly 
umes, all with the inflight service even other airlines talk about. SINGAPORE AIRLINES 


ARAB BANK GROUP BALANCE SHEET AS OF 30 JUNE 2001 AND 2000 





2001 2000 
USD ('000) USD ('000) 

Assets 
Cash and due from banks 7 631 836 6 766 311 
Government and trading securities 1 983 272 1 658 250 
Loans and advances, net 8 738 524 8 578 782 
Long-term investments, net 2 538 778 2 240 691 
Fixed assets, net 199 588 196 896 
Other assets 519 784 610 477 


Customers’ liability on guarantees, 


21 611 782 20 051 407 


letters of credit , and other contingencies 7 703 308 7 098 852 
Total i i 29 315 090 27 150 259 


Income statement for the period ended 30 June 2001 and 2000 





2001 2000 

USD ('000) USD ('000) 

Net interest and commission 339 482 294 939 
Plus: Foreign exchange trading 13 427 16 236 
Other income 22 249 32 145 

375 158 343 320 

Less: General and administrative expenses 167 073 159 708 
Net income before tax 208 085 183 612 
Income tax 40 901 34 144 
Net income 167 184 149 468 
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ARAB BANK GROUP 
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The largest 
Arab banking network 























2001 2000 
USD ('000) USD ('000) 

Liabilities and Shareholders’ Equity 
Customer deposits 15 086 001 14 386 700 
Bank deposits 3 406 526 2 733 639 
Other liabilities 1 040 145 1 004 687 
Total liabilities 19 532 672 18 125 026 
Minority interest 27 _ 273 27 253 
Capital 146 937 146 937 
Statutory reserve 145 558 126 941 
Voluntary reserve 333 263 289 553 
General reserve 1 123 429 1 032 961 
Reserves with associated companies 397 775 381 708 
Retained earnings 11 879 7 033 
Total 2 158 841 1 985 133 
Translation adjustments (107 004) (86 005) 
Total shareholders’ equity 2 051 837 1 899 128 


Total liabilities, minority interest and shareholders’ equity 21 611782 20 051 407 
Guarantees, letters of credit and 


other contingencies 7 703 308 7 098 852 


Total 29 315 090 27 150 259 


Net profit for the period ended 30 June 2001 and 30 June 2000 was included in “Other liabilities”. 
Sister, Subsidairy and Associated Compaines 


Percentage of 


ARAB BANK GROUP Ownership 

Arab Bank (Switzerland) - Zurich, Geneva Fully owned by Arab Bank Shareholders 
Arab Bank Australia Ltd - Sydney 100% 
Arab Bank (Austria) AG - Vienna 100% 
Arab Bank AG-Frankfurt, Germany 100% 
Islamic Internation! Arab Bank - Jordan 100% 
Arab National Leasing Company - Jordan 100% 
Arab Investment Bank S.A.L. - Beirut 66.6% 
Arab Tunisian Bank - Tunis 64.2% 
Arab Palestinian Investment Bank - Ramallah 55% 
Oman Arab Bank S.A.O. - Oman 49% 

Arab National Bank - Saudi Arabia 40% 
Arabia Insurance Co. - Lebanon 36.7% 
Commercial Building Co. - Lebanon 30.1% 


Call us at any of our following major centres: 


Amman (6) 4638161, Ramallah (2) 2982400, Bahrain (973) 549000, Frankfurt (69) 24259-0, 
London (20) 73158500, New York (212) 7159700, Paris (01) 45616000, Singapore (65) 5330055, 
Sydney (2) 93778900, Vienna (1) 5134240, Zurich (1) 2657111, Geneva (22) 7151211. 


www.arabbank.com 
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Israel assassinates 





Eight Palestinians, including 
two senior Hamas leaders, 
four other members of the Is- 
lamist group and two chil- 
dren, were killed in an Israeli 
attack in Nablus. America’s 
State Department condemned 
the assassination as excessive 
and provocative in unusually 
forceful language. 


The coalition led by Japan’s 
Liberal Democratic Party held 
on to its majority in an elec- 
tion to the upper house of par- 
liament. Before Junichiro 
Koizumi’s election as party 
president in April, the party 
had looked certain to lose. 


In a setback for the United 
States’ war on drugs, a Co- 
lombian judge ordered a halt 
to an increasingly controver- 
sial scheme to spray coca 
fields with weedkiller. He 
later said that his ruling ap- 
plied only to Indian reserva- 
tions. Officials said that 
spraying elsewhere would 
continue. In Canada, new 
rules were introduced to allow 
marijuana to be used for some 
medicinal purposes. 


America’s economy grew by 
a sluggish annual rate of 0.7% 
in the second quarter. Con- 
sumer spending advanced 
2.1% but business investment 
crumbled, falling by 13.6%, its 
biggest fall for nearly 20 years. 
The National Association of 
Purchasing Management in- 
dex slid again in July, signal- 





ling that manufacturing 


activity had declined. Big com- 


panies’ profits fell by 67% in 
the second quarter compared 
with a year before, the largest 
fall for more than a decade. 


i Japan's industrial production 
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Source: National statistics 


Japan’s economic problems 
worsened. Industrial produc- 
tion fell by 8.7% in June com- 
pared with a year ago. 
Consumer spending fell by 
3.3% in the same period. Un- 
employment in June stayed at 
a record high of 4.9%. The Nik- 


kei 225 stockmarket share aver- 


age hit its lowest point for 16 
years. 


Russia showed capitalism’s 
old hands the way. The eco- 
nomics ministry claimed the 
country had enjoyed strong 
growth of 5.4% in the first half 


of the year, a little ahead of es- 


timates, though no match for 
last year. 


No to clones, yes to drilling 
The American House of Rep- 
resentatives approved a com- 
prehensive ban on human 
cloning, even for scientific re- 
search, and promised stiff 
penalties for those caught 
flouting it. The House also 
voted to retain rules that will 
not allow President George 
Bush to relax the permitted 
amount of arsenic in drinking 
water. 


Congress delayed plans to 
hold a vote to give Mr Bush 
trade-promotion authority 
(known as fast track) until the 
autumn. 


Better news for the president: 5. 


the House approved Mr 
Bush’s energy plan, including 
a scaled-back version of his 
controversial proposal to al- 
low drilling in a wildlife ref- 
uge in Alaska. 


Mr Bush broadly accepted rec- 
ommendations for election 
reform put forward by two 
former presidents, Jimmy Car- 
ter and Gerald Ford. The pro- 
posals were designed to avoid 
more confusions like last 
year’s ballot-counting debacle 
in Florida. 


Blair in Argentina 

As part of a wider Latin Amer- 
ican trip, Tony Blair became 
the first British prime minister 
to visit Argentina, with which 
Britain has a territorial dispute 
over the Falklands. Mr Blair 
praised Argentina’s austerity 
plan, aimed at avoiding a debt 
default. Earlier, in Brazil, he 
had offered to support efforts 
to free farm trade. 


Guatemala’s armed forces 
demonstrated their continuing 
power. A prosecutor who in 
June put senior army officers 
behind bars for the murder of 
a bishop was forced to flee 
into exile. 





Alejandro Toledo was sworn 
in as Peru’s new president, 
completing a transition to de- 
mocracy after the overthrow 
of Alberto Fujimori’s authori- 
tarian regime. He promised a 
“war on poverty”. 











D - 7 
Over 10é@athletes competing 
ithe Francophone Gates 
in Canada applied for asylum. 
The games are designed to 
promote cultural as well as 
sporting unity among French- 
speakers. 


Summit talks 

As evidence mounted of po- 
lice brutality at the G8 sum- 
mit in Genoa, Italy’s right and 
left argued furiously over the 
blame. Several inquiries may 
uncover the facts. Several po- 
lice heads already look likely 
to roll. The guilty, if any, 
would be punished, promised 
the government. 





Spain's prime minister, Jose 
Maria Aznar, met Juan Jose 
Ibarretxe, would-be separatist 
premier of the country’s 
Basque region. No meeting of 
minds, but even a meeting, 
with mutual respect, was a 
step ahead. 


The war-crimes tribunal at 
The Hague found Radislav 
Krstic, a former Bosnian Serb 
general, guilty of genocide for 
his role in the murder of 
nearly 8,000 Muslim men and 
boys at Srebrenica in 1995. He 
was sentenced to 46 years in 
jail. It was the first conviction 
for the gravest of crimes the 
court can try. 


Western mediators sweated 
on to arm-twist rival Macedo- 
nians into a peace deal. They 
claimed to have achieved a 
deal on the use of the Alba- 
nian language. 


+ The governments of Britain 
and Ireland gave Northern 
Ireland’s not-quite-warring 
factions a plan meant to re- 
view the moribund peace pro- 
cess. Protestant terrorists shot 
dead a Protestant youth 
among his Catholic friends. 


The right to party 






The leader of Australia’s 
right-wing One Nation party 
appeared in court accused of 
illegally registering her party 
and subsequently accepting 
A$500,000 ($260,000) in elec- 
toral finance. She denies the 
charges. 


The government of Kazakh- 
stan won praise for abolishing 
exit visas. 


Kim Jong Il, reclusive leader of 
North Korea, took a long train 
ride to Moscow. 


The sanctions regime against 
Afghanistan was tightened. 
UN monitors will be posted at 


its border with Pakistan to en- 
sure that no military supplies 
get through. 





China charged yet another 
Chinese-born American, Wu 
Jianmin, with spying. 


Zimbabwe's favourite party? 
ZANU-PF, Zimbabwe’s ruling 
party, won a by-election at 
Bindura with an increased 
majority. It was seen as atest 
of opinion before next year’s 
presidential election. 


At least nine civilians were 
murdered in the diamond area 
of Sierra Leone, apparently 
by a splinter group of the rebel 
Revolutionary United Front, 
which has signed a ceasefire 
with the government. 


A businessman, Fradique de 
Menezes, won a presidential 
election in Sao Tome and 
Principe, beating a former 
Marxist president. 


Tyres to telecoms 

In a surprise move, Pirelli, 
best known as a tyres and ca- 
bles company, and the Benet- 
ton family, owners of a 
clothing firm, wrested control 
of Telecom Italia by purchas- 
ing a 27% stake in Olivetti for 
€7 billion ($6.2 billion). The 
deal gives them a 55% stake in 
Italy’s giant telephone com- 





pany, which has a market cap- 
italisation of €70 billion. 


NaSSUS 


America’s Department of Jus- 
tice threatened to sue to pre- 
vent a $4.3 billion bid by 
United Airlines, America’s 
second-largest carrier, for US 
Airways, the sixth largest. A 
merged firm would have con- 
trolled more than a quarter of 
America’s domestic market 
raising fears that competition 
would be further eroded. 


A federal appeals court in 
America rejected Microsoft's 
request for it to re-examine its 
ruling that the software giant 
had illegally “co-mingled” 
computer code in its Internet 
Explorer browser and Win- 
dows operating system to pro- 
tect its monopoly. 


America’s Federal Trade Com- 
mission cleared PepsiCo’s $14 
billion takeover of Quaker 
Oats, but only just. An investi- 
gation into whether the deal 





Another view 








would hamper competition in 
the soft-drink market was 
closed after regulators split 
evenly along party lines. 


GE Capital, the finance arm of 
General Electric, paid $5.3 bil- 
lion for Heller Financial. The 
acquisition strengthens GE 
Capital’s corporate-finance 
business and gives it a base for 
expanding in Europe. 


Investors in two Internet 
firms, Amazon.com and 
eBay, are suing a Wall Street 
analyst, Mary Meeker, and her 
employer, Morgan Stanley, for 
bullish recommendations of 
Amazon and e-Bay shares, 


Chips are down 

Japan’s NEC, the world’s third- 
largest chip maker, responded 
to the precipitous decline in 
world chip demand by an- 
nouncing the it would lay off 
some 4,000 workers, 2.5% of 
the total. The cuts will be 
made at plants outside its 
home market. 


Pearson, a British media 
group (and owner of 50% of 
The Economist), said it would 
struggle to hit its profits targets 
for the year. After an advertis- 
ing slump, pre-tax profits for 
the first half were just £5m 
($7.2m). However, Pearson 
claimed that healthy growth 
at its education and publish- 
ing arms would help it ride 
out the downturn better than 
most rivals. 


Pre-tax profits of British 
American Tobacco increased 
33% to £936m ($1.3 billion) in 
the first half compared with a 
year ago. As the world econ- 
omy worsens, some Europe- 
ans turned to BAT’s soothing 
products for solace. 


Citing world economic slow- 
down, the Bank of England 
made a surprise quarter-point 
cut in interest rates to 5%. The 
drop was not widely expected 
because of buoyancy in Brit- 
ain’s retail spending and in its 
housing market. The European 
Central Bank left its key rate 
unchanged at 4.5%. 

Other economic data and news 
can be found on pages 82-84 
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Japan’s great hope 


The country’s maverick reformer, Junichiro Koizumi, now has a popular mandate. He must use it 


"T WAS able to overcome the 
first obstacle” was Juni- 
chiro Koizumi’s sober take on 
his election victory on July 29th. 
This was modest: his achieve- 
ment was little short of as- 
tounding. In the three months 
since he became leader of Ja- 
pan’s Liberal Democratic Party (LDP), the wavy-haired, trend- 
ily clad Mr Koizumi, whose predecessor was driven from office 
by dismal opinion-poll scores, has notched up approval rat- 
ings of over 80% and translated them into an impressive 65% 
of the contested seats for his ruling coalition in the upper- 
house election last Sunday. Before he took over, most people 
had expected the coalition to lose its upper-house majority. 
Some even spoke of the extinction of the venerable LDP, 
which has held power for all but ten months since 1955. 

Yet Mr Koizumi’s downbeat assessment was realistic too, 
because his real problems are only now beginning. He actu- 
ally has to do something to try to revive the world’s second- 
largest economy, which has lain flat on its back for almost a de- 
cade, rather than just talking about it. This is hardly a propi- 
tious time to take the task on, given that the rest of the 
world—including, most notably, Japan’s biggest export mar- 
ket, the United States—is also now in, or close to, a recession. 
For that reason, though, Mr Koizumi'’s success or failure mat- 
ters more than for any recent Japanese prime minister. 

The outcome will depend most of all on the pr itself. Its 
dinosaurs, the ones who have steadfastly opposed ending the 
feather-bedding of privileged (and duly appreciative) groups 
like Japan’s farmers, builders, utilities and banks, have been 
pretty quiet up till now; after all, there was an election to win. 
But perhaps they have not really believed themselves to be un- 
der threat. After all, Mr Koizumi has been pretty vague about 
most of his reforms. And the dinosaurs know, as Mr Koizumi 
knows, that he won the LDP presidency against the wishes of 
most of his own parliamentary party (see pages 21-23). Yet, 
strong though the old guard is, Mr Koizumi has strength of his 
own. He is so hugely popular that it would be politically risky 
for anyone to be seen to be too obviously frustrating his plans. 





The pain won’t hurt too much 

Japan's recent political history is littered with the corpses of re- 
formers, swept in on a wave of hope only to be swept out 
again when those hopes were dashed. The voters may say 
they want change, but they have shown no great taste for the 
discomfort that tends to go with it. 

Will Mr Koizumi fare any better than others before him? He 
has certainly not been shy about promising pain. Throughout 
the election campaign he stressed his theme: “reform with no 
sacred cows”. And few would deny that sacred cows, herds of 
them, need slaughtering. A list would include the building in- 
dustry, relentlessly protected and propped up by public 
spending, agriculture, also hideously protected, as indeed are 
service industries of all kinds. Perhaps top of the list would be 
the utilities, among the world’s most expensive and cosseted, 


whose inefficiency throttles economic activity at every level. 

Economic recovery, however, will demand more than a 
wholesale opening up to competition. It will require, in par- 
ticular, action on the country’s huge stock of dodgy debt. The 
government itself says the banks have ¥150 trillion ($1.23 tril- 
lion) in bad or doubtful loans on their books. Yet Mr Koizumi 
has said little about what he would do about it. Current plans 
talk of dealing with only ¥13 trillion. A far more ambitious pro- 
gramme is needed, one that will in effect nationalise the un- 
sound banks temporarily, while regulators hive off their bad 
loans and then sell whatever good bits remain of the banks to 
help cover the cost. Until that happens, the normal lending 
and borrowing on which any economy depends will not re- 
sume, and neither households nor companies will regain the 
confidence to start spending money again. 

Lots of pain; and a purge of the banks. It sounds worthy. 
But the risk is that this could just make a weak Japan even 
weaker, by intensifying deflation and raising unemployment. 
It is worryingly reminiscent of the early 1930s in America, 
when following the 1929 Wall Street crash the consensus fa- 
voured “liquidation”—ie, pain and a purge—accompanied by 
tight money in order to enforce “discipline”. What followed 
was the Great Depression. 


...-if everyone goes on a spending spree 

That danger means that demand must also be boosted, even 
while Mr Koizumi’s supply-side purge is under way. The rigidi- 
ties in its banks, utilities and service industries are not Japan’s 
only problem: as bad is a systemic deficiency of demand, 
rooted in the asset-price collapse of the early 1990s, since 
when some property prices have fallen by 80%. Individuals 
and companies who have seen their net worth so badly 
eroded save more and spend less. 

Japan has already tried one kind of demand-management: 
vast extra spending on public works that have littered the 
landscape with roads leading nowhere, bridges no one 
crosses and airports that lie idle. About $1 trillion has been 
pumped into the economy in this way over the past decade. 
An alternative way to stoke demand would be to cut taxes, but 
the scope for doing so is limited by the huge budget deficit, 
which stands at over 130% of GDP. 

There is, however, another way to do it: a much looser 
monetary policy. Interest rates are at zero, and cannot be cut 
further. But the Bank of Japan could buy in much more gov- 
ernment debt, reducing its stock and in effect printing more 
money. The problem is that its governor, Masaru Hayami, is 
reluctant to do so on the scale required: he fears inflation, and 
thinks, like his 1930s American forebears, that loose money 
will erode the incentive for structural reform. It is Mr Koizumi’s 
task to persuade him he is wrong. Failing that, he should seek 
his removal, pointing out that, independent though the bank 
may be, Mr Hayami has failed in his duty to achieve price sta- 
bility. All this is a tall order for any prime minister, not least 
one whose relations with his own party are still evolving. But 
unless Mr Koizumi is bold, Japan’s deflation will only con- 
tinue, and with it today’s national despair. m 
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Spain and the Basques 


Half a step forward 







The national and regional leaders have met, in discord butin mutual respect 


HE prime minister of Spain 

met the head of one of its 
most important regional gov- 
ernments this week. So what’s 
new? The answer is, this was. 
Since early last year, the prime 
minister, Jose Maria Aznar, and 
his People’s Party (pp) had 
treated the Basque Nationalist Party (PNv) and the Basque 
government that it ran almost as pariahs, damning them as 
too soft on, if not actually in league with, the Basque-separatist 
terrorists of ETA. Though widely shared in Spain, that view 
was not fair to the Pnv, and even less so to the regional pre- 
mier, Juan Jose Ibarretxe. 

In a regional election in May, the Basques gave the centre a 
sharp rebuke. They slashed support for ETA’s real political 
friends from 18% (in 1998, after the gunmen had called a cease- 
fire) to 10% (now that, since early 2000, they were back killing 
again). But disgust at murder did not drive the voters to the PP; 
they gave the Pnv, with a minor ally, 43%, up from 37% in 1998. 
Wisely, Mr Aznar has drawn the political lesson. He remains 
convinced, rightly, that the fight against ETA must be the first 
priority in the region; he is as hostile as ever to the separatism 
espoused by the Pnv. But, with whatever doubts, he is now 
ready to treat Mr Ibarretxe, strengthened by the vote, as what 
he is, the region’s elected premier and a potentially valuable 
ally, not a covert enemy, in the fight against ETA. 

That is how things should be in a democracy between the 
centre and any lower-tier government of a different political 
colour. They do not have to love each other, but they do owe it 
to the voters, and to the constitution, to live in mutual respect. 

Mr Aznar does, however, deserve some understanding. He, 





Israel and the Palestinians 


Self-licensed to kill 


like almost all Spaniards, fully accepts the constitution. The 
PNV does not. It opposes ETA’s gunmen, but it shares their 
long-term aim, independence. Hence the discord at this 
week’s meeting. Under a special arrangement made when 
Spain’s regions got their own governments, the Basque region 
is entitled to even wider powers than others. Not all have yet 
been devolved to it. It controls most taxation, and keeps the 
proceeds; but it wants, for instance, to run social security too. 
The centre objects that this would lead to inequality among 
Spaniards of different regions. But its deeper objection is that 
Basque nationalists would take each transfer of functions as 


just another step towards ultimate secession. 


So when Mr Aznar and Mr Ibarretxe met, there was—for all 
the ear-bending that King Juan Carlos too had just given the 
Basque premier—no meeting of minds. Mr Aznar put forward 
a list of notions for joint action against ETA, and got mainly 
“we'll look at it” answers. Mr Ibarretxe proposed a high-level 
political committee to study the way ahead for Basque self- 
government (not sovereignty), and got a firm no, on the 
ground that technical committees exist already. 

The meeting was valuable in itself, then, but hardly in what 
it led to. Yet it may lead to more. That certainly should include 
active co-operation from the Basque government against ETA. 
And from Mr Aznar? The pnv’s short-term demands and long- 
term dream will not go away just because he and most Span- 
iards dislike them. He could try minor concessions. Why not 
go the whole hog and allow a referendum on independence? 
Not a chance: whatever the outcome, he sees that as the start 
of a slippery slope, even if the constitution allowed it. Yet the 
curiosity is that the separatists would probably lose. They talk 
of the will of the people. Those of the Basque region gave Mr 
Ibarretxe 43% in May, not 51%. m 


Israel’s policy of assassinating Palestinians perpetuates a futile cycle of violence 


HE Israeli government's 

term is “pinpoint preventive 
actions against terrorists”. For 
Palestinians the policy is simply 
assassination. Over the past 
nine months, and in accelerat- 
ing numbers in the past few 
days, almost 40 Palestinians 
have been the victims of Israel's policy of picking off—by mis- 
sile attack, undercover forces, snipers or mysterious bomb 
blasts—men on its “wanted” list. Not all the killings are openly 
acknowledged by Israel: it denied responsibility, perhaps 
truthfully, for an explosion last weekend that claimed the lives 
of six activists from Yasser Arafat's Fatah faction. But there was 
no mistaking Israel’s hand behind the killing on July 31st of 





two top Hamas men in Nablus, together with six others, in- 
cluding two children. Why should there be? The cabinet is not 
bashful about its policy (see page 38). 

Israel justifies these extra-judicial killings as self-defence: 
the selected men, it says, were engaged in military activities 
against Israel, and they were killed because Mr Arafat had 
failed to fulfil his obligation to arrest them. About half the as- 
sassinated men have been Islamists, belonging either to Ha- 
mas or toa smaller militant group, Islamic Jihad. Most, though 
not all, of the others were from Fatah. The Palestinians argue 
that some of them, including some Hamas men, were politi- 
cally rather than militarily active, and that others were not in- 
volved in anti-Israeli actions at all. 

The Israeli army argues not just that the policy is a reason- 
able defensive tactic, but that it also has the effect of minimis- » 







+ ing collateral damage. The claim is plausible. Although by- 
standers sometimes die alongside the men under attack, 
assassination is plainly a more discriminate way of getting rid 
of somebody than lobbing a shell, or dropping a bomb, in the 
general direction regardless of who may be standing in the 
way. It is a consideration to which moral philosophers would 
certainly attach some weight. But the usual context of such a 
discussion would be that the two sides involved were at war, 
and therefore by definition intent on killing one another's mil- 
itants in the most efficient way they could devise. The barely 
remembered truth is that the Israeli government and the Pal- 
estinian Authority (PA) are supposed to be partners in a peace 
process and are, moreover, bound by a ceasefire. 

That is the point. The morality, and even the legality, of 
assassination can be argued about; its practical effects are al- 
most certainly dire. For a start, the killings provoke revenge, 
perpetuating a cycle of retaliation that can only lead to more 
bitterness and violence, more martyrs and suicide bombers. 
They also defeat the aim of Israel’s declared policy of getting 
Mr Arafat to arrest extremists. 

Under the arrangement brokered by George Tenet, the 
head of the cra, on June 13th, Mr Arafat has undertaken to ar- 
rest Palestinians who break the terms of the ceasefire—though 
he did not agree to Israel’s demand that he should arrest indi- 










viduals for earlier actions taken during the intifada, arguing 
that this should be part of some general sorting-out on both 
sides. Since the ceasefire, the PA has arrested about a dozen Is- 
lamists, not nearly enough to satisfy the Israelis. But whether 
or not Mr Arafat’s limited commitment was made in good __ 
faith has never been put to the test. Instead, it has been scup- 
pered by Israel’s decision to take direct action. For there canbe 
no question of the Palestinian leader ordering mass arrests as 
long as the Israeli government is blasting away at members of 
his own political faction, police and security forces. 


Things fall apart 

Where will it all end? In bloody disintegration perhaps. Is- 
rael’s prime minister, Ariel Sharon, calls it a policy of “self 
restraint”. But it involves a merciless hammering of the Pa = 
estinians, militarily and economically, which stops short only 

of the outright reoccupation of Palestinian-controlled terri- . 
tory. Israel offers nothing to balance the violence—no induce- a 
ments, no hope of political movement. Little wonder that the ae 
pA’s control is slipping away, and the power of local factions. 
growing fast. Mr Sharon claims this is not his aim. He insistshe _ - 
is not trying to undermine Mr Arafat and his authority. Per- a 
haps, but that is whatis happening. Without a change, the up. 
shot will be misery and violence on an even grander scale. w 

















Italian capitalism 


Flattering to deceive 


The latest takeover of Telecom Italia shows the flaws in Italy’s corporate culture 


WO years ago Italians 
watched agog as a hostile Ol- 
ivetti audaciously won control 
of Telecom Italia, a company 
five times its size. Roberto Cola- 
ninno, Olivetti’s boss, was the 
hero of the hour, applauded for 
challenging an elite that had 
long taken for granted its ability to carve up Italian industry. 
Now, to his chagrin, Telecom Italia is changing hands again. 
On July 28th Pirelli, a tyre and cables group, and the Benetton 
family, of fashion fame, announced that they had paid €7 bil- 
lion ($6.1 billion) to buy a 27% controlling stake in Olivetti, 
which in turn controls Telecom Italia. Deserted by his one- 
time backers, Mr Colaninno resigned, his pain no doubtallevi- 
ated by the fact that he received an 80% premium for his Oli- 
vetti shares. On the face of it, this was simply the new Italy in 
action. No company, however powerful and respected its 
owners, is immune to financial and industrial logic. Even long- 
established groups like Pirelli are free to shift their focus. 
Unfortunately, the closer one looks at the latest deal, the 
less flattering the picture becomes. Under Silvio Berlusconi’s 
premiership, Italy’s old industrial dynasties are reasserting 
their power over the country’s main economic assets. Just be- 
fore Pirelli’s move against Olivetti, the Agnelli family, along 
with France’s EDF, succeeded in taking over Montedison, a 
holding company the Agnellis intend to use to move their Fiat 
empire away from cars and towards energy and services. 
If such transactions were transparent and fair there would 
be few objections. However, both Fiat and Pirelli have acted in 














ways that suggest they care only for the interests of the fam- 
ilies that control them. Minority shareholders in Montedison 
and Olivetti have watched helplessly as powerful insiders 
have earned fat premiums by exchanging blocks of shares at 
above-market prices. Under Italian takeover rules, an acquirer 
need only launch a full bid once it has amassed a 30% stake, 
There is nothing particularly unusual in that. But Italy’s toler- 
ance of complex “cascades” of holding companies means that 
effective control can often be secured at a lower level—as in Pi- 
relli’s case—at the expense of small shareholders (see page 52). 


False dawns 
Even more worrying is that Italian industrialists see no pro~ 
blem with this and clearly intend to continue exploiting anin” 
adequate system of corporate governance. Announcing the 
Telecom Italia deal, Marco Tronchetti Provera, Pirelli’s boss, 
quipped that the Anglo-Saxon world, with its pension funds 
and mature financial systems, would criticise almost any Ital- 
ian takeover as unfair. So it would, and it would be right todo 
So. It is not just a question of a few whingeing overseas fund 
managers. By any measure Pirelli is embarking on a highly 
risky strategy. Shareholders who thought they understood the 
group must think again now that their shares have lost a good 
chunk of their value. If they behave like Pirelli, Italian firms 
will increasingly lose access to foreign capital. And foreigners 
will become increasingly leery of investing in Italy for fear of 
being hoodwinked by better-informed insiders. 

Two lessons stand out. The first is that apparently ground- 
breaking deals are not always what they seem. Think of Voda- 
fone’s hostile takeover of Germany’s Mannesmann last year. » E 










> Hailed as revolutionary, it was indeed a refreshing change 
< from the backroom deals that typify German capitalism. Butit 
~ has not caused a flood of similar transactions. Instead, it ral- 
lied German opinion against the European Union’s proposed 
takeover directive, which was recently voted down by the 
- European Parliament. Similarly, in retrospect Mr Colaninno’s 
- takeover of Telecom Italia, though daring, relied on political 
patronage from the then D'Alema government, which was 
none too keen to see its telephone giant swallowed by Deut- 
sche Telekom. And it was Mr Colaninno himself who created 
the cascade of firms that in the end proved his undoing. 

The second, more important lesson is that Italy still has a 
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modern economy. Above all, it must encourage stockmarket 
reforms that make it illegal to set up complex webs of holding 
companies. When Mr Berlusconi talks of the need for reform, 
this is the sort of thing he should have in mind. Already in the 
spotlight for the conflicts of interest that arise from his twin 
roles as political leader and business tycoon, what better way 
for him to counter his critics (apart from selling his own media 
empire, of course) than to tackle issues that are central to Ital- 
ian companies’ ability to compete for global capital? By his ac- 
tions he will reveal whether he is an old-fashioned business- 
man or a modern-minded reformer. w 












Cloning and stem cells 


The wrong road 


Fe years the United States 
has been torn apart by argu- 
ments about abortion. Now a 
| new and much more compli- 
cated series of questions about 
genetic science threatens to be- 
devil its politics. George Bush 
Í has already spent much of his 
summer agonising over whether to allow federal money to 
support promising-looking research into stem cells that have 
been extracted from embryos. Now, after a long, fraught and 
admirably passionate debate, the House of Representatives 
has voted for a bill that would ban all forms of human cloning. 
To establish our own prejudices from the start, The Econo- 
mist would rather that the House had set a moratorium on “re- 
productive” cloning (ie, the perilous business of making new 
humans), but allowed the therapeutic sort, which produces 
cells for useful research. We would also urge Mr Bush rapidly 
to approve federal money for stem-cell research. Stem cells are 
the genetic equivalent of a blank canvas: they can be encour- 
aged to grow into any sort of cell, and thus could prove invalu- 
able in helping to find cures for diseases like Parkinson’s and 
Alzheimer’s. Yet the real lesson of the current anguish in 
Washington, which should be heeded by both supporters and 
opponents of the various proposals, is the need for an inde- 
pendent regulator, similar to Britain's Human Fertilisation 
and Embryology Authority, to oversee genetic science. 


Unaccountable and unelected 
The Economist is not easily drawn to the idea of more regula- 
tion. But genetic science is a special case. Begin by accepting 
that this is a debate in which, for everybody except those on 
the ideological extremes, the ethics are nearly as complicated 
as the science itself. For instance, some anti-abortion conser- 
vatives, notably the pope, oppose any stem-cell research that 
involves destroying an embryo. But many other anti-abortion 
activists, including Tommy Thompson, Mr Bush's health 
secretary, think that the research will save lives; and that, al- 
though it may be possible to extract stem cells from adults, em- 
bryos, for the moment, represent the best source. 

Similarly, on cloning, some congressmen felt that it would 
be impossible to legalise therapeutic cloning in a way that did 


The United States is making a muddle of the ethics of genetic science 


not leave the door open for people to do reproductive cloning. 
That is probably wrong; the proposed British system, in which 
cloned “therapeutic” embryos are allowed to exist for only 14 
days, could work. But the scientific process is the same, so itis 
not easy to draw the distinction. 

Similarly wavy lines exist in nearly all the different forms 
of genetic science, from genetic testing for insurance to pre- 
birth genetic modification. This is worrying, not least because 
most scientists are keen to push ahead on all fronts, while 
most voters remain nervous about such advances. Opinion 
polls show that most people oppose the idea of “giving the 
green light to mad scientists to tinker with the gift of life”, as 
one Republican congressman putit this week. 

Given these complications, America’s current regulatory 
system is a mess. The government's only source of control is 
through the money it spends. That gives it considerable clout 
in the industry: its reluctance to spend money on stem-cell re- 
search has already persuaded some American scientists to go 
to (more liberal) Britain to do their research. 

But all this still leaves scientists pretty much free to do what 
they want, so long as they use private money. One cultis try- 
ing to clone humans; a company recently announced plans to 
harvest embryos; another firm is offering a service for couples 
to choose the sex of their child; and so on. In this particular 
area, American public opinion is surely unlikely to accept the 
idea that something should be allowed to go ahead merely be- 
cause it is in the private sector. The odds of producing a 
healthy child through reproductive cloning are tiny. 

It is here that an overseer similar to Britain’s HFEA, a panel 
of scientists and ethicists accountable to parliament, would be 
useful. Why not trust Congress to set these limits itself, rather 
than devolving the power? Some of the reasons were on dis- 
play this week. The science in many parts of biotechnology is 
moving much faster than politicians can grasp. There is also 
the danger that politicians will jump for broad, panicky pro- 
posals—such as the bill passed this week—when subtlety and 
some experimentation is needed. And of course there is the 
poison of the abortion debate to avoid at all costs. 

Most of the arguments about genetic science cut across the 
standard battle-lines between conservatives and liberals. If 
Mr Bush and Congress can keep it that way, America will gain. 
So far, the prospect does not look promising. & 
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A CLASSIC 
EXPERIENCE 







A truly classic hotel, 
centrally located, in the 
business district with 
very comfortable newly 
renovated guest rooms, 
Four fine restaurants, 
outdoor garden pool and 
a wide range of facilities 
for business visitors. 
Including ten well 
equipped meeting and 
function rooms. Plus 
friendly efficient service 
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Bn d s E TAWANA 


io = RA MADA. 


The Tawana Ramada is noted for its decorativ e elegance and regular upgrading of its amenities and facilities for the benefit of its guests BANGKOK 


80 Surawongse Road, 
Bangkok 10500, Thailand. 
Tel : (662) 236-0361 

Fax : (662) 236-3738 
Email : twn99@loxinfo.co.th 
Web : www.tawanahotel.com 
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“THE CFA PROGRAM SETS THE 
STANDARD OF ETHICS FOR THE ENTIRE 
INVESTMENT PROFESSION.” John B. Neff, OFA 





Around the world, investment professionals and investors alike recognize the 
value of the Chartered Financial Analyst™ (CFA") designation. When you choose a 
CFA charterholder to manage your investment portfolio, you’re choosing 


; i i apBtey™ 
someone who has made a commitment to lifelong ethical conduct. l 





Through their membership in the Association for Investment 
Management and Research (AIMR), charterholders are held to a 
stringent Code of Ethics that means always putting clients’ interests 
ahead of their own. Whether you're looking to invest for yourself or on behalf of 
your organization, choose an investment professional who has earned the globally 
recognized standard of excellence. Choose a CFA charterholder. 


North America: 1-800-247-8132 
Hong Kong: 852-2868-2700 
Outside North America: 1-804-951-5499 
e-mail: infohk@aimr.org 
www.almrorg email: info@aimr.org 


SETTING A HIGHER STANDARD FOR INVESTMENT PROFESSIONALS WORLDWIDE” 
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Customer relations 


sir ~- You have succumbed to 
some of the mythology and 
hype long promulgated by 
marketing consultants and 
most academics, who should 
know better (“Keeping the cus- 
tomer satisfied”, July 14th). 
There is little evidence that 
customers actually behave in 
the ways those peddling so- 

_ called loyalty schemes would 
have us believe. Most custom- 
ers, particularly for often-pur- 
chased consumer goods, see 
no great difference between 
competing brands and actu- 
ally buy from a repertoire. 
This has been established for 
over 30 years from extensive 
research. Just think of your 
petrol buying over six 
months. Customers are not 
naturally “brand loyal”, so to 
try to change this is foolhardy. 
Few, if any, companies have 
actually done it. 

Why are people in busi- 
ness schools not taught this? 
Because the American market- 
ing academics who write the 
textbooks are either unaware 
of this British research or find 
it too awkward. Their notions 
of “segments” and “niche- 
brands”, (also non-existent— 
they are just small-volume 
brands that are bought by few 
people not so often) would 
have to be thrown out of text- 
books and consultants’ 
presentations. Also, you sug- 
gest that firms should aim to 
“tie in the most valuable cus- 
tomers with keener prices.” 
Why give a discount to people 
who are obviously finding 
what you do to their liking, 
and paying for it? 

DAVID CORKINDALE 
University of South Australia 
Adelaide 


SIR - Customers of upmarket 
cars are conditioned to wait, 
taking that as a sign of crafts- 
manship and scarcity value. 
Equally, customers of mass- 
market cars have been condi- 
tioned not to wait. They get a 
better deal if they take what is 
in stock and they avoid the 
uncertainty of ordering from 
the factory. The system sells 
cars from stock for a lower 
price even though they entail 
much higher costs than those 


built to order. 
Research by the Interna- 
tional Car Distribution Pro- 
gramme shows that customers 
will wait if they are given an 
exact and reliable delivery 
date and rational rather than 
perverse incentives. Although 
based on European experi- 
ence, this insight is also rele- 
vant to America, which 
currently operates the most 
wasteful stock-based selling 
system for cars. Shifting to 
mass customisation does re- 
quire changing the condition- 
ing of customers, and this in 
turn requires a change in be- 
haviour and incentives for 
salesmen in dealerships and 
in what the car firms build. 
The prize, in terms of con- 
sumer benefit and system effi- 
ciency, is certainly large 
enough, especially for those 
who get there first. 
JOHN WHITEMAN 
Project director 
ICDP 
Solihull, West Midlands 


Bertie and the bomb 


SIR ~ Your review of “The Se- 
lected Letters of Bertrand Rus- 
sell” (“Love, Bertie”, July 21st) 
states that the book’s editor, 
Nicholas Griffin, “scotches, for 
example, the often repeated 
claim that Russell once advo- 
cated a pre-emptive nuclear 
strike against the Soviet Un- 
ion.” Let me unscotch it. I was 
in the audience at the public 
meeting at which Russell ad- 
vocated precisely this, and it 
made a big impression on me 
at the time. The occasion was 
a gathering organised by some 
peace-loving foundation 
whose name I forget (my re- 
cords are in store at present), 
held in 1948 or thereabouts, in 
the still roofless hall of West- 
minster School, of which! 
was then a pupil. When, some 
20 years later, I recalled the 
event in the Spectator, which I 
then edited, I received (and 
published) a letter from the 
man who had organised the 
meeting. He corroborated my 
account and added how sur- 
prised and shocked he had 
been at Russell’s proposal. 
Needless to say, Russell ad- 
vocated a pre-emptive nuclear 


grounds. In a nutshell, he 
pointed out that at the time 
the Soviet Union did not yet 
possess a nuclear capability 
but that it would very soon do 
so, after which all history 
made it clear that sooner or 
later there would be a nuclear 
war between the two super- 
powers that would be infi- 
nitely more devastating than 
either of the two world wars 
through which he had lived. 
The only sure way of prevent- 
ing this Armageddon, he con- 
cluded with remorseless if 
unpalatable logic, was for 
America to launch a nuclear 
attack on the Soviet Union be- 
fore it acquired the bomb: 
after that it would be too late. 
LORD LAWSON 

London 


Health of nations 


sir - You say that “by accept- 
ing a mixed system, based on 
social insurance, rather than a 
taxation-based system in 
which the government is over- 
whelmingly the single buyer 
of health care, continental Eu- 
rope has succeeded in bring- 
ing more money into health 
care” (“Socialism in one coun- 
try”, July 14th). What does 
continental Europe have to 
brag about? What counts is 
whether the system delivers 
better value for money. Eng- 
land and France have similar 
records in terms of public 
health, so we pay two percent- 
age points of GDP more than 
the British in health spending 
for no palpable benefit. 

This should come as no 
surprise. The only check on 
the consumption of health 
services in France is the so- 
called “ticket modérateur”, ie, 
the fraction of health bills 
which is not covered by social 
security. Even though it does 
mean that more private 
money pours into health care, 
such a system is less likely to 
curb wasteful spending than 
more sophisticated methods 
such as fund-holding GPs in 
Britain. Indeed, studies by the 
Caisse Nationale d’Assurance 
Maladie, which finances 
health care in France, show 
that around 20% of medical 


strike on strictly humanitarian: 
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acts are unnecessary or even 
dangerous. Comparing the ef- 
ficiency of the French and Brit- 
ish systems would require 
much more detailed analysis. 
But it is certainly imprudent to 
suggest that our system is bet- 
ter because we pay more— 
whether the money is public 
or private. 

VINCENT CHRIQUI 

Paris 


sır ~- Real change in health 
care is not a matter of more 
public money pouring into 
the system. The last time the 
Swedish government tried 
this the results were poor. 
Change only takes place when 
you support competition 
among private contractors, 
bringing new ideas and proce- 
dures into publicly-financed 
health care. For ten years, in- 
habitants of the Stockholm re- 
gion have had access to a large 
number of alternative service 
producers. The system re- 
mains open to all but takes ad- 
vantage of the driving forces 
of private, profit-generating ac- 
tion. The outcome? Radically 
shorter waiting lists compared 
with “unreformed” parts of 
Sweden. Tony Blair’s govern- 
ment has actively monitored 
these efforts. 

JOHAN HIERTOVIST 

Timbro Health Unit 

Stockholm 





Tax-cut avoidance 


sır - Your article on the trials 
of the euro (“Trust or mistrust 
thy euro neighbour?”, July 
21st) notes that Ireland has 
been rebuked by the European 
Commission for cutting taxes 
in the middle of a boom and 
that Germany is now in diffi- 
culty arising out of tax cuts in 
the middle of an economic 
slowdown. Would it be too 
facile to conclude that tax cuts 
are never acceptable in the 
euro zone? 


SEAN GUERIN 
Dublin m 











Executive Focus 


Competitive salary + outstanding benefits 





TOTAL FINA ELF 


Gas Business Analyst 


Fast Track Opportunity into Global Energy 


THE COMPANY 


One of the world’s largest integrated energy organisations. 

Global presence with worldwide operations incorporating the 
exploration, production, refining, retailing and marketing of oil and gas, 
power generation and chemicals. 

Significant UK player with substantial asset portfolio, proven reserves, 
production capacity and major projects. 780 staff. 


THE POSITION 





Incorporating NB Selection 


Part of a high profile upstream Gas Business Team handling a substantial 
gas portfolio, 

Analyse potential and proposed changes in the regulatory environment, 
and formulate responses. 

Provide analysis of trends and projected developments in UK gas markets. 


. 


London 


Gather, manage and communicate industry data to underpin sales and 
investment strategies. 

Assess market patterns and forecast business trends. 

Overseas career opportunities, 


THE CANDIDATE 


Degree qualified in a business or numerate discipline with a minimum 
of five years’ experience in a commercial role. 

Highly developed analytical skilis with an ability to interpret data from 
a variety of sources. 

A good understanding of the dynamics of the energy market, ideally 
embracing gas sales agreements and infrastructure. 

Strategic vision, with ability to link market opportunities to production, sales 
and supply. Good planner. Flexible. Ambitious. 


Please send full CV, quoting reference AB204484 and an email contact address to Nigel Bradburn 
at Norman Broadbent Oil & Gas, 3 Albert Street, Aberdeen AB25 1XX. 
Fax. 01224 621337 Email ab3@normanbroadbent.net Tel. 01224 621011 


NORMAN BROADBENT 


A BARKERS NORMAN BROADBENT COMPANY 


>> 


DIL & GAS 
ISO 9002 Registered 





WWW. NORMANBROADBENT. CIM 
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UNITED NATIONS RELIEF AND WORKS AGENCY 
FOR PALESTINE REFUGEES IN THE NEAR EAST 
(UNRWA) 


is seeking to employ a: 














Personal Assistant to the 
Commissioner-General, 


GS-6, HQ/Gaza 


For detailed information, please refer to UNRWA 
website http: www.unrwa.org/ 


APPLICATIONS: 
The UN Personal History Form can be printed out and 
faxed to (+972 8) 677 7694, or mailed to: Head, 
Recruitment Section, UNRWA HQ Gaza, via UNRWA 
HQ Amman, P.O. Box 140157, Amman 11814, Jordan. 
Resumes (CVs) can be emailed to: unrwa-ahr@unrwa.org 


Please quote ref.#VN/M/19/2001. The deadline for 
receipt of applications is 21 August 01. 





The. Organization.for Security and Co-operation in Europe is engaged in 


early warning, crisis management, conflict prevention and post-conflict 
rehabilitation, The Secretariat based in Vienna is looking for 


Co-ordinator of OSCE 
Economic and Environmental Activities 


Occupying a senior position within the organisation, your role will be to 
strengthen the ability of the Permanent Council and the OSCE 
Institutions to address economic, social and environmental aspects of 
security. In implementing the mandate and relevant OSCE commitments, 
you will bring to the attention of the Permanent Council: and. OSCE 
Institutions, economic environmental and social issues. and 
developments, including the causes and consequences which pose a 
threat to or might affect the security and stability in the OSCE area. 

You will need an advanced university degree in Economics or Business 
Administration, dynamic personality with result oriented approach and 
knowledge of principles of project management, a minimum of 15 years 
relevant experience, with progressively increasing responsibility in the 
application of political and economic principles to problems of national 
and regional economic and environmental development and their broad 
security implications particularly in the area covered by the OSCE. 
Excellent knowledge of English, including drafting skills is essential, a 
thorough knowledge of Russian and/or of other OSCE languages is 
highly desirable. 


Competitive salary and excellent benefits package. 
For full vacancy notice 56/01, please see our Website: 
http://www.osce.org. 
Please send your application by 10 August to OSCE Personnel Section, 
Kärntner Ring 5 ~ 7, A-1010 Vienna, Austria, 
or by fax: (+43-1) 514 36-96. 


Weigh up the possibilities 


Economist 
£45,540 pa inclusive 


he Greater London Authority is unique. It is the only strategic authority in the country with a directly elected Mayor. 
The scope of our remit is wide-ranging, aiming to lead the way for other authorities to follow, establishing a progressive, 
flexible, leading-edge work environment that will meet London’s needs. 


You'll be central to helping us achieve our goals. Working alongside Ken Livingstone, Assembly members and senior managers, 
you'll be advising on the short and long-term impact of their decisions on the Authority's strategies, Government initiatives and 
London’s.economy as.a whole. In addition, we'll also challenge you to develop and implement financial and economic modelling 
techniques that will enable the Assembly to meet and exceed the needs of Londoners. 


This is an extremely high profile role, where your economic evaluations and appraisals can mean the difference between 
projects getting off the ground, or not. That's why along with an MSc in Economics or equivalent experience within a 
comparably complex organisation, we'll also be looking for an impressive knowledge of UK and international systems 

of national ‘accounts and related economic statistics. Your ability to use IT applications to present key economic data in an 
accessible format is also vital. Above all, it will be your sharp economic insight and political sensitivity that will impress us 


above all else. 


For more details anda job application pack, contact the GLA recruitment team on 020 7983 4143 or 020 7983 4244, 
minicom 020 7983-4157 quoting reference FPSF05/ E, or e-mail Slajobs@london. gov.uk or visit our website at 


www.london.gov.uk 
Closing date for receipt of applications: 10 August 2001. 


GREATERLOND 


The GLA aims to represent the diversity of London i in its rečuitment 
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| CIMMYT is seeking to fill the position of Director General following the retirement of its current DG 


| headquartered in Mexico and affiliated with the Consultative Group on International Agricultural 
| Research (CGIAR). The Center's mission is to help the poor of the developing world by increasing 


| protecting mataral resources. CIMMYT has an annual budget of approximately US$ 38 million, and 
| a stali of over 800 based in Mexico and 18 other countries of the South. 


| The Center is a global leader in scientific research and training related to maize and wheat, and in 


j wwwegiarorg. 


l- Application process: 
| effort. Applications should be submitted by 15 October 2001 and include a covering letter, a 


7 professional referees. They should be marked confidential and sent by email to: Bourrier f 


| expérience best match the requirements of the position. 






cMMYE DIRECTOR GENERAL 


“aco International Maize and Wheat improvement Center (CIMMYT) 







in March 2002, CIMMYT is an internationally funded, non-profit research and training organization 








the productivity, profitability, and sustainability of maize- and wheat-based cropping systems while 








biotechnology, economics, and natural resource management research. These activities are 
conducted in partnership with national agricultural research systems, non-governmental 
organizations, and advanced research institutions, both public and private, in globally- and 
regionally-focused programs. 


The position requires a highly experienced professional who has: 

* a Ph.D. or equivalent in an agriculusrally-related biological or social science 

* a broad understanding of the biological and social sciences 

* an established reputation and substantial experience in managing scientific research programs 

* a clear vision of the role of agricultural research in meeting global development needs in 
the 21st century 
the ability to express that vision to international donors and partners 

* considerable experience in fund raising from conventional and non-conventional sources 

* leadership qualities to motivate a world-class multidisciplinary and multinational research team 












The candidate should possess excellent communication skills in written and spoken English, the 
ability to lead an interdisciplinary team, and sensitivity to diverse cultures and nationalities. 
International and multicultural experience is essential. Spanish language skills are highly desirable. 


The salary and benefits package for the Director General is attractive and competitive with those 
of similar international institutions. The Director General’s term is five years, once renewable. 
Further information about CIMMYT and the CGIAR can be obtained at www.cimmyt.org and 








Bourrier International Consultants Inc. (BICI have been retained to assist with this recruitment 






detailed CV, and the names and contact details (phone, fax, and e-mail) of three or more 






international Consultants Inc,, 12 Roseglen Private, Ottawa, Ontario, KIH 1B6, Canada 
(Tel : 1-613-247-7291; Email: bourrier@attcanada.ca). 


We thank all applicants for their interest and will contact those candidates whose skills and 







CIMMYT 1S AN EQUAL OPPORTUNITY EMPLOYER AND STRIVES FOR STAFF 
DIVERSITY IN GENDER AND NATIONALITY. THE CENTER MAKES AN EFFORT TO 
ACCOMMODATE THE NEEDS OF DUAL-CAREER COUPLES. 
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The Board of Trustees of Koç University is seeking applications and 
nominations to recruit its new President. Koç University is a private, nonprofit 
institution of higher education, founded in 1993. In October 2000 Koç 
University moved to its state-of-the-art new campus at Rumeli Feneri, located 
on a hill overlooking the Black Sea, close tothe city of Istanbul. The University 
is committed to the pursuit of excellence in both research and teaching. Its aim 
is to provide a world class education and research opportunities to a select 
group of students by highly qualified faculty, The medium of instruction is 
English. Currently, Koç University offers undergraduate degrees in the 
Colleges of Arts and Sciences, Administrative Sciences and Economics, and 
Engineering as well as the School of Health Sciences. The Graduate School of 
Business offers MBA and Executive MBA degrees and the College of 
Engineering offers MS degrees. Other graduate degree programs in selected 
areas are under development. More detailed information about Kog University 
can be found at the web site : http://www: kuedu_tr. 


The new President is expected to provide the necessary commitment, 
leadership and administrative skills to build upon KOC University’s strong 
academic programs and values to elevate the University to the highest level of 
academic excellence and international distinction: The successful. candidare 
must have a distinguished record of teaching and. research accomplishments. 
The candidate must be visionary with outstanding: communication, 
organizational and interpersonal skills. The President js expected to foster 
collaborations with the international academic community and business world. 
The compensation package is competitive, Candidates must be Turkish citizens 
as required by law and. be at the rank of professor, Candidates should submit 
their letter and vitae to: 


Mr. Omer M. Köç 
Search Committee Chair 
C/o College of Engineering, KOÇ University 
Rumeli Feneri Yolu, Sariyer, 80910 Istanbul TURKEY 
Fax: (90) 212 338 1548 PRSEARCH@ku.edu.tr 


Applications must be received by the latest mid-September, 2001. 











UNITED NATIONS RELIEF AND WORKS AGENCY 
FOR PALESTINE REFUGEES IN THE NEAR EAST 
(UNRWA) 


is seeking to employ a: 

















Chief International Law Division, 
P-5, HQ/Gaza 


For detailed information, please refer to UNRWA 
website http: www.unrwa.org/ 


APPLICATIONS: 
The UN Personal History Form can be printed out and 
faxed to (+972 8) 677 7694, or mailed to: Head, 
Recruitment Section, UNRWA HQ Gaza, via UNRWA 
HQ Amman, P.O. Box 140157, Amman 11814, Jordan. 
Resumes (CVs) can be emailed to: unrwa-ahr@unrwa.org 


Please quote ref.#VN/M/18/2001. The deadline for 
receipt of applications is 19 August 2001. 


THE FORD FOUNDATION 
320 East 43rd Street, Box 209E 
New York, NY 10017 


REPRESENTATIVE, CAIRO, EGYPT 
Directs the Foundation’s activities in the Middle East and North Africa, with 
overall responsibility for the Foundation’s presence in the region, overseeing | 
the Foundation’s programs, managing the office, and representing: the: | 
Foundation to the public. Leads the Foundation’s programmatic activities, | 
assessing the implications of political, social, cultural and economic. |} 
developments; supervises program. staff in developing, monitoring and | 
evaluating grants and projects; and manages a small grants portfolio of his/her 
own. Manages the office, including: preparing and overseeing budgets; Jf 
monitoring the official agreement with the Egyptian government; overseeing I 
all legal matters and supervising local administrative staff. Represents and 
interprets the Foundation to grantees and colleagues, maintains ties with local : 
leaders, official and non-governmental agencies. Collaborates with the other 
Foundation representatives in Africa in developing regional strategies. 
Contributes to priority-setting in the three thematic programs within which the. 
Foundation organizes its grantmaking: Asset Building and Community 
Development; Peace and Social Justice: and Education, Media, Arts and- 
Culture. ; 
QUALIFICATIONS: Demonstrated leadership, planning, management and’ 
analytical skills; excellent written and oral communication skills in English: 
required, with fluency in Arabic desirable; knowledge of the region’s history 
and culture; in-depth understanding of development and social: change | 
processes; an appropriate graduate degree. Previous experience in the region, | 
familiarity with the Foundation or philanthropy, and expertise in one or more 
areas of the Foundation’s current program interests. 
To apply, please send resume, substantive cover letter and writing sample (5- 
20 pages of original work) by September 19, 2001 to Ms. S. Ashton, 
preferably by e-mail at resumes @fordfound.org or to the above address. For 
more information on the Ford Foundation, please visit our website at 

.fordfound.oi 

The Ford Foundation is an EEO employer. 





n nal speakers will focus o on: 

New Technology, New Ma arketing, New Services, New T 
| -Register now at a inii rate of 750 US$ il anti 31/ 12/2001) 
Box: 55 - 5 - 331, Beirut - Lebanor 

E-mail: arabad@inco.com.|b 

The congress is co-sponsored h 


| RA 
rhe 
Economist : m f ° Sy Ad Ipsos 


nds in creativity. 


Gala dinners are offered by LBC International, ARAB MEDIA COMPANY, AL HAYAT GROU 








‘22 


af Je 
DAN 


Special report Japan’s election 
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The voters give Koizumi a chance. 


Will the LDP? 


TOKYO 


Junichiro Koizumi, Japan’s prime minister, has won a famous victory in an election 
for the upper house of parliament. Can he use it to fix the economy? 


66 TQ ANZA!!!” the old men shouted as 

news of success arrived, before 
straightening their suits and starched 
white shirts, patting back their oiled hair 
and bowing politely to their supporters. 
But not even in the giddy rush of victory 
could anyone mistake the true victor in 
this week's election of half of Japan’s up- 
per house of parliament. One by one, the 
winning candidates—even those from ri- 
val factions of his party—lined up before 
the television cameras and humbly 
thanked their prime minister, Junichiro 
Koizumi. They had, they confessed, 
“climbed aboard the Koizumi wind”. The 
Opposition parties were left stunned by 
the force with which that wind had swept 
their votes away. 

As the dust began to settle, the full ex- 
tent of Mr Koizumi's achievement became 
clear. Reversing years of decline at election 
after election, Japan’s charismatic prime 
minister had led his Liberal Democratic 
Party (LDP) to its best result since 1992. 

It was a famous victory. Only three 
months ago the pP was in a horrible 
mess. Desperately unpopular with the vot- 
ers, and at war with itself, it was losing 


support even in the countryside, where 
farmers, building workers and postmas- 
ters were turning their backs on their pa- 
trons in the party. 

Mr Koizumi won back this bedrock of 
voters, claiming victories everywhere 
from Tochigi to Niigata. But he also did the 
party proud in the cities, where the dis- 
gruntled urban majority had long ago 
seemed to give up hope that the LDP 
would ever change its ways. The LDP’s fi- 
nal tally, of 65 seats, by itself surpassed the 
joint target of 63 seats that Mr Koizumi had 
set with his two junior coalition partners, 
New Komeito and the New Conservative 
Party. This coalition is now firmly in 
charge of both houses of parliament. 


The enemy within 

Mr Koizumi owes his winning popularity 
to two main things. His supporters praise 
his refreshingly direct style, which shines 
amid the dull circumlocutions of other 
politicians (though critics claim to see a 
sort of mass hysteria in the screaming 
crowds that come to hear him speak). In 
addition, Mr Koizumi has another great 
merit. He promises to take on the people 





Japanese voters most distrust: the Liberal 
Democrats themselves. 

The new prime minister campaigned 
against the LDP’s elders during the party's 
leadership election in April and built his 
majority, against their wishes, among the 
rank and file. From the office of party presi- 
dent, he has since then been running on 
something close to an anti-Lpr ticket. If the 
LDP dared to stand in the way of his re- 
forms, Mr Koizumi said, he would crush it. 

Beyond Mr Koizumi’s fighting talk, 
however, there was scant evidence in this 
election that Japan is really on the march to 
a political revolution. There were touches 
of Koizumi-like colour here and there. 
Among the LDP’s successful candidates 
were talk-show hosts, Olympic stars and 
popular pundits. Younger hopefuls 
gushed earnestly about changing Japan. 
But elsewhere the political landscape 
looked depressingly familiar, as elderly 
LDP candidates went about the time-hon- 
oured ritual of gathering in the organised 
vote. Some were backed by doctors’ asso- 
ciations. Others owe their political debts to 
building firms, farmers, postal workers 
and railwaymen. Even the national den- 
tists’ association fielded a candidate. 

All the time, the LDP’s machine was 
marketing Mr Koizumi like a Pokemon 
character. Suddenly, giant mugshots of Ja- 
pan’s crinkly-faced prime minister were 
plastered everywhere, on buildings, in 
shops and inside people’s houses. House- 
wives queued up to buy half a dozen post- 
ers ata time. As the votes rolled in, Mr Koi- 
zumi claimed victory for his policies. » 







> “There can be no going back,” he said. “We 
have to move forward with reform.” 

But reform does not sit easily with the 
sort of politics that has been on display in 
Japan so far this summer. The LDP remains 
a loose assembly of factions dedicated to a 
wide range of special interests. Mr Koi- 
zumi’s reforms challenge these special in- 
terests. The real battle has yet to be joined. 

When the Japanese complain about the 
“logic of Nagatacho”, Tokyo's political dis- 
trict, they mean that the insiders’ political 
game and the wider politics of the outside 
world have drifted apart. As Mr Koizumi 
was slugging it out for the Lpp’s leadership 
in April, this complaint was on everyone’s 
lips. The economy was slowing, the banks 
were in trouble again, and policymaking 
had all but come to a halt. But the LDP 
seemed unable to see beyond its own 
petty, factional battles. Mr Koizumi's clev- 
erness has been to harness the voters’ dis- 
satisfaction to his own battles within his 
party: he is using his personal mandate for 
change to take on the enemy within. 

The Lpp’s family feud dates back to the 
late Kakuei Tanaka, a giant of money poli- 
tics. Tanaka left two legacies. The first was 
an unrivalled network of political donors, 
on which he built a faction whose clout re- 
mains unmatched. The second was a style 
of leadership. Although Tanaka resigned 
as prime minister after a scandal in 1974, 
he continued to pull the strings behind the 
scenes. Ever since, his faction has either in- 
stalled its own man in the top job (Noboru 
Takeshita, Ryutaro Hashimoto and Keizo 
Obuchi, to name but three), or at least 
managed to control a weaker man through 
key cabinet and party posts. 

When Yasuhiro Nakasone came to 
power in 1982, his team was dubbed the 
“Tanakasone” cabinet. Even worse, Yosh- 
iro Mori, Mr Koizumi’s shambolic prede- 
cessor, sometimes went quite unconsulted 
on important matters. The decisions were 
taken by leaders of the Hashimoto faction, 
the name the Tanaka faction bears now. 


A party setin concrete 

Opposition to the Hashimoto faction cen- 
tres on a trio of “anti-mainstream” leaders 
collectively known as YKK. One of the ksis 
Mr Koizumi. The y is the man he chose as 
the Lpp’s secretary-general, Taku Yama- 
saki. The other K is Koichi Kato, who 
would also have been an important part of 
Mr Koizumi’s government had he not al- 
ready led an embarrassingly inept coup 
against Mr Mori, and ultimately the Hashi- 
moto faction, last November. 

What Mr Koizumi has done is to unite 
the Lpp’s anti-mainstream forces against 
the Hashimoto faction under the banner 
of reform: change the LDP, change Japan. 
Mr Koizumi champions his supply-side re- 
forms in the name of small government 
and a revitalised private sector. But they 
are also an assault on the Hashimoto fac- 
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tion’s financial interests. The manifesto 
that Mr Koizumi’s economics minister, 
Heizo Takenaka, unveiled last month con- 
tains several striking features. 

One is a pledge to cap government 
bond issues, starting from the fiscal year 
beginning in April 2002. Among the gov- 
ernment’s favoured methods is a review of 
the public-works budget, a source of lar- 
gesse for the Hashimoto faction ever since 
Tanaka first launched his drive to “remodel 
the Japanese archipelago” in the 1970s by 
covering large tracts of Japan in concrete. 
Another initiative would scrap the laws 
that reserve petrol and vehicle-tax reve- 
nues exclusively for road-building. These 
laws create a huge pot of money that LDP 
politicians help to channel, using their 
connections in the public-works bureauc- 
racy, to favoured contractors. 

Mr Koizumi plans to tackle the bureau- 
cratic interests in these collusive, and often 
corrupt, relationships by reforming the bu- 
reaucracy’s own business interests, called 
special corporations, some of which ap- 
pear to serve little purpose beyond provid- 
ing comfy jobs for retiring bureaucrats. 
Some Hashimoto-faction politicians spe- 
cialise in protecting the publicly owned 
post office. Mr Koizumi has for years urged 
its privatisation. 

These policies make sense to ordinary 
Japanese as well as to the LDP’s anti-main- 
stream members. Japan’s long economic 
slump has left voters with serious ques- 
tions about the party's ability to manage 
the economy. Ten years after the price of 
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property and shares collapsed, the banks 
still struggle under a mountain of bad 
debts. Enthusiastic government spending 
on public works has failed to return the 
economy to faster growth. 

Yet, although the government insists 
that deregulation holds part of the sol- 
ution, progress has been painfully slow. 
Each new initiative is met by a disciplined 
cadre of LDP politicians who have spent 
their entire careers specialising in keeping 
things the way they are. These “policy 
tribes”—groups of Lpp law makers at- 
tached to the various committees of the 
party’s Policy Research Council—frustrate 
bank reform, protect publicly owned busi- 
nesses from privatisation, deregulation 
and proper regulation, and keep the pub- 
lic-works spigot open. So intricate are the 
arrangements that there is even an LDP 
tribe specialising in sewers. 

There has been no open warfare yet. 
But, privately, the party’s tribesmen have 
been collecting their clubs for battle. Two 
days after Mr Koizumi announced his ini- 
tiative on road-building, LDP road-tribe 
members gathered more than 2,000 local- 
government leaders in a hall near the 
party's headquarters in Tokyo. This ad hoc 
National Conference for Promoting Road 
Expansion condemned Mr Koizumi’s 
plans, saying they would hurt local-gov- 
ernment independence. Hiromu Nonaka, 
the power behind Mr Mori’s administra- 
tion, has quietly installed himself as dep- 
uty chairman of the Policy Research Coun- 
cil’s subcommittee on highways. Muneo 
Suzuki, another Hashimoto faction die- 
hard, has called Mr Koizumi a “fascist”. 

This last point is especially revealing. 
The LDP’s tribesmen draw their strength 
from consensus decision-making. Propos- 
als for reform start with the prime minis- 
ter’s office. But the prime minister's office 
was, until very recently, poorly staffed and 
weak. So, in the name of consensus-build- 
ing, the reform proposals get thrown to the 
tribes of the Policy Research Council, 
where they are killed. Mr Koizumi’s chal- 
lenge is to take control of the machinery of 
government for himself. 


Assertive hesitancy 
On the whole, Mr Koizumi gives the im- 
pression of being in command. Thanks to 
a series of reforms to the prime minister’s 
office this year, he has more power at his 
disposal. He has more control over the 
budget, and can draw on the skills of a 
much larger staff at the kantei, the prime 
minister's residence. His decision in June 
to compensate lepers who had suffered 
sterilisation and apartheid under an ap- 
pallingly backward state regime seemed to 
be a first stab at a new style: justice-minis- 
try bureaucrats wanted to keep fighting 
against compensation in the courts. 

At other times, however, Mr Koizumi 


has seemed less sure of himself. He dith- »» 
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> ered badly over ratification of the Kyoto 
Protocol on global warming, seemingly 
anxious to offend neither America nor Eu- 
rope. Before the election, Mr Koizumi in- 
sisted that he would pay a visit to the Yasu- 
kuni shrine in Tokyo, where among less 
controversial memories of Japan's war 
dead the spirits of seven hanged war crim- 
inals are commemorated. Now he says he 
will make his decision after consulting his 
coalition partners, one of whom abhors 
the idea. Even the leprosy decision, say 
some LDP insiders, was not taken by Mr 
Koizumi at all, but by his chief cabinet 
secretary, Yasuo Fukuda. 

The idea of consensus has a powerful 
appeal for Japanese, who seem convinced, 
despite abundant evidence to the con- 
trary, that their society and culture are 
built on a foundation of wa, harmony. Mr 
Koizumi may find it hard to resist appeals 
to his sense of wa. Yet resist he must if he is 
to carry out his plans successfully. 


Money, money, money 

The chief cause of worry is the economy. 
Since Mr Koizumi took office in April, the 
economic news, hardly good then, has 
grown truly awful. The tentative recovery 
that began in the spring of 1999 depended 
heavily on growth in Japan's high-tech 
manufacturing base. So, when world de- 
mand for chips, optical fibre and other 
high-tech equipment collapsed at the end 
of last year, Japan was hit especially hard. 
High-tech goods piled up in warehouses 
and production collapsed. 

Figures released on July 30th show that 
industrial production shrank at an annual- 
ised rate of 15% in the second quarter of 
this year. The electrical-machinery sector, 
which includes the high-tech industries, 
was responsible for more than two-thirds 
of this drop. The economy as a whole, hav- 
ing also shrunk in the first quarter, now 
seems almost certain to shrink again in the 
second. That would officially put Japan 
back in recession, for the fourth time in 
only ten years. 

Recession is worsening the mess in the 
banking system by adding to the bad-debt 
mountain. It also makes prices fall even 
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faster. Falling prices make the real value of 
debt grow, so that already overborrowed 
businesses in Japan’s construction, prop- 
erty and retail industries grow weaker still, 
adding further to the banks’ miseries. 

Thanks to a peculiar feature of Japa- 
nese banking, a second vicious circle is in 
full swingin the stockmarket. Banks are al- 
lowed to count paper gains on their huge 
holdings of shares towards their capital. 
When shares fall, therefore, their capital 
shrinks and they grow weaker, which 
makes their shares fall further. The day 
after Mr Koizumi’s victory, the stockmark- 
et fell to a new, 16-year low. At this level, 
the banks do not look far from crisis. 

The political solutions that Mr Koizumi 
brings to these economic problems will 
not, at least to begin with, help matters. 
Cutting public works will add to deflation. 
So will Mr Koizumi’s pledge to clean up the 
banks, for which a proper plan has yet to 
emerge. Privatising the post office and the 
scores of other government-run busi- 
nesses would also hurt the economy in the 
short term, as jobs are lost. 

In fact, almost all of Mr Koizumi’s ideas 
would accelerate the slide into recession, 
deepening the downturn. And that would 
make his goals harder to achieve. With less 
growth, the government gets less tax reve- 
nue, and so must sell more bonds to cover 
a bigger deficit, which means that Mr Koi- 
zumi’s cap on bond issues is harder to hold 
in place. As the government shovels away 
at the banks’ bad-debt mountain, reces- 
sion adds freshly soured loans to the top of 
the heap. Already, the economy is creating 
new bad debts about as fast as the banks 
are writing down old ones. 

What really worries the markets is that 
economic policy seems to be deadlocked. 
The Bank of Japan, the central bank, re- 
fuses to help ease deflation by printing 
money until it sees real evidence that the 
LDP İs at last tackling the banking problem. 
If it eases before this moment, bank offi- 
cials argue, the pressure for the LDP to act 
will disappear. Japan seems to be going 
into recession with none of the usual rem- 
edies available to it. 

The way outof this shambles will prob- 
ably involve a combination of traditional 
pump-priming measures, dressed up as re- 
forms, and some proper reform. Slowly, 
Mr Koizumi’s economics minister, Mr 
Takenaka, seems to be bringing his boss 
round to the idea of passing a supplemen- 
tary budget in the autumn. Naturally, there 
will not be any talk of building more un- 
necessary roads and bridges; forms of 
spending that do not reek of the pork bar- 
rel will need to be found. 

Mr Koizumi has shown that he is an ac- 
complished politician. He will have to be, 
if he is to negotiate these awkwardnesses 
and arrive at some sort of supply-side 
measures that also boost demand. For a 
start, persuading the Bank of Japan to help 
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things along by printing more money, 
while he is implementing his reforms 
rather than afterwards, is essential. 

Here, however, is the biggest shortcom- 
ing in Mr Koizumi’s plans. For all his talk 
about painful change, he seems reluctant 
to come up with a proper plan for the 
banks. Yet banking is the one activity in 
which a lot of pain—bankruptcies and job 
losses among dud borrowers—is unavoid- 
able if there is to be a clean-up thorough 
enough to rebuild confidence among bor- 
rowers and households. 

The voters say they are ready for pain- 
ful reform. But perhaps Mr Koizumi’s in- 
stincts tell him otherwise. Deflation 
wrecks banks and companies, but it puts 
money in the pocket of savers and shop- 
pers. Clothes are more affordable than 
they were ten years ago. So are food, hous- 
ing and other necessities. At 4.9%, unem- 
ployment is high by Japanese standards, 
but still low compared with joblessness in 
other countries. People worry about the 
future—the economic effects of Japan’s 
rapidly ageing society, for instance, and 
job security. But the present is still very 
comfortable. Opinion polls suggest that 
more than 60% of Japanese are satisfied 
with their lives, a figure that has not much 
changed in 20 years, despite the boom of 
the 1980s and the bust of the 1990s. 

This seems to create neurotic and un- 
predictable impulses among voters. The 
future looks bad, so they want things to 
change. But the present is still good, and 
they fear losing it. 

In Mr Koizumi’s drama, Mr Hashimoto 
plays the part of the bad guy, frustrating re- 
form with his evil band of tribesmen. In 
1996, however, Mr Hashimoto himself 
took office as a supposedly reformist new 
leader, pledging a thorough change of 
everything from the bureaucracy to educa- 
tion. Within two years he was out, de- 
stroyed by voters thrown into panic by the 
experience of real pain. Mr Hashimoto 
stood again for the top job against Mr Koi- 
zumi in April. The feeling among voters 
seemed to be that he lacked Mr Koizumi’s 
“freshness”. Mr Koizumi must be wonder- 
ing if he also will too quickly grow stale. = 
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Indonesia 


Golkar plots its comeback 


JAKARTA 


The party of Suharto still wields lots of power—and it wants more 


O ALL appearances, Golkar, the party 

set up as a vehicle for the New Order of 
Indonesia’s dictatorial ex-President Su- 
harto, is politically dead and buried, con- 
demned by its ugly past. In the general 
election in 1999, the first after Mr Suharto’s 
downfall, its share of elected members of 
parliament fell from 76% to 26%, and its ri- 
vals refused to back its candidate—BJ. Ha- 
bibie—for the presidency. 

The man who won that contest, Abdur- 
rahman Wahid, continued to exploit Gol- 
kar’s infamy during this year’s impeach- 
ment battle, calling for its dissolution 
while his supporters burned Golkar offices 
in East Java. And after Mr Wahid gave way 
to Megawati Sukarnoputri last week, Gol- 
kar’s leader, Akbar Tandjung, lost badly in 
the vote to choose a successor for the va- 
cated vice-presidency. Why, then, do Gol- 
kar’s enemies still fear that it may yet rise 
from the grave to haunt them? 

These worries are understandable. In- 
donesians may feel proud that for the first 
time since the turbulent 1950s, their coun- 
try enjoys real competitive politics, unlike 
most of its neighbours. But there is a new 
risk: politics in Indonesia may come to re- 
semble those of another Asian nation, to 
which it is rarely compared—Japan. 

After holding power throughout the 


post-war period, Japan’s Liberal Demo- 
cratic Party lost office in the mid-1990s, 
only to regain it almost at once. Like the 
LDP, Golkar retains strong links to the bu- 
reaucracy, to powerful businessmen and 
to other conservative groups, including el- 
ements of the army. Its leaders excel at dis- 
creetly derailing plans they dislike. They 
also know how to muster votes in distant 
provinces; Golkar remains the best-organ- 
ised of Indonesia’s parties. So the return of 
a superficially-reformed Golkar remains a 
real possibility. 

The party is divided, however, over 
how and when to resurrect itself. Golkar 
members in Jakarta and the rest of western 
Indonesia would prefer to rebuild the 
party’s image slowly and stealthily, recog- 
nising that a period of purdah must be en- 
dured before it can hope to return to 
power. Although they weaken their rivals 
where possible, and defend their financial 
and political links, they try to make their 
criticism seem constructive. This bide-our- 
time approach helped Golkar to frustrate 
Mr Wahid’s efforts at reform, while others 
led the drive for his impeachment. 

Now that Mr Wahid has failed, how- 
ever, the other Golkar faction, strong in the 
eastern provinces, wants the party to be 
more aggressive. Despite protests from the 
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western members, this Iramasuka fac- 
tion—its name comes from the first few let- 
ters of each eastern island group—forced 
the party tonominate Mr Tandjung, whois 
parliament’s speaker, for the vice-presi- 
dential race. Syamsul Muarif, who over- 
sees Golkar’s troops in parliament, claims 
that Mr Tandjung agreed to run only when 
the Iramasuka faction threatened to name 
its own candidate. 

No doubt, a few of the eastern mem- 
bers were setting Mr Tandjung up: they 
still blame him for undermining Mr Habi- 
bie, who is from the eastern province of 
South Sulawesi. More seriously, however, 
the rift reflects the different interests of the 
two factions. In western Indonesia, Golkar 
faces fierce competition, and must vie for 
support from urban voters in Jakarta and 
several other cities. Golkar’s eastern mem- 
bers of parliament, by contrast, receive a 
bigger boost from the party’s national in- 
frastructure, and face relatively less com- 
petition. Since their seats are more secure, 
they are more willing to declare Golkar al- 
ready reformed, and to start tossing its 
weight around again. 

Golkar is fortunate that Mr Tandjung 
lost. With control of the vice-presidency, 
Golkar would have been blamed for any 
of the new government's failures. Now itis 
in the same position it occupied under Mr 
Wahid: it will control several ministries, 
but will often act as the parliamentary op- 
position as well. Indeed, although Miss 
Megawati had yet to name her cabinet by 
mid-week, Golkar was hoping to make a 
strong showing, under a scheme agreed to 
before Mr Wahid’s dismissal. Such a taste 
for collusion, shared by all of Indonesia’s 
main parties, continues to frustrate re- 
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+ formers. Yet a more confident Golkar could 
yet become the party most likely to engage 
in political competition. 

How might that happen? For a start, 
Golkar will try to show off its legislative 
experience by offering alternatives to 
many bills. Sometimes it may do so con- 
structively: some of its people have good 
ideas about the budget, regional auton- 
omy, regulation and much else. Moreover, 
a few Golkar cabinet members may even 
begin behaving themselves now that the 
conservative and popular Miss Megawati 
has taken over from the reformist and en- 
feebled Mr Wahid. 

Most importantly, Golkar will now be- 
come the leading proponent of something 
that Indonesia badly needs: constitutional 
reform. First, it will push for direct presi- 
dential elections, which the cautious Miss 
Megawati, as the front-runner under the 
current system, is expected to continue to 
oppose. Since it is still the only genuinely 
national party, with decent candidates in 
every district, Golkar will also push for 
members to be elected to parliament by 
constituencies. Under the current mixed 
system, Jakarta-based elites dominate and 
accountability is low. 

Of course, Golkar is still far from trust- 
worthy, as Mr Wahid discovered too late, 
and its continuing clout will rightly make 
many reformers nervous. But in at least a 
couple of areas Indonesia may actually 
benefit if the party of Suharto starts to get 
its way. m 


Hong Kong and China 
One country, how 
many systems? 


HONG KONG 
Relations between Beijing and Hong 
Kong are being tested 


EN as Li Shaomin flew into Hong Kong 
from America this week, senior officials 
in the territory were still agonising over 
whether they should let him in. Less than a 
week earlier, Mr Li had been convicted by 
a court in China of spying for Taiwan and 
had been deported to the United States, of 
which he is a citizen. His arrival in Hong 
Kong, where he lives, was being touted by 
Hong Kong's media as one of the biggest 
tests since the end of British rule in 1997 of 
the “one country, two systems” principle 
by which the territory is now ruled. 

Mr Li was eventually allowed to enter, 
after being detained for some five hours at 
the airport. It appeared to have been a 
close call. Could a man deported for spy- 
ing return to the territory of the country 
whose secrets he had allegedly tried to 
steal? Some of China’s supporters in Hong 
Kong, including newspapers loosely un- 


At least justice is colour-blind 


der Beijing’s control, argued that Mr Li 
should not be allowed to return to the terri- 
tory, where he works as an associate pro- 
fessor. Hong Kong and the mainland may 
have different legal systems, they said, but 
the “one country” idea should prevail in 
matters relating to state security. 

Hong Kong officials insist they were not 
under any pressure from Beijing. But a se- 
nior civil servant who’asked to remain 
anonymous admitted it was “a highly sen- 
sitive issue”. Ever indecisive, Hong Kong's 
chief executive, Tung Chee-hwa, appar- 
ently waited until Mr Li was on the ground 
before making up his mind. 

It is possible that despite the concerns 
of his officials and the protestations of 
some pro-Beijing figures, Mr Tung sensed 
that China would not seriously object to 
the academic’s return. Mr Li’s conviction 
and deportation from China, after all, 
could well have been as much if not more 
to do with diplomatic manoeuvring be- 
tween China and the United States as with 
any perceived threat to national security. 
No one has publicly suggested that Mr Li 
had anything more than “internal” publi- 
cations about Taiwan of a kind commonly 
circulating among Chinese scholars. 

But even if so, “one country, two sys- 
tems” has been through trying times 
lately. Ten days before Mr Li’s return, a rul- 
ing by Hong Kong’s Court of Final Appeal 
in effect granted right of abode in the terri- 
tory to more than 2,200 children born in 
Hong Kong to parents from the mainland. 
China was incensed. A Chinese spokes- 
man said the ruling appeared to go against 
a judgment on the right of abode made by 
the National People’s Congress in 1999. 
Both China and the Hong Kong govern- 
ment are fearful that any easing of resi- 
dency restrictions might unleash a poten- 
tially destabilising flood of immigrants 
into the territory. 

Many in Hong Kong and abroad had at- 
tacked the 1999 judgment as a breach of 








Hong Kong’s promised “high degree of au- 
tonomy” under Chinese rule. This time 
there were again concerns that the Hong 
Kong government would invite the NPC to 
overrule the Court of Final Appeal. But Mr 
Tung held his ground in the face of Beij- 
ing’s mutterings. Again, as with the case of 
Mr Li, he probably calculated that Beijing 
would in the end understand the need to 
avoid causing further damage to Hong 
Kong’s image. Hong Kong recently 
launched a campaign to promote itself as 
“Asia’s world city” to ensure that invest- 
ment continues flowing into its struggling 
economy. Image matters to Mr Tung. 

One recent tactical error was his gov- 
ernment's decision to propose legislation- 
eventually passed on July 11th after furi- 
ous debate in the legislature—which in- 
cluded a clause saying that China had the 
power to sack Hong Kong’s chief execu- 
tive; this had been unclear before. Pro- 
democracy politicians accused Mr Tung of 
eroding Hong Kong’s autonomy. Hackles 
were also raised by Mr Tung’s harsh de- 
scription of the Falun Gong spiritual 
movement as an “evil cult” and his deci- 
sion to order officials to study anti-cult 
laws in other countries. But officials pri- 
vately suggest this is little more than ritual- 
istic denunciation aimed at easing Beij- 
ing’s paranoia. “We are dealing with the 
Falun Gong by not dealing with the Falun 
Gong,” Hong Kong’s top civil servant, Do- 
nald Tsang, remarked in June. 

Even Martin Lee, the leader of Hong 
Kong’s Democratic Party and one of the 
government’s most strident critics, admits 
that despite the occasional setback Hong 
Kong enjoys much the same freedoms that 
it did under the British. He puts this down 
not to Mr Tung’s skills but to what he says 
is the Chinese leadership’s sense of self- 
confidence. “What if they don’t feel confi- 
dent any more?” he says. “We are at the 
mercy of Beijing through the chief puppet 
[Mr Tung]. Thatis the worrying thing”. m 






Se sexy 


Taiwan 


Politics turns nasty 


TAIPEI 
Taiwan is increasingly divided about 
reunification 


AVING ruled the island with an iron 

grip for 50 years before losing a presi- 
dential election last year, the venerable 
Kuomintang (KMT) these days seems to be 
falling apart in all directions, threatening 
Taiwan with a drift towards dangerous ex- 
tremism. The first split came last year. 
James Soong, a former KMT secretary-gen- 
eral who favours reunification with China, 
was expelled from the party for making an 
independent bid for the presidency. That 
cost the KMT the election. Mr Soong set up 
the People First Party (PFP), and took a 
swathe of KMT support with him. 

This week another crack opened. On 
July 31st the Taiwan Solidarity Union 
(rsu) was registered. The new party, 
which threatens to collar a lot of former 
KMT support, backs a “two-states” model 
for cross-strait relations—short of full inde- 
pendence but not by much. 

This issue has long divided the KMT. To 
begin with, the party was dominated by 
Chinese nationalists—exiles who had fled 
the mainland in 1949 with Chiang Kai- 
shek, most of whom cherished the goal of 
eventual reunification. Then, in 1988, Lee 
Teng-hui, a native Taiwanese, became 
chairman of the kT and president of Tai- 
wan. Mr Lee believed that Taiwan’s people 
should decide their own affairs. His obvi- 
ous lack of enthusiasm for reunification 
was what prompted Mr Soong to defect. 

Mr Lee stepped down as leader last 
year to take responsibility for a humiliat- 
ing defeat in the election. He was replaced 
by Lien Chan, the inept candidate whose 
fault the defeat really was. In the past year 
Mr Lien has reversed all Mr Lee’s “Taiwan 





Lee and Chen: the new axis 


India 


The virtues of resignation 


India’s prime minister confronts his many critics 


NE can hardly blame Atal Behari 

Vajpayee, India’s prime minister, 
for wanting to give up. The economy is 
sluggish, the recent summit with Pak- 
istan failed to produce a breakthrough 
and India’s biggest savings scheme has 
all but collapsed. An attempt to widen a 
ceasefire with one group of separatists in 
the north-east has foundered on violent 
opposition from other north-easterners. 
Mr Vajpayee’s government has been pil- 
loried for all this not just by the opposi- 
tion but by members of his fractious 
19-party coalition, including voices with- 
in his own Bharatiya Janata Party (BJP). 
On July 31st he stunned them by offering 
to resign at a meeting of Bje members of 
Parliament. 

He relented just as suddenly. “Party 
members in one voice said that Vajpayee 
could not be allowed to leave,” said the 
parliamentary-affairs minister. The epi- 
sode arises from the ineffectiveness of 
the current set-up, but also points to a 
certain resilience in it. 

The government has lately suffered 
many indignities and has few successes 
with which to counter them. They began 
in March when several defence officials 
and top politicians, including the head 
of the syr, were caught by journalists on 
camera accepting bribes in exchange for 
promoting sales by a fictitious arms 
manufacturer. The Bjr and its allies pro- 


first” policies. He has opened party-to- 
party talks with China’s Communists and 
advocated unification by confederation. 

Mr Lee, furious at the dismantling of 
his legacy, has blessed the Tsu and agreed 
to be its “spiritual head”. A close aide, 
Huang Chu-wen, will be the party chair- 
man. The Tsu aims to win enough seats in 
the election due in December to go into co- 
alition with the governing Democratic Pro- 
gressive Party led by President Chen Shui- 
bian, which shares its views about the 
mainland. Mr Lee hopes thereby to wrest 
control of the legislature from the pro- 
China pre and KMT, which together hold 
two-thirds of the chamber’s seats and 
have frustrated the government's agenda 
for the past year. 

This could make for an ugly election. 
The parties’ differences correspond to the 
island’s split between natives and main- 


landers. The poll could become a quasi-ref- 


erendum on unification. The most ardent 
pro-China “patriots” could come to blows 
with those they see as traitors, and China 
will be sure to rattle sabres. m 


ceeded to perform dismally in several 
state elections. Now the ruling party— 
and in particular the finance minister—is 
being accused of sharing responsibility 
for malpractices at India’s largest savings 
scheme, which has hurt 20m investors. 

The carping would matter less if Mr 
Vajpayee were making progress on the 
biggest issues: its dispute with Pakistan 
over the mainly Muslim province of 
Kashmir and the reform of the economy. 
His invitation to Pakistan’s leader was 
seen as an act of statesmanship, but Pak- 
istan did better at exploiting the disputa- 
tion at the summit that followed. Mr 
Vajpayee showed similar courage in em- 
barking on economic reforms, and simi- 
lar drift in enacting them. 

Willing as they are to abuse Mr Vaj- 
payee, his friends are not prepared to 
topple him. The likeliest successor in the 
sitting parliament would be the home 
minister, L.K. Advani, who is regarded as 
too unbending by several coalition part- 
ners. Mr Vajpayee’s threat to resign may 
have been calculated to remind them of 
this. If so, it worked. The day after, the 
NDA pledged fealty. In some ways, the 
alliance is growing more secure. A cou- 
ple of parties that broke with it to fight 
state elections on their own are now re- 
joining, or trying to. The main immedi- 
ate threat to the government may be the 
76-year-old prime minister’s low morale. 


Pakistan’s economy 


General 
discontent 


LAHORE 
But at least the lenders are happy 


EBT and the international dole are 
nothing new for Pakistan, which owes 
foreign creditors $37 billion. What is new is 
that the militarily-led government is mak- 
ing its creditors happy. Pakistan’s “credibil- 
ity as a borrower has been established,” 
said a recent report by the World Bank, 
which plans to lend $700m on soft terms. 
For the first time in a decade Pakistan has 
qualified for a second instalment of aloan 
from the mr. Indeed, it hopes to get $1 bil- 
lion a year from the Fund for the next two 
or three years. 
Pervez Musharraf, Pakistan’s uni- 
formed president, has pleased lenders by 
backing firm measures of the sort demo- »» 
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> cratic governments shy away from. The 
government has imposed a general sales 
tax on retail trade in the face of protests. It 
has strong-armed tax evaders, yielding an 
increase of nearly 50 billion rupees 
($785m) in revenue in the fiscal year that 
ended on June 30th, despite a sharp slow- 
down in economic growth. State subsidies 
to the country’s energy industries have 
been cut by periodically increasing the 
prices of petrol, gas and electricity. 

State-run enterprises are also being 
knocked into shape. The banks are prun- 
ing staff and defaulters are being told to 
pay or face arrest. Privatisation of the tele- 
phone company and other enterprises 
should raise up ‘to $3 billion in the next 18 
months, most of which will be used to cut 
the foreign debt. The generals. have not 
even spared their 6wn: defence, spending 
has been frozen at about 130 billion ru- 
pees, despite a 36% jump in the nominal 
military budget of Pakistan’s main adver- 
sary, India, in the past two years. These 
measures have helped cut the deficit, to 
5.3% of GDP in fiscal 2000 from 6.4% the 
year before. 

Pakistan’s only reward so far for all this 
virtue is a flow of credit and rescheduling 
that has staved off default. Economic 
growth, which averaged about 6% a yearin 
the 1980s and 3% in the 1990s, fell to a dis- 
mal 2.6% last year. The downturn has been 
exacerbated by the austerity demanded by 
the mF, which has hurt consumers with- 
out lifting the spirits of investors. Foreign 
investment slumped to a 12-year low of 
$182m last year. Domestic investment was 
just 11% of GDP, its lowest level in years. 

The economy will not revive until in- 
vestors return. They are put off in part by 
such commercial and economic consider- 
ations as the slowdown in the world econ- 
omy but also by doubts about whether the 
government will stick to its reform pro- 
gramme. It has yet to reform, for example, 
the corrupt central tax-collection agency. 

But it is Pakistan's erratic history and 
dangerous neighbourhood that is most 
off-putting to investors, and the military 
government has yet to reassure them. It 
has failed to contain violence among war- 
ring sects of Muslims, to repair its relations 
with India or to curb the Islamic funda- 
mentalism it is importing from Afghani- 
stan, whose Taliban regime it supports. 
The National Accountability Bureau, set 
up to fight corruption, has in fact hounded 
potential investors. American sanctions 
imposed after Pakistan tested nuclear de- 
vices in 1998 are still in place. 

Lastly, although General Musharraf ap- 
pointed himself presidentin June in partto 
see through economic reforms, he has not 
made clear what sort of government Pak- 
istan will have in October 2002 when, to 
comply with a court ruling, democracy 
must be restored. He promises continuity, 
butinvestors want certainty. 
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North Korea and Russia 


Slow train coming 


MOSCOW 


Kim Jong Il takes a trip 


OREIGN dignitaries visiting North Ko- 

rea always receive a spectacular wel- 
come from huge well-drilled crowds. 
When Kim Jong I's train pulls into a 
grubby Moscow railway station this week- 
end, he may feel a touch disappointed that 
today’s Kremlin can no longer match his 
own country’s Stalinist traditions. 

But few people really know what the 
North Korean leader thinks about any- 
thing. He has visited China twice since tak- 
ing power. His only other recorded foreign 
trip was in 1965, when he visited Indone- 
sia with his father. That experience seems 
to have put him off air travel for life—hence 
his trek to Moscow by special armoured 
train. Russia’s president, Vladimir Putin, 
did meet him briefly last year, describing 
him afterwards as a “thoroughly modern 
man” (except, perhaps, where means of 
transport are concerned). 

Better rail travel is likely to be one prac- 
tical outcome of the trip. Russia and North 
Korea are planning to improve the track be- 
tween the two countries. That could also 
eventually allow direct freight links be- 
tween Russia and South Korea, which mat- 
ters much more to Russia than does the im- 
poverished North. 

There are few other clues to the likely 
outcome of Mr Kim’s trip. In the Siberian 


The Pyongyang puffer 
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town of Omsk, Mr Kim briefly got off the 
train to visit a tank factory and a meat 
plant. His hungry people may hope for a 
trade deal involving products from the lat- 
ter, but a more likely result of his trip is an 
arms deal to replenish the communist 
state’s arsenal. 

The greatest interest surrounds North 
Korea’s missile programme, which west- 
ern intelligence thinks has benefited from 
Russian help. Before setting off, Mr Kim 
told a Russian news agency, ITAR-TASS, 
that the suggestion that his country was 
building offensive rockets was a “lie”. Rus- 
sia maintains that the North Korean pro- 
gramme is no threat to anyone. But it is 
rather a touchy subject. After his last meet- 
ing with Mr Kim, Mr Putin proudly an- 
nounced that he had persuaded the North 
Korean leader to back down on his coun- 
try’s rocket project. Unfortunately, Mr Kim 
then spoiled things by saying later that this 
had been a “joke”. Mr Putin did not see the 
funny side. 

Whatever the results, North Korea’s 
media will praise the visit to the skies. 
Commenting on the “respected and be- 
loved” leader’s remarks to ITAR-TASS, one 
senior official said he was “brimming with 
boundless pride in upholding the great 
general, who has extraordinary foresight 
and incomparable courage as leader.” An- 
other official said, “We are overwhelmed 
with infinite gratitude to the general, who 
further glorifies the dignity and honour of 
our fatherland and nation with strong in- 
dependent politics [and] with his energetic 
revolutionary activities.” Even Russia’s 
increasingly tame media do not go that far 
when talking about their own mysterious 
leader. Not yet, anyway. m 








Welcome, then, provided you work 


SAN FRANCISCO 


The United States and Mexico at last start to deal with the people who illegally 


head north across their shared border 


VERY morning, along Cesar Chavez 

Street in the Mission, a Latino part of 
San Francisco, men stand and wait. When 
a van passes, they wave and whistle, hop- 
ing that it belongs to a builder looking for 
hands to do a day’s work. And it is not just 
San Francisco. The same thing can be seen 
in cities and towns throughout California. 

Many new arrivals in America who 
wish to work but do not have the docu- 
ments that allow them to do so head for 
building sites. Much of America’s farming, 
gardening, child-care and house-cleaning 
is also done by its 7m-8m undocumented 
workers. Without them, the economy 
would sag horribly; yet their work is ille- 
gal. About half of them come from Mexico. 

Now George Bush and Vicente Fox, the 
president of Mexico, want to face up to this 
issue. Last month a committee charged 
with drawing up ideas about trade and im- 
migration for a September meeting be- 
tween the two presidents revealed that it 
was considering an amnesty for Mexicans 
illegally in America: in effect, granting 
them legal residence at a stroke. 

In Washington pc, Republican oppo- 
nents of illegal immigration, several 
elected from states on the Mexican border, 
were shocked. Would-be immigrants from 
countries other than Mexico, on the other 


hand, clamoured that they were the vic- 
tims of unfair discrimination. 

Mr Bush has duly backtracked a little. 
To mollify the anti-immigrationists, he 
says he is not thinking of a blanket am- 
nesty for all Mexicans illegally in his coun- 
try, just the grant of residence rights to 
those who have already spent some time 
working there. Citizens of other countries 
will be considered, too, although Mexico 
remains “at the forefront” of the discus- 
sion. But on the whole the White House is 
happy with the idea of an amnesty, not 
least because it has wrongfooted the Dem- 
ocrats, who like to see themselves as the 
pro-immigrant party. 

An amnesty certainly has much to rec- 
ommend it, and not just to the United 
States. For years, Mexico has treated those 
of its citizens who trek northwards for 
work as traitors, shameful evidence of 
their country’s poverty and its inability to 
create enough work for its people. About 
300 Mexicans perished last year while try- 
ing to cross the 2,200-mile border, many of 
them dying of thirst in the desert which 
lies along much of it. 

Nor are the border-crossers safe once 
they make it into the United States. They 
are easily exploited, because they are 
afraid to complain to the authorities about 
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ill-treatment for fear of deportation. Their 
vulnerability also corrupts otherwise law- 
abiding Americans. A fruit farm with a le- 
gal workforce is a contradiction in terms. In 
cities like New York the only people who 
employ legal nannies are the very rich, or 
politicians running for office. 

But is an amnesty a vote-winner? Mr 
Fox hopes it will bring him support from 
Mexicans already north of the border, 
who four years ago were given the right to 
vote in Mexican elections. But from his 
point of view much depends on the am- 
nesty being a complete one. His oppo- 
nents in Mexico will complain bitterly if it 
is not. They will also be angry if Mexico is 
required to co-operate with the United 
States in patrolling the border to restrict the 
movement of Mexicans. There is already >» 
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> talk of a legal challenge, on the ground that 
this would interfere with Mexicans’ con- 
stitutional right to free movement. 

Mr Bush, for his part, would love to res- 
cue the Republicans from their reputation 
for being anti-immigrant. This does them 
no good with Latino voters. For the past 
three elections California—home to half of 
all the Mexicans now living in the United 
States—has been Democratic turf partly 
because of the resentment caused by Pro- 
position 187, a referendum vote in 1994 
which denied illegal immigrants access to 
various public services. 

Mr Bush himself can hardly be called 
anti-immigrant. He did notably well with 
Latino voters when he was elected to be 
governor of Texas. But some of his fellow 
Republicans think that turning Latino im- 
migrants into citizens is bad for their party, 





because they reckon that most of them 
will vote Democratic. The Democrats have 
been keen on the enfranchisement of im- 
migrants; and the trade unions, which 
used to oppose immigration as a source of 
cheap competition to their members, are 
now hunting hard for Latino members. 

In fact, the immigrants themselves are 
not all that much of a problem for the Re- 
publicans. Naturalisation is a slow pro- 
cess, and Latinos tend to take up voting 
more slowly than most newcomers to Am- 
erica. But other more frequent voters, in- 
cluding middle-class white women, have 
been put off the Republicans because of 
the party’s supposed anti-immigrant bias. 

Part of the problem is that, whatever 
they feel about immigrants, many Repub- 
licans dislike amnesties. Anything that ap- 
pears to reward law-breaking is likely to 


encourage more law-breaking, they argue. 
Hence Mr Bush's desire to encourage peo- 
ple to think of illegal immigrants as hard 
workers rather than criminals. His staff 
has been talking about a “guest worker” 
programme which would allow people al- 
ready in the country to become eligible for 
residence rights if they have earned them 
by working hard while they were there. 

For their part, the Democrats, eager to 
regain the initiative, are at work on a pro- 
posal of their own. This may be more gen- 
erous than Mr Bush’s. Tom Daschle, the 
Democratic leader in the Senate, is attack- 
ing the administration’s proposals for not 
offering to other nationalities the conces- 
sion offered to Mexicans. And, as if to 
show their displeasure with Mr Fox, the 
Democrats are trying to block the admis- 
sion of Mexican lorries to American roads 
(see page 37). 


A change in tone 

The opposition to an amnesty should be 
vanquishable. At present, the anti-immi- 
gration movementis not particularly pow- 
erful, partly because it brings together such 
diverse people. Greens who fear urban 
sprawl sit uneasily alongside right-wing- 
ers worried that the national character will 
change if foreigners are allowed in. Of 
course, a slump would help the anti-immi- 
grant cause, as it did in the early 1990s 
when Pat Buchanan ran against Mr Bush’s 
father for the Republican nomination. But 
the hope remains that an amnesty can be 
got through Congress while the opposition 
to it remains relatively weak. 

In the long run, the northward march of 
Mexicans should diminish. The Mexican 
birth rate has dropped; the population is 
no longer growing so fast, and fewer 
youngsters are heading for working age. 
Mexico’s economic prospects are also 
brighter than they used to be. It remains 
vastly poorer than the United States, but as 
the gap diminishes so will the desperation 
to risk your life for a job up north. 

Michael Barone, the author of a new 
book on immigrants, “The New Ameri- 
cans” (Regnery), points to Puerto Rico. In 
the 1950s, the decade of “West Side Story”, 
the number of Puerto Ricans in New York 
rose from 187,000 to 613,000. But, as 
Puerto Rico’s economy grew, migration fell 
year by year. There have been few new mi- 
grants lately, even though Puerto Rico’s 
GDP per head is still only a third of the av- 
erage American state’s. 

There remains the objection that mak- 
ing immigration easier for Mexicans is un- 
fair to the other knockers at America’s 
door. But Mexico is a special case. It shares 
a long border with the United States. Its 
history is entangled with that of the giant 
to its north. Most of the illegal arrivals 
come from Mexico. And , in Mr Fox, Mex- 
ico has a leader who wants to sort things 
out. Here is the place to start. @ 





The economy 


Still scraping the bottom 


WASHINGTON, DC 


The American economy still seems far from recovery 


S THE worst really over? After a year in 

which the American economy grew by 
only 1.3% and a quarter where it managed 
only 0.7% on an annualised basis, that is 
the perplexing question. Despite six inter- 
est-rate cuts—which have lowered short- 
term rates by 2.75 percentage points—the 
latest crop of statistics does not look good. 

Business investment, which precipi- 
tated this slowdown, still seems firmly in 
the doldrums. In the second quarter firms’ 
capital spending plummeted by an an- 
nualised 13.6%, its biggest drop since the 
1982 recession. Nor are there many signs of 
an imminent business recovery. The cur- 
rent crop of profit announcements on Wall 
Street has been dire. Profits of the s®P 500 
firms, excluding technology producers, fell 
by 7.7% between April and June compared 
with a year earlier, according to First Call, a 
firm that surveys financial analysts. In- 
clude technology producers and profits fell 
by 17.3% over the same period. Overall, 
profits for major firms are forecast to drop 
by more than 8% this year. At the begin- 
ning of the year, the estimates were for a 
9% rise. 

Orders for durable goods—a somewhat 
volatile guide to future business invest- 
ment and manufacturing activity- 
dropped by 2% in June. New orders for 
high-tech equipment fell 3.2%; orders for 
communications equipment alone fell by 
20.8%. Published on August 1st, the index 
of the National Association of Purchasing 
Management fell to 43.6 in July, showing 
that manufacturing remains firmly in re- 
cession. Though the index has risen from 
its lows in January, it has been below 50 
(which implies declining factory activity) 
for the past year. 

This business slump is not confined to 
America. The United States has exported 
its investment bust abroad, helping to 
bring on a global slowdown (see page 62). 
Weak foreign demand and an extraordi- 
narily strong dollar have hurt America’s 
exports. Real exports fell by an annualised 
9.9% in the second quarter. In the same 
period last year, exports rose by an annual- 
ised 13.5%. 

With business investment and exports 
negative, the economy was saved from 
outright contraction in the second quarter 
by government spending (which grew by a 
surprisingly large 5.5% at an annual rate), 
residential construction and, particularly, 
by consumer demand. Overall consump- 
tion grew by an annualised 2.1% between 


April and June, slower than before, but still 
positive. A separate report showed that 
personal consumption rose by 0.4% in 
June, up slightly from May. 

Looking ahead, analysts think govern- 
ment spending may slow during the rest of 
the year. The housing market looks more 
optimistic, spurred by lower mortgage 
rates. New home sales, for instance, rose in 
June, up 1.7% from May and up by a huge 
16.3% from a year ago. Investment in new 
housing grew by 7.4% at an annual rate in 
the second quarter. And Americans are 
busy buying new things for their homes. 
Furniture and household equipment were 
the fastest-rising bits of private consump- 
tion growth. 

This picture—a headlong decline in 
manufacturing, cushioned by the ever- 
confident consumer—has continued for 
six months. The biggest uncertainty also 
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remains the same: will consumption hold 
up? Pessimists point to weakness in the 
stockmarket, widespread layoffs and fall- 
ing consumer confidence. According to the 
Conference Board, the overall index of 
consumer confidence fell from its six- 
month high of 118.9 in June to 116.5 in July. 
Consumers’ faith that the economy is 
about to rebound may be weakening. 
Optimists, in contrast, point to lower 
energy prices and the much trumpeted $38 
billion of tax rebate cheques as good rea- 
sons to expect stronger consumption for 
the rest of the year. The maximum cheque >> 


Please sir, the dog ate my surplus 


WASHINGTON, DC 


George Bush’s excuses only half wash 


Eien ahi ss sanne a he 
spring, the Treasury said that it ex- 
to retire $57 billion of public debt 
June and September, making 
this the umpteenth quarter of debt re- 


quarter for 
start of 1996. The $108 billion 
ofth inspec is 
one e in the govern- 
ment’s fiscal position ever recorded. 

In truth, this is just one quarter of the 
year, and the budget for the year as a 
whole is still likely to be in surplus. The 
administration can point to three 
extenuating circumstances for the quar- 
ter’s slide. First, $38 billion of it is the cost 
of the one-off tax rebates being mailed 
to everyone who paid income tax last 
year. Second, the administration shifted 
the date for some corporate income-tax 
payments from September 15th to Octo- 
ber 1st, the first day of the 2002 fiscal 
year, in order to lessen the impact of 
next year’s cut. 

Third, and most important, the slow- 
ing economy is reducing tax revenues. 
Receipts from corporate income tax, for 


example, were 26% below last year’s 
level in June—the largest year-on-year 
fall since 1983. The slowing of the econ- 
omy is hardly the administration's fault, 
so George Bush can dismiss Democratic 
jibes about his squandering a vast bud- 
get surplus in just seven months. 

What Mr Bush cannot do is continue 
to claim that America can have a tax cut, 
a srani surplus and big new spending 

all together. Th 


surpluses for Social Security and Medi- 
care, which the administration is not 


counting phenomenon. 
Whatever the exact definition of the 
surplus, it is far too small to finance all 
the presidenť’s projects. Military plan- 
ners are up in arms (you might say) 
about the lack of money for new weap- 
ons such as an anti-missile shield. Nor 
will there be money to extend Medicare 
benefits to cover prescription drugs. 
Whether or not the budget is in the red, 
the politics of budget deficits is back. 





> for a married couple is $600. The econ- 
omicimpact of these recently sent-out gifts 
will depend on whether, and when, they 
are spent. According to a recent Gallup poll 
only 17% of respondents expected to spend 
their rebate, while over 30% intended to 
save it. Such figures suggest the economic 
impact might be small. 

On the other side is the sheer addiction 
to shopping. Although recent statistical re- 
visions have ensured that America’s per- 
sonal saving rate is now positive rather 
than negative, it is still barely over 1% of 
disposable income. Economic recovery in 
the short term depends on that spending 
urge staying firmly in place. As the Internal 
Revenue Service’s website puts it: “Let’s 
see—new barbecue, early holiday shop- 
ping. You get the idea.” m 


Atlanta’s mayoral election 
Race is a subtler 
business now 


ATLANTA 


The race to take over from Bill Campbell 


HE next mayor of Atlanta needs to en- 

joy a challenge. The city’s government 
is bloated, and possibly bankrupt; the po- 
lice force is under-equipped, underpaid 
and understaffed; smog is a constant threat 
from May to October; the city is regularly 
fined under the Clean Water Act; traffic has 
swollen to gargantuan proportions; the 
richest (mainly white) part of the tax base 
retreated to the suburbs long ago. The city 
itself only has 416,000 inhabitants, barely 
one in ten of the people who live in greater 
Atlanta. Oh, and the city employees, who 
went on strike in February for pay in- 
creases, are spoiling for another fight. 

The election is set for November 6th. 
Bill Campbell, the current Democratic 
mayor, is ineligible for re-election after 
two terms. He can point to eight years of 
steady growth, the (largely) successful 
hosting of the 1996 Olympic Games anda 





- Black 746,919 1,189,179 
White 2,134,425 2,589,888 
Latino 62,000 263,000 


new terminal at the bustling airport. 

But Mr Campbell leaves office with 
clouds over his head. Federal prosecutors 
are investigating accusations that he ac- 
cepted undisclosed speaking fees and trips 
from companies with city contracts. And 
he is barely on speaking terms with At- 
lanta’s business establishment, much of 
which has retreated to the northern sub- 
urbs of Buckhead and Alpharetta. 

All three mayoral candidates are pro- 
mising to restore integrity to city govern- 
ment. Like Mr Campbell (and every At- 
lanta mayor since 1973), all are black. 
Although all three are running as indepen- 
dents, they are essentially Democrats. 

The outsider, Gloria Bromell-Tinubu, 
an economics professor at Spelman Col- 
lege, has a leftish platform, built around 
such things as cheaper housing; but she 
lacks cash. Robb Pitts, the current president 
of the City Council, is more business- 
minded. He supports privatising city ser- 
vices (Mr Campbell supervised the privati- 
sation of water services in 1998, with 
mixed results) and wants to bring in a 
“chief operating officer” from the private 
sector. In the middle sits the fund-raising 
front-runner, Shirley Franklin. She has 
never been elected to public office, but she 
is very much part of the city’s political up- 
per class, having worked for two mayors, 
Maynard Jackson and Andrew Young. 

So far the campaign has failed to catch 
fire. One reason is uncertainty over the in- 
vestigation of Mr Campbell, who still com- 
mands the loyalty of many black voters. 
But the larger reason is that politics in At- 
lanta is becoming more complex. 

Since the election of Mr Jackson, the 
city’s first black mayor, in 1973, power in 
Atlanta has been largely a matter of back- 
room deals between black politicians and 
white businessmen. The latter control the 
money, the former the votes. Atlanta itself 
has a black majority, and despite being the 
city supposedly “too busy to hate”, race 
has been prominentin its elections. When 
Mr Young ran for office in 1981 against a 
white opponent, Mr Jackson declared that 
only “negroes...shuffling and grinning” 
would turn against Mr Young. 





Now racial politics is becoming a sub- 
tler game. Much of the growth in greater 
Atlanta’s population has come from immi- 
gration. Latinos, whose number has tri- 
pled in the past decade, now account for 
one in 20 of the city’s inhabitants. The old 
split between black downtown and white 
suburbs is also changing. Middle-class 
blacks are flocking to suburbs like south 
DeKalb County. Whites, particularly 
young single ones, are moving back into 
the centre of the city (see table). 

On housing issues, the next mayor will 
have to balance the concerns of younger 
white newcomers, older black residents 
and ambitious Latino immigrants. Taking 
the pulse of the business community no 
longer just means dropping in on Coca- 
Cola; the mayor now has to talk to the 
increasingly prominent Hispanic Cham- 
ber of Commerce. 

This helps to explain why all three can- 
didates have so far avoided fiery rhetoric 
and emphasised their broad bases of sup- 
port. But the chances are that sooner or 
later they will break cover and start squab- 
bling fiercely over the black vote. The City 
Council recently approved a new electoral 
map that appeared to be gerrymandered 
to make sure that black districts stayed that 
way. This redistricting now awaits ap- 
proval from the Justice Department. The 
next three months will be fractious. = 


The navy’s troubles 
Out, says Vieques 


Asmall Puerto Rican island doesn’t 
want warships practising onit 


L; IS now official: the people of Vieques 
do not like the American navy. This may 
not seem entirely surprising. The navy has 
bombarded, invaded and generally as- 
saulted the eastern tip of this tiny Puerto 
Rican island for much of the past 60 years. 
On July 29th, its voters had their say, and 
68% of them asked the navy to leave. 

This local referendum, however, is not 
legally binding, and the navy is unmoved. 
The island offers ideal conditions for 
simultaneous land, sea and air exercises. 
Away from commercial airline routes and 
shipping lanes, it is surrounded by deep 
water—which comes in handy when big 
warships need to fire at targets on land— 
and has beaches on which the soldiers can 
rehearse storming ashore. So training will 
go on as planned, with a ten-day naval ex- 
ercise starting on August 2nd. 

Most of the people who live on Vieques 
claim this is bad for the island’s environ- 
ment, and for their own health. In 1999, an 
off-target bomb killed a civilian security »» 
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> guard. Nor are the navy’s exercises good 
for tourism. Navy-owned land—two- 
thirds of the island until last May—is off- 
limits to unauthorised persons. Although 
the navy has now returned 8,000 acres (32 
square kilometres) in the western part of 
Vieques, there is a lot of cleaning up to do 
before tourists can stroll through it with- 
out tripping over unexploded munitions. 

Fishing, which supports a substantial 
part of the island’s population, has also 
suffered. This year's federal budget in- 
cludes a $40m aid package for Vieques, but 
for many residents this is too little, too late. 

In June, George Bush said that the navy 
would cease fire, and leave Vieques in 
2003. Another referendum—organised by 
the federal government, and binding—has 
been scheduled for November. On August 
ist the House Armed Services Committee 
defiantly voted to cancel it. Even if it goes 
ahead, the referendum seems not to allow 
for a change of the 2003 departure date. 

The fundamental question, some say, is 
whether modern navies need to do this 
sort of training at all. Eugene Carroll, a re- 
tired admiral who is now vice-president of 
the Centre for Defence Information, a 
Washington think-tank, believes that the 
idea of putting ashore large numbers of 
troops under protective fire from warships 
is a relic of the second world war, and now 
irrelevant. The Americans’ last big am- 
phibious operation dates back to 1950, in 
the Korean war. In today’s conditions, Ad- 
miral Carroll argues, this sort of assault 
from the sea would be horribly costly. 

The navy’s supporters reply that there 
could well be wars in which it will need to 
put ashore in the face of determined oppo- 
sition the heavy tanks and guns that can- 
not be carried in aircraft; otherwise the 
poor bloody infantry will be over- 
whelmed. If Vieques will not allow it to 
practise, somewhere else will have to. = 








Copyright law 


But Dmitry did no wrong 


SAN FRANCISCO 


A clumsy law lands a Russian programmer in an American jail 


| Sane drooping in the summer fog, 
150 computer programmers took to the 
streets in San Francisco on July 30th to 
make a protest outside the federal court 
building. They were rallying in support of 
Dmitry Sklyarov, a Russian programmer 
arrested by the FB1 on July 16th after he de- 
livered a paper ata computer conference in 
Las Vegas. 

Mr Sklyarov was arrested under the 
Digital Millennium Copyright Act 
(DMCA), a 1998 law which bans technol- 
ogies designed to defeat software that pro- 
tects copyrighted material. Mr Sklyarov, 
working in Russia, where, as in most coun- 
tries, such things are not illegal, had writ- 
ten a program that circumvented some of 
the limits on eBook Reader, a piece of soft- 
ware for reading text aloud made by 
Adobe Systems, a Silicon Valley firm. His 
talk in Las Vegas was about the weak- 
nesses in Adobe's software that made such 
tricks possible. 

Mr Sklyarov did not himself make or 
distribute any illegal copies of electronic 
books, the kind of activity forbidden by 
copyright law; nor did ElcomSoft, the firm 
he worked for. But the DMCA makes it a 
crime merely to create the tools that can vi- 
olate copyright—even if those tools have 
other, legitimate uses (such as the making 
of a copy of a book by its owner for his 
own “fair use”). Since Adobe in America 
was able to buy a copy of the program 
from ElcomSoft over the Internet, it could 





Dmitry’s army on the march 


argue that the software came under Amer- 
ican law, and keep an eye out for the ar- 
rival of Mr Sklyarov on American shores. 

Programmers have been getting 
steadily more angry at the deadening ef- 
fect of the DMCA on academic discussions 
of encryption and research into computer 
security. Edward Felten, a computer scien- 
tist at Princeton, withdrew a paper on 
weaknesses in encryption systems for dig- 
ital music after lawyers for the Recording 
Industry Association of America sent him 
a warning letter. 

Mr Felten has challenged the constitu- 
tionality of the DMCA with a lawsuit that 
will be heard later this year. Also working 
its way through the courts is an appeal 
against a judgmentin favour of the Motion 
Picture Association of America that 2600, 
a journal for hackers, could not publish 
code that allows people to break the en- 
cryption systems of digital video discs. 

Mr Sklyarov’s arrest proved a flash- 
point, and it set off such a storm of protest 
that a week later Adobe changed its mind 
and called on the Fst to release him. Firms 
may be more susceptible to such public 
pressure than the government. The federal 
attorney’s office has said that it intends to 
pursue the prosecution, and support for 
the DMCA is strong in Congress, where the 
entertainment industry has lobbied hard. 
Predictably, at www.freesklyarov.org, the 
schedule for more protests is getting lon- 
ger. And rightly so. m 
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Lexington The unelectable Mr Ryan 


Crossing the line in American politics 














T governor of Illinois, George Ryan, has done some striking 
things. A pro-death-penalty Republican, this avuncular for- 
mer chemist drew international attention when he declared a 
moratorium on executions in his state because he thought the 
process “fraught with error”. Just as unpredictably, he became 
the first American state governor to visit Castro’s Cuba, all but 
thumbing his nose at America’s embargo of the island. At home, 
he has pushed a $12-billion transport-infrastructure package 
through the state legislature, as well as a new stadium deal for 
Chicago’s football team and many smaller bills that had been 
bottled up for years. Most recently, he has helped the Windy 
City to its greatest corporate triumph in living memory by luring 
Boeing to Chicago from its ancestral perch in Seattle. 

And yet Mr Ryan stands as much chance of getting re-elected 
as the Cubs stand of winning the World Series (which, as any 
hardened Chicagoan will tell you, is zero, their current position 
in the league notwithstanding). The most recent poll by the Chi- 
cago Tribune and wGn-TVv shows that only one in five likely Ii- 
nois voters would support the governor for a second term. A 
whopping 61% feel he does not deserve four more years. And his 
party’s base has deserted him: roughly 60% of voters who de- 
scribe themselves as “very conservative” feel that Mr Ryan does 
not deserve a second term. The governor will say whether he 
wants to run again on August 8th, but already a string of local 
Republicans have either advised him not to seek re-election, or, 
helpfully, declared themselves available for the job. 

How could a governor who has stacked up those legislative 
accomplishments at home and won unexpected praise abroad 
come to be so disliked, particularly at a time when the Illinois 
economy has generally been doing pretty well? Why are this 
swing state’s Republicans so keen to oust their leader? Mr Ryan’s 
story is a parable about the limits of American politics—and the 
peril of being just on the wrong side of the line of acceptability. 


Grades of sinning 

Begin with those angry conservative Republicans. Here Mr Ryan 
has given offence by the frequency of his sins rather than their 
gravity. As most local conservatives will readily concede (at least 
if none of their fellow believers is listening), Illinois is no hotbed 
of political extremism. It went heavily for the Democrat Al Gore 





in last year’s presidential election. It has had a lot of moderate 
Republican governors. The Chicago suburbs are full of “soccer 
moms” who lean towards the Republicans but are fairly liberal 
on social issues. So the affable Mr Ryan was always expected to 
hold on to the political centre. Among Republican governors, he 
is in this respect rather like Tommy Thompson in Wisconsin 
(who spent money on transport projects and approved embryo 
research) and George Voinovich in Ohio (who raised taxes and 
even earned an endorsement from the teachers’ unions when he 
subsequently ran for the Senate). 

Yet, for many Illinois conservatives, Mr Ryan has turned his 
back on his party once too often. The death-penalty moratorium 
(which caused Italians in Rome to light candles in tribute), a 
slight change of heart on abortion (he vetoed a bill that would 
have banned public money for abortions in Illinois), a tax in- 
crease to pay for his new roads and bridges, a photo opportunity 
with Fidel Castro: the general feeling is that the state’s Republi- 
cans could have swallowed two or three of these, but all of 
them together was a bit too much. He crossed the line that 
Messrs Voinovich and Thompson only edged up to. 

On Mr Ryan's bigger challenge—the transport scandal that 
has shadowed his governorship—his problem is the other way 
round: his offence is not one of frequency, but of gravity. By the 
admittedly unhygienic standards of Illinois politics, Mr Ryan is 
not seen as a particularly dirty politician. This is a state where 
tales of graft in Springfield, the state capital, are lovingly told and 
re-told; where the local wheeler-dealer, Dan Rostenkowski, the 
once all-powerful speaker of the House who then spent some 
time in a federal prison, regularly receives standing ovations; 
where itis still, for many, a proud memory that Chicago’s then 
mayor, Richard J. Daley, stole the 1960 presidential election from 
Richard Nixon by finding thousands of votes for Jack Kennedy. 

Mr Ryan, despite a long career in politics, had avoided such 
shenanigans. His downfall has come from an alleged but as yet 
unproven connection to a smallish-looking scam with a cata- 
strophic consequence. Not long before he was elected, when he 
was the Illinois secretary of state, it emerged that employees in 
his office had been selling commercial drivers’ licences to un- 
qualified lorry drivers. Some $170,000 of the bribes turned up 
in Mr Ryan’s campaign coffers. The money might have been sur- 
vivable: but the fact that the drivers were unqualified turned out 
to be deadly. In the best-known episode, one illegally licensed 
driver was involved in a fiery wreck that killed six children. 

Those dead children were enough to inflict the fatal wound. 
It scarcely matters that Mr Ryan has not been directly linked to 
the scandal (though 30 former employees in the secretary of 
state’s office have been convicted, including the man Mr Ryan 
appointed to root out corruption in the office). The continuing 
investigation, Operation Safe Road, bursts into the headlines ev- 
ery time there is a new arrest, indictment or conviction—and 
each time the pictures of the children reappear, Mr Ryan’s 
chances of re-election recede still further. 

In a country where political redemption is something of a re- 
ligion, Mr Ryan stands out. He crossed the line. The irony is that 
doing so may well have helped to make him a better governor. 
The near-impossibility of his re-election may have given him the 
courage to make unpopular moves. The pity is that it takes an 
experience like this to persuade a practised politician to cross 
the most important line in politics: the one which divides pursu- 
ing the common good from pursuing your own self-interest. # 
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The drug war 


Trouble for Plan Colombia 


BOGOTA 






Opposition mounts to the aerial spraying of coca fields 


HE crop-dusting planes of the Colom- 

bian police were back in the air this 
week, dumping clouds of weedkiller on 
drug crops, after a judge softened a ban 
that had grounded the flights for several 
days. But among both Colombian and 
American politicians opposition is grow- 
ing to the controversial crop-spraying pro- 
gramme-—the central pillar of Plan Colom- 
bia, an attempt, backed by the United 
States, to tackle drugs and guerrillas. 

On July 27th the judge had found in fa- 
vour of a group of Amazonian Indians, 
who argued that the government had not 
given enough study to the impact of the 
weedkiller on health and the environ- 
ment, and that they had not been con- 
sulted before the spraying began. This 
week the judge clarified his ruling, saying 
that it applied only to “indigenous re- 
serves” in the Amazon region. The police 
say they will carry on spraying every- 
where else. The crop-dusters are currently 
concentrating on some 14,000 hectares 
(35,000 acres) of coca in the departments 
of Narifio and Cauca. 

Officials insist that because of the scale 
of Colombia’s coca crop, and because 
some of it is in guerrilla areas, aerial spray- 
ing is the only way to eradicate it. Coca 
eradication, along with police action 
against drug-processing laboratories and 
development programmes for alternative 
crops, lies at the heart of the increasingly 
elaborate American effort to cut the flow 
of cocaine from Colombia to the United 


States. As part of $1.3 billion in mainly mili- 
tary aid approved last year, the United 
States is providing the Colombian police 
with more crop-dusters and helicopters for 
a stepped-up eradication campaign. This 
has seen 52,000 hectares sprayed since De- 
cember, half of them in Putumayo. 

Opponents claim that the spraying 
damages food crops and human health. 
American and Colombian officials insist 
that Roundup, the glyphosate-based 
weedkiller made by Monsanto that they 
spray, is harmless and is widely used on 
American farms. But there have been no 
studies of its effect when applied from the 
air in concentrated form in the tropics. Co- 
lombia’s human-rights ombudsman 
claims that additives in Roundup designed 
to make it stick to plants are damaging to 
health. They include polyoxyethylenea- 
mines, which irritate the respiratory tract, 
eyes and skin, and a byproduct, dioxane, a 
suspected carcinogen. 

As well as the ombudsman, opponents 
of spraying include the elected governors 
of six southern departments where much 
of the coca and opium poppies are grown. 
This week some of them lobbied the Un- 
ited States Congress, which is currently 
considering a request for a further $676m 
in anti-drug aid to Colombia and its neigh- 
bours. The Bogota office of the UN Drug- 
Control Programme recently called for in- 
ternational monitoring of the spraying. 

A second objection to the spraying pro- 
gramme is that as long as demand for co- 
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caine remains strong, eradication will be 
ineffective. Indeed, critics say that it en- 
courages coca farmers to move into remote 
jungle, and to plant twice as much, as an 
insurance policy. Anne Patterson, the Un- 
ited States’ ambassador in Bogota, recently 
admitted that coca cultivation in Colom- 
bia has been rising, despite the eradication 
campaign. According to the Americans’ 
latest estimate, there were 136,200 hect- 
ares of coca in Colombia last December, 
up from 122,500 a year before, although 
58,000 hectares were eradicated in that 
period. Mrs Patterson also said that coca 
had appeared for the first time in the de- 
partments of Arauca and Vichada. 

Like first-world-war generals, the drug 
warriors’ response to setbacks has typi- 
cally been to throw more resources into 
the breach. The police crop-duster fleet is 
due to expand from 12 to 26 aircraft over 
the next nine months. Mrs Patterson says 
that the spraying programme is only now 
getting up to full speed and that Plan Col- 
ombia will stem the rise in coca cultivation 
within 18 months. Maybe, but American 
officials have been chasing the mirage of 
victory in the Andean coca war for two de- 
cades now. @ 
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Drugs in Canada 


Gone to pot 


The pressure for more relaxed 
marijuana laws is growing 


ANY Canadians have often won- 

dered if the grass is greener south of 
the border. But now, thanks to new federal 
rules that came into force on July 30th, it is 
easier to get the stuff at home: the change 
allows marijuana to be used for medical 
purposes. Only those suffering from termi- 
nal illnesses, or from diseases such as mul- 
tiple sclerosis and epilepsy, may apply. But 
the new rules are a sign of a wider shift in 
Canadian attitudes to drugs. 

Other countries, such as the Nether- 
lands, Spain and Italy, have decriminal- 
ised possession of marijuana for recre- 
ational use. What is unusual about 
Canada’s action is that the government it- 
self is gearing up to supply patients and re- 
searchers. Under a federal contract, a priv- 
ate company is growing quality-controlled 
weed in a disused mineshaft in Manitoba. 

That is in stark contrast to the United 
States, where the Supreme Court recently 
scuppered moves by a dozen states to le- 
galise the medical use of marijuana. Ethan 
Nadelmann of the Lindesmith Centre, a 
drug-policy think-tank in New York, ar- 
gues that Canada is moving away from a 
hardline American-style “war on drugs” 
towards European-style “harm reduction”. 
Vancouver, for example, is debating 
whether to establish heroin clinics and 
safe-injection sites. And in practice police 
in British Columbia are turning a blind eye 
to possession of small quantities of weed. 

Not enough, argues Eugene Oscapella 
of the Canadian Foundation for Drug Pol- 
icy, a lobby group for reform. Under the 
new rules, to get marijuana patients will 
need a declaration from at least one doc- 
tor, if not two—and the Canadian Medical 
Association has expressed strong reserva- 
tions about the new policy. In opinion 
polls, around half of those surveyed now 
support the decriminalisation of mari- 
juana, or minimal fines for its possession. 
So does Joe Clark, the leader of the Progres- 
sive Conservatives. Even Stockwell Day, 
the Bible-thumping leader of the right- 
wing Canadian Alliance, has admitted to 
smoking the drug in his youth. 

More change may be on the way. Later 
this year Canada’s Supreme Court will 
consider a challenge to the law banning 
marijuana. The Senate, the House of Com- 
mons and the auditor-general are all 
studying drug policy. Meanwhile, Canadi- 
ans keep on puffing; almost two-fifths of 
those polled in June admitted to having 
taken marijuana atleast once. W 
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Presidential prospects in Peru 


Starting again 


LIMA 
Alejandro Toledo has promised a war 
on poverty 


E DOES not lack well-wishers, some 

of them, it seems, divine. A day after 
being sworn in as Peru’s new president 
with a dozen Latin American heads of 
state in attendance, Alejandro Toledo flew 
to the Inca citadel of Machu Picchu “to give 
thanks for the force and courage that the 
Apus [mountain gods] and the earth gave 
me.” Mr Toledo, an American-educated 
economist and the first Peruvian of An- 
dean Indian descent to be elected presi- 
dent, will need all the help he can get. 

Peru has made a welcome return to de- 
mocracy, at last shutting the door on a de- 
cade of authoritarian rule by Alberto Fuji- 
mori, whose regime collapsed chaotically 
last year. But Mr Toledo inherits a shrink- 
ing economy, widespread poverty, and 
what he called “the veil of corruption and 
lies” cast by his predecessor. 

Mr Toledo has placed economic policy 
in the hands of liberal technocrats. Pedro 


Tony Blair in Latin America 







jee 
But will the Apus prove fickle? 


Pablo Kuczynski, the economy minister, is 
an experienced investment banker. Rob- 
erto Danino, a surprise choice as prime 
minister, has spent the past dozen years as 
a corporate lawyer in Washington. The 
president said he wants a market econ- 
omy, but one “with a human face”; he has 
given social ministries to moderate left- 
wingers. The defence and interior minis- 
tries, run by army generals under Mr Fuji- >» 


Crying for Argentina—and farm trade 


Reforged alliances for new battles 


OR its own commercial reasons, Brit- 

ain did more than any other outside 
power to help the Latin American repub- 
lics obtain independence. Yet while the 
leaders of France, Germany, Italy and 
Spain make regular trips to the region, as 
now do American presidents, no British 
prime minister had made a purely bilat- 
eral visit to Latin America until Tony 
Blair did so this week. 

Such neglect is odd. Those Europeans 
who claim to be close political friends of 
Latin America also run the governments 
most wedded.to protecting their farmers. 
Mr Blair, by contrast, offered fulsome 
support to Brazil and Argentina in their 
demands for free farm trade, both in the 
trade talks between the European Union 
and Mercosur and at the wTO. 

President Fernando Henrique Car- 
doso of Brazil claims to be a fellow expo- 
nent of Mr Blair's “third way”, as does 
his Argentine counterpart, Fernando de 
la Rua. Mr Blair indicated that he saw 
both men as allies in a worldwide cam- 
paign against anti-globalisation protes- 
ters. Brazilian spin-doctors responded by 
praising Mr Blair as their most important 


foreign visitor this year. 

The prime minister was also warmly 
received in a brief foray across the 
Iguazu falls to Argentina, with which 
Britain fought a war two decades ago 
over the Falklands. He and Mr de la Rua 
had agreed not to discuss the islands; for 
the past decade, Argentina’s policy has 
been to pursue the dispute diplomati- 
cally, ruling out another invasion. 

Argentina faces a more immediate 
battle—over the economy. This week the 
country’s Senate approved Mr de la 
Rua’s austerity plan, and the govern- 
ment bought back short-term debt com- 
ing due this year. Even so, recent falls in 
bank deposits and tax revenues have 
spooked investors, who worry that Ar- 
gentina is heading for a debt default. 
Overnight interest rates soared to 35%, 
and Argentine securities plunged. 

Mr Blair duly offered expressions of 
sympathy for Mr de la Rua’s efforts, be- 
fore flying on to Mexico, where his fam- 
ily will join him for a holiday. If the 
prime minister gets his way on farm 
trade, he will indeed have laid the basis 
for a renewed alliance. 






> mori, have returned to civilian hands. 
Other appointments have the look of po- 
litical expediency: Fernando Olivera, the 
new justice minister, is a maverick anti- 
corruption campaigner but heads a small 
party whose votes are needed in Congress. 

The government's chief task, promised 
Mr Toledo, would be an “all-out war on 
poverty”. Over half of Peruvians are poor; 
only a minority hold proper jobs. With the 
political outlook now more settled, the 
economy is poised for growth, according 
to Mr Kuczynski. But he faces a tricky bal- 
ancing act. For the third year running, Peru 
is set to overshoot its fiscal-deficit target 
agreed on with the mr. And Mr Toledo 
has made some expensive promises, such 
as raising teachers’ wages and setting up 
an emergency social programme, to make 
work for 400,000 people. Already Mr Kuc- 
zynski has said a promised cut in sales tax 
will be delayed to January. 

Mr Kuczynski’s plan is for a swift bun- 
dle of confidence-boosting measures. 
These may include speedier privatisa- 
tions. But selling the largest among the 
state’s remaining assets, such as the Lima 
water company, would be unpopular. 

The difficulty for Mr Toledo will be to 
cope with mounting public impatience for 
economic improvement. Mr Fujimori kept 
social protest in check through police re- 
pression, the bribing and co-option of 
grassroots leaders, and free handouts. Dis- 
content may now boil over. 

Congress, too, will be a battleground 
for Mr Toledo. His party has only 45 of the 
120 seats; Mr Olivera, in theory, com- 
mands another 11. The president has made 
overtures to the populist APRA and the 
conservative National Unity parties, but 
both are likely to prefer opposition. 

Mr Toledo also faces the task of restor- 
ing public confidence in government and 
politics, debauched by Mr Fujimori and 
Vladimiro Montesinos, his jailed intelli- 
gence chief. Prosecutors investigating the 
pair believe that they and their acolytes 
may have amassed up to $2 billion, much 
of itstolen from the state’s coffers. Mr Mon- 
tesinos has threatened damaging revela- 
tions that could even discredit members of 
the new government. The investigations 
are likely to last for years—and so, too, will 
Peru’s campaign to extradite Mr Fujimori 
from Japan. Both are necessary, but have 
the potential to create tension. 

Mr Toledo has already shown inde- 
cision; he delayed his cabinet appoint- 
ments to the last minute, for example. But 
he has not made any big mistakes. The 
transition to democracy has gone remark- 
ably smoothly, thanks to the quiet compe- 
tence of the caretaker government that has 
ruled since Mr Fujimori’s exit. Now it is up 
to Mr Toledo to deliver economic growth, 
political stability and democratic reform. 
Whatever they think of him, most Peruvi- 
ans are willing him to succeed. m 


pind 
No truck with 
free trade 


MEXICO CITY 
Only the truckers gain from an illegal 
ban on Mexican lorries 


MERICANS can breathe easy. They are 
being saved from an invasion of mil- 
lions of dirty, dangerous, recklessly driven 
trucks swarming across from Mexico. So 
the International Brotherhood of Team- 
sters would have them believe. In June, at 
the Teamsters’ urging, the House of Repre- 
sentatives voted to keep a ban that forbids 
Mexican trucks from going more than 20 
miles (32km) over the frontier. This week 
the Senate approved tough new safety 
standards as a condition for allowing Mex- 
ican trucks beyond the border zone. 

Mexico has long complained that the 
20-mile limit is illegal under the North 
American Free-Trade Agreement (NAFTA). 
Trucks from Canada, the third NAFTA 
member, are allowed to roam freely across 
the United States. In February a NAFTA ar- 
bitration panel upheld Mexico’s com- 
plaint, and President George Bush prom- 
ised to end the ban by January 2002. The 
House and Senate decisions may delay 
that for years more, though Mr Bush has 
vowed to fight them. 

The Teamsters claim that Mexican driv- 
ers have less training, their criminal and 
driving records are not computerised and 
available to American authorities, and 
they represent cheap labour that will steal 
American truckers’ jobs. The union’s web- 
site cites a study by the General Account- 
ing Office (GAO) that found that less than 
1% of the 3.3m trucks crossing into the Un- 
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They terrify the Teamsters 


ited States from Mexico each year are in- 
spected. “Nearly half of those checked are 
put out of service because of safety con- 
cerns,” says the union. 

Alarming, effective-and misleading. 
The GAO study dates from 1996, when 45% 
of inspected Mexican trucks failed a safety 
test. But 28% of American trucks did so too. 
In 2000, according to a Department of 
Transportation report published last May, 
the Mexican score had fallen to 36%, 
against 24% for American trucks. Even 
something as trivial as a broken tail light 
can mean failure. The newer study also 
found that more frequent checks raised 
standards. In Texas 40% of Mexican trucks 
failed. In California, which has the bor- 
der’s only two permanent inspection sta- 
tions, the rate was 26%—similar to the aver- 
age for American trucks. 

Because of the 20-mile limit, most of 
the Mexican trucks checked are short-hop 
rigs that pick up aload on the Mexican side 
and bring it across for an American rig to 
take onwards. “The irony of this system is 
that it increases the economic incentive to 
use less-safe trucks,” argues Jim Gerber, an 
economist at San Diego State University. A 
company will not use its best vehicles for 
short trips with long customs delays, but 
keep them for the long haul. Thatis backed 
up by another Department of Transporta- 
tion study, in 1999, of 500 Mexican trucks 
caught going deeper into the United States. 
Only 30% of them failed the test, little 
worse than the American average. 

The fear of lost jobs is also exaggerated. 
According to Manuel Gomez, president of 
Mexico’s road-freight industry body, Ca- 
nacar, there are 375,000 trucks in Mexico 
and some 7min the United States. Only the 
bigger Mexican firms with modern vehi- 
cles and well-trained drivers can compete 
with American firms and meet American 
safety standards. 

In fact, Canacar is more scared than the 
Teamsters. It worries that its firms would 
be unable to compete across an open bor- 
der; American firms, it says, are already 
buying stakes in Mexican ones. Congress’s 
defiance of the NAFTA ruling is a godsend 
to Canacar. “The border must be com- 
pletely closed to American trucks and in- 
vestments in Mexican [haulage] firms,” 
says Mr Gomez. 

Mexico's government seems divided 
on the issue. “It’s not a matter of life and 
death for Mexico. There’s no consensus 
domestically on whether we should open 
up or not,” says Jorge Castañeda, the for- 
eign minister. But Luis Ernesto Derbez, the 
economy minister, has vowed to stand up 
for Mexico’s NAFTA rights. His ministry es- 
timates that the ban has cost Mexico $2 bil- 
lion since 1994. For now, though, he has 
pronounced himself “satisified” with Mr 
Bush’s rather futile efforts to end the ban. 
How long he remains so will show how se- 
riously he takes the issue. m 


Israel and the Palestinians 


The consequences of selective killing 


JERUSALEM 





Israel’s policy of assassination may promptstill bloodier retribution 


Y ASSASSINATING Jamal Mansour, 

Hamas’s most prominent leader in the 
West Bank, Israel has ominously escalated 
the intifada. Two small boys walking with 
their mother in the street below were also 
killed on July 31st when three helicopter- 
launched missiles smashed through the 
windows of Mr Mansour’s third-floor of- 
fices in Nablus. So were his top lieutenant, 
Jamal Selim, three other members of the 
Islamist group and a local reporter. 

The United States, in unwontedly 
strong language in relation to Israel, con- 
demned the attack as “excessive and 
highly provocative”. The Israeli govern- 
ment was unshaken, showing no sign at 
all of regret: intelligence officials claim that 
Mr Mansour had given the orders for the 
suicide-bombing at the Tel Aviv disco- 
theque that killed 21 Israelis on June 1st. 
Even the leader of the Meretz opposition 
party, Yossi Sarid, said the Hamas leader 
was “designated for death”, though he dis- 
approved of the method of killing because 
of the high risk of other people being hurt. 

In Gaza Hamas’s spiritual leader, 
Sheikh Ahmed Yassin, threatened bitter 
retribution. The Israelis would learn to 
their heavy cost, he pledged, “that our 
blood is not cheap.” Observers on both 
sides compared Mr Mansour’s death to the 
January 1996 assassination by a booby- 
trapped telephone of Yahiya Ayyash, the 
Hamas “engineer” whom Israel had held 


responsible for a series of terror attacks. 
The retribution at that time took the form 
of a slew of bus-bombings in Tel Aviv and 
Jerusalem that killed dozens of Israelis— 
and helped to topple the then pro-peace 
Labour government. 

But there are several big differences be- 
tween 1996 and now. At that time, in the 
middle of the peace process, Fatah de- 
nounced terrorist actions in Israel, and the 
Palestinian Authority arrested 1,200 Islam- 
ists, mostly without charge. That would 
not happen now. In the wake of the Nab- 
lus killings, Fatah too promised “a swift 
and painful response”, announcing strikes 
and two days of mourning throughout the 
occupied territories. Israel’s policy of 
assassinating Hamas and Fatah men alike 
has encouraged the formation of cross-fac- 
tional groups, binding together the na- 
tional and the Islamic resistance. One orga- 
nisation, the National and Islamic Forces, 
is becoming particularly potent. 

Fatah leaders are unconcerned that 
these developments do not fit with Yasser 
Arafat's efforts to bring some form of inter- 
national protection to his people. “Talk of 
observers or political initiatives is mean- 
ingless now. Our only option is to escalate 
the resistance,” says Hatem Abdul Qader, 
a Fatah leader in Jerusalem. Palestinian 
guerrillas have indeed fired this week on 
Israeli targets near Ramallah, East Jerusa- 
lem, Bethlehem, Hebron and Gaza, leaving 
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five Israelis wounded and two more Pal- 
estinians dead. 

Yet the Israeli government believes that 
the new threat of revenge bombings is no 
graver than the dangers that the Israeli 
public is already facing. Only good luck, it 
says, and a shrinkage of the pool of “pro- 
fessional” bomb-makers due to earlier 
assassinations, has averted big disasters. 
On July 30th, for instance, a car-bomb 
planted in the underground car park of an 
eight-storey residential building in Jerusa- 
lem exploded only partially and appar- 
ently prematurely, causing no serious 
damage. On the same day a bomb ex- 
ploded in a West Jerusalem supermarket 
without causing injury. Israel has denied 
responsibility for the deaths of six Fatah 
activists, three of them on_Israel’s 
“wanted” list, who were blown up on July 
29th in a car workshop in Nablus. Palestin- 
ian security officers, on the other hand, 
said that the blast had been triggered by 
three booby-trapped devices, and held Is- 
rael to blame. 

The day before, a Jewish fast-day, the 
main source of tension had been at Haram 
al-Sharif (Temple Mount) in Jerusalem. 
Large units of Israeli police, equipped with 
riot gear, had entered the Muslim shrine 
after some Palestinians, roused by the at- 
tempt of a tiny messianic Jewish cult to lay 
a cornerstone for a third Jewish temple, 
had stoned the Western Wall plaza, the ad- 
jacent Jewish holy site. There were inju- 
ries, but no deaths, a reason for relative re- 
lief in these awful times. 

The relief is likely to be short-lived. 
Questions are being asked about the logic 
of Israel's decision to attack a figure of Mr 
Mansour’s seniority. The obvious ques- 
tion: who will be next? Israel’s minister of 
finance, Silvan Shalom, a member of Mr 
Sharon’s policymaking inner cabinet, says >» 





> reassuringly that Mr Arafat's own life is not 
in danger. But if the escalation goes on, he 
adds, “there could be a discussion one day 
about whether the chairman should be al- 
lowed to remain in the area.” 

Be that as it may, Israeli officials say that 
the policy of attacking individuals be- 
lieved to be directly involved in terrorism 
will continue, despite international disap- 
proval. The Palestinian Authority contin- 
ues to be undermined by the new joint 
commitment of nationalist and Islamist 
Palestinians to the armed struggle as the 
only way to resist the occupation. And de- 
spite, or perhaps because of, the serious 
worsening of the situation on the ground, 
the dispatch of American observers to 
monitor the now non-existent ceasefire 
seems no more of an immediate priority 
than it was before. m 


Caspian oil 
Storm ina 
precious teacup 


MOSCOW 
Little naval clashes over oil rights could 
be serious 


E SOUNDS like the opening lines of a 
military planner’s scenario for the third 
world war. The countries involved are a 
rough bunch and their leaders, in varying 
degrees, ill, weak, ruthless or mad. Two of 
the countries are heavily armed. A vital 
western interest is at stake: billions of dol- 
lars’ worth of oil. 

Last week an Iranian naval vessel 
forced two oil-exploration ships, British- 
owned and run jointly with an Azerbai- 
jani company, away from a disputed bit of 
the Caspian Sea. Iran then sent military 
aircraft twice into air space claimed by 
Azerbaijan and said that, as the borders 
were not determined, it was doing nothing 
wrong. The Iranian ambassador mysteri- 
ously left Baku, Azerbaijan’s capital. 

A report in the semi-official Tehran 
Times on July 26th raised the temperature 
further. “Following the imprudent act of 
Azerbaijan, supported by Britain, Iran has 
deployed its military ground forces to the 
Iran-Azerbaijan borders,” it said. The Azer- 
baijani media meanwhile quoted a senior 
Iranian official recalling that Azerbaijan 
was once an Iranian province. “Leaders of 
Azerbaijan should rule their country in a 
way that will not make Tehran think of re- 
claiming Azerbaijani territory,” he suppos- 
edly said. True or not, Azerbaijani officials 
responded in kind. Aliar Safarli, a former 
ambassador to Tehran, claimed to have ev- 
idence that “every year Iran allocates over 
$50m for acts of sabotage in Azerbaijan.” 

Nothing very bad has actually hap- 
pened so far. But the row highlights the de- 


cade-old failure to decide how to divide 
the Caspian Sea, and its mineral resources, 
after the Soviet Union's collapse. The argu- 
ment revolves round an arcane principle 
of international law governing maritime 
borders. Two of the new countries border- 
ing the Caspian, Azerbaijan and Kazakh- 
stan, wantit treated asa sea, entitling them 
to their own territorial zones. Russia and 
Iran say their Soviet-era treaties make it a 
lake, which under international law 
would mean that most of it would be 
jointly owned and managed—giving them 
a bigger slice. The two are broadly backed 
by the fifth country, Turkmenistan, al- 
though its megalomaniac leadership is no- 
toriously unpredictable. 

None of this would matter if it were not 
for the oil beneath the Caspian. All five 
countries want their share, or preferably 
rather more than their share, of the esti- 
mated 70 billion to 200 billion barrels. 
None of them is good at negotiating con- 
structively. The West broadly backs Azer- 
baijan and Kazakhstan, where their oil 
companies have invested heavily. But only 
Russia and Iran have a significant naval 
presence in the Caspian. 

Russia is urging calm in the current row 
but has also been flexing its muscles of 
late. In January its Caspian fleet conducted 
exercises with live ammunition. Its war- 
ships then anchored off Baku, asking for 
permission only after they had done so. 
Last month Russian officials announced 
that three powerful new ships were join- 
ing the fleet. It has also leant heavily on the 
Azerbaijanis to stop Chechens using their 
country as a base for propaganda. 

Plenty of other rows smoulderin the re- 
gion, too. Azerbaijan’s relations with Iran 
have become strained of late. The large Az- 
eri-speaking population in northern Iran 
feels put-upon. It would like more rights 
for its language (akin to Turkish) and cul- 
ture. Some Azeri nationalists dream of uni- 
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fying all their compatriots in one country. 
Iran sees a western-backed, pan-Turkic 
conspiracy behind such talk while Azer- 
baijan’s authoritarian secular leadership 
sees Islamic plots behind every minaret. 
The country’s ailing president, Heidar 
Aliev, is due to visit Tehran this month, for 
what should—if it happens—be an interest- 
ing exchange of views. 

A third quarrel drags on between Azer- 
baijan and Turkmenistan, a gas-rich dic- 
tatorship to the east of the Caspian. This is 
about gas debts from the early 1990s, 
which Azerbaijan says were incurred by 
private companies. Turkmenistan wants 
Azerbaijan to pay and has closed its em- 
bassy in Baku as a sign of its displeasure. 

It now looks as though tempers are 
cooling. The British oil company involved, 
BP, has suspended drilling in the disputed 
oilfield. The report of Iranian troop move- 
ments was subsequently denied. The Ira- 
nian ambassador to Baku is due to return 
shortly. The presidents of all the Caspian 
countries are due to meet in the autumn. 
But itis worrying, nonetheless. m 


Zimbabwe 
One more for 
Mugabe 


HARARE 
Acrucial by-election victory for the 
ruling party bodes ill for the opposition 


To spirits of supporters of Zimbabwe's 
main opposition party matched the 
dismal skies and chilly rain that settled on 
the capital Harare this week. The Move- 
ment for Democratic Change (MDC), had 
lost a by-election at Bindura, a nearby min- 
ing town, and by a bigger margin than in 
the general election last year. The MDC has 
now lost three by-elections in a row, rais- 
ing doubts about its chances of getting rid 
of Robert Mugabe in the presidential elec- 
tion that is due before next April. 

A couple of weeks ago it all looked 
more hopeful for the Mpc. Cracks had ap- 
peared in the increasingly autocratic ruling 
party, ZANU-PF, as Mr Mugabe squabbled 
with his finance minister, Simba Makoni, 
over the parlous state of the economy. In 
May another minister fled to South Africa, 
saying he could tolerate Mr Mugabe's mis- 
rule no longer. Just after that, the Mpc 
won an important mayoral election. 

Since then, Mr Mugabe has done better. 
A general strike last month came to noth- 
ing and African foreign ministers mum- 
bled support for his land-reform policy ata 
summitin Zambia. Libya’s Colonel Muam- 
mar Qaddafi promised him $360m to ease 
the country’s fuel shortage and nearly $1m 
for ZANU-PF’s election coffers, despite a 
law banning foreign funds. No wonder Mr »» 





> Mugabe sounds bullish. He has told his 
cabinet, with an eye sharply on Mr Ma- 
koni, that he will not tolerate cowards. 
Journalists have been warned about new 
controls and all BBC journalists have been 
banned from visiting the country. 

The mpc, however, believed it could 
win Bindura. The previous Mp had a ma- 
jority of only 2,000. The Mpc cam- 
paigned for urgent land reform to match 
the government's seizure of white-owned 
land in the rural areas. And in the town it- 
self the opposition party hoped for the sort 
of support it commonly enjoys among the 
relatively sophisticated urban population 
of Zimbabwe. 

Instead, ZANU-PE’s majority grew to 
6,400. Its land-redistribution policy 
proved popular among peasants, but it is 
hard to say whether that was what carried 
the day. For the election was neither free 
nor fair. During the campaign the MDC’s 
leader, Morgan Tsvangirai, was ambushed 
and shot at and on election day the party’s 
candidate, Elliot Pfebve, was actually ar- 
rested, albeit briefly. mpc monitors were 
refused access to mobile polling stations in 
outlying areas and thugs beat up sus- 
pected opposition supporters. ZANU-PF 
handed out government development 
money and an extra 4,000 voters were 
moved to the constituency before the poll. 

Nobody expects next year's presiden- 
tial election to be free, fair or properly 
monitored either. This week the minister 
of information attacked the use of election 
monitors, so it still remains unclear what 
role awaits the Commonwealth observers 
who may soon be allowed to visit. And 
with a series of other by-elections due, in- 
cluding one in September in Mr Tsvangi- 
rai’s own constituency, ZANU-PF is likely 
to keep up its momentum and hone its 
thuggish electoral tactics. 

A few hopes remain for the opposition. 
The country’s courts, despite efforts to 
pack them with political appointees, con- 
tinue to strike down dubious zANU-PF 
electoral victories. The MDC may yet chal- 
lenge the Bindura result. Perhaps more im- 
portant, self-respecting judges are unlikely 
to accept a treason trial for Mr Tsvangirai, 
who has been accused of threatening the 
president's life. However, another High 
Court judge resigned this week. 

ZANU-PF’s efforts to rig the presidential 
vote next year will also be harder than rig- 
ging a by-election. Since the presidential 
vote will be held without constituencies, 
the relative strength of the MDC in the cit- 
ies should enable it to deliver its vote. In- 
stead of shipping voters from one constitu- 
ency to another, ZANU-PF would have to 
stuff ballot boxes, a tactic it has been wary 
of, so far. And with six months more of 
economic collapse, suffering peasants 
may quietly decide to risk ZANU-PF's 
thugs rather than endure another six-year 
term under Mr Mugabe. m 


Angola 
No place for the 
poor 


LUANDA 
The governmentis cleaning up the 
capital—including the inhabitants 


pe the carefully kempt lawns of Mir- 
amar, a posh clifftop district of Luanda, 
diplomats and oil executives can gaze on 
hungry people down the hill sifting 
through rubbish bins and homeless chil- 
dren bathing in huge potholes. The 
smarter parts of Luanda—those parts fre- 
quented by foreigners and the once-Marx- 
ist, now rich and venal, elite—are being 
done up. Street lights and broken pave- 
ments are being replaced, gardens are be- 
ing tidied up and replanted and a colonial 
palace, demolished by one government 
department, is being rebuilt in concrete on 
the orders of another. 

Much of this patchwork gentrification 
is being done by the Urbana Project, which 
encourages private businesses to pay to 
smarten up their areas. But the people pay- 
ing the highest price for inner-city reju- 
venation—and reaping none of the bene- 
fits—are the 50,000 people of Boavista, an 
unplanned zone thatstraggles up the steep 
red-sand cliff to Miramar from Luanda’s 
harbour. Boavista’s concrete-block houses 
may not be luxurious, but they are infi- 
nitely better than what their occupants 
have now been moved to. 

Earlier this year, a section of the Boa- 


Formerly of a downtown des res 





vista cliff gave way and several houses col- 
lapsed, killing at least six inhabitants. The 
government said the site was unstable and 
last month sent in police with guns and 
workmen with sledgehammers. The 
houses, some of which were quite sub- 
stantial and worth a few thousand dollars, 
were smashed to rubble. In scenes remi- 
niscent of forced removals in South Africa 
under apartheid, the inhabitants were put 
on trucks and driven off. 

They have been dumped in lines of 
army-style tents on the dusty edge of Lu- 
anda, some 30kms (20 miles) from the city 
centre. The municipal services there con- 
sist of a water cart, a few pit latrines and 
canvas awnings for school classrooms. 
The former Boavistans are now as badly 
off as any of Angola’s impoverished deslo- 
cados, war-displaced people who also live 
in clusters of tents and shanties amid street 
markets and rubbish dumps on the edge of 
town. Adding to their misery is unemploy- 
ment: many have had to give up their jobs 
or market stalls in Luanda because fares to 
and from the city centre cost around $1, al- 
most a day’s wages for poorer residents. 

The government has promised them 
new houses on a nearby building site and 
some are working there, rewarded with 
food handouts. But they angrily describe 
how they were encouraged to build at Boa- 
vista more than 20 years ago, when the 
government said it had no money for pub- 
lic housing. Lawyers have launched a legal 
challenge to the evictions but the demoli- 
tions have continued. 

The government consistently denies 
any motive other than a concern about the 
instability of the Boavista cliff as its reason 
for moving the people out. But a glossy 
brochure published by the state oil com- 
pany, Sonangol, suggests there may be 
other plans for this central site with spec- 
tacular sea views. Sonils, a subsidiary of 
Sonangol, plans to develop the area ad- 
joining Luanda’s harbour. As well as a 
base for Sonils, the development will in- 
clude “the construction of a shopping cen- 
tre, a residential area with entertainment 
clubs, restaurant, bar, leisure areas, super- 
market, swimming pool, laundry and ca- 
ble television.” 

A Sonils official says that the plans re- 
quire “a joint solution with the Luanda 
provincial government to construct an 
area of low-cost housing to relocate the 
people who live in the vicinity.” The gov- 
ernment seems to agree and is understood 
to be considering asking foreign aid agen- 
cies for help. The UN mission in Luanda is 
quietly voicing concerns about human 
rights and the implications of turning low- 
income people into no-income people. 
With 1.2m Angolans uprooted by the civil 
war and already heavily dependent on 
aid, no one is keen to find money for an oil- 
rich government to rescue the victims of its 
urban gentrification. = 
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e brakes on 


The force of globalisation is a fact of modern life, French leaders accept. But they 


feel it needs to be keptin check 


OMPARE two reactions to the violence 

at last month’s G8 summit in Genoa. 
First, that of Britain's prime minister, Tony 
Blair: “So these people can come and they 
can riot and protest on the street and throw 
petrol bombs at the police and then we, 
the democratic leaders, should conclude 
from that that we should never meet again. 
I think the world has gone mad.” Fair 
enough, from a man who, when he spoke, 
had no idea just how thuggish the police 
too had been. After all, why should violent 
protest stop elected world leaders meeting 
to discuss world affairs? 

But listen now to France’s prime minis- 
ter, Lionel Jospin: “While denouncing the 
violence to which a minority resorts on 
the pretext of denouncing the ravages of 
globalisation, France rejoices in the world- 
wide emergence of a citizens’ movement, 
in as much as it expresses the wish of the 
majority of mankind better to share the 
potential fruits of globalisation.” 

Quite a contrast. Why? True, Mr Jospin 
is of an older left than Mr Blair. But French 
companies have rushed worldwide—com- 
panies like Vivendi, recent buyer of Uni- 
versal Studios in California, or Michelin, 
with 38% of its tyre sales in North America, 
or Renault, building Nissan vehicles in Ja- 
pan. Indeed, France counts itself the fifth- 
biggest trader of goods and services, and is 
visited by far more tourists than any other 
country. So why the difference? 

One reason indeed lies in the past. Mr 
Jospin was for years a Trotskyite, dedi- 
cated, like Genoa’s extremists, to the over- 
throw of global capitalism. Even in youth, 
Mr Blair was no real left-winger, let alone 
that far left. Secondly, Mr Jospin was not at 
the summit: France was represented by 
Jacques Chirac, its conservative president 
and his own presumed opponent in a 
presidential election next spring. But the 
underlying reason is that Mr Jospin and 
French voters, of both right and left, have 
an instinctive mistrust of globalisation. 

To them, it smacks not just of unres- 
trained free markets and other supposedly 
“Anglo-Saxon” notions, but also of an 
American hegemonism that modern 
France, from Charles de Gaulle onward, 
has felt duty-bound to resist. José Bové, 
leader of France’s small farmers, has be- 
come a national hero whom no politician 
dares criticise, through stunts such as van- 
dalising a McDonald's restaurant or tear- 
ing up genetically modified crops. A poll in 
France last year found 12% of respondents 


ready to say they admired the United 
States, 46% either critical of or worried by 
it, and 75% who wanted less American 
influence on “economic and financial 
globalisation”. 

And, they could have added, on lan- 
guage. French was once the nearest thing 
(since Latin) that Europe had to an interna- 
tional language. English is now a truly 
global one and, backed by the weight of 
American culture and money, is widely- 
for understandable reasons—seen as a 
threat to French culture even in France. 
Hence what seem, to English-speakers, bi- 
zarre attempts to restrict its role in the me- 
dia; hence the (paradoxically, globalist) at- 
tempt to encourage the French language 


wherever in the world—Canada and Af- 


rica, notably—it is used. 

Yet great numbers of these same suspi- 
cious Frenchmen guzzle on McDonald's 
hamburgers, buy their T-shirts from Gap 
and troop along to the latest offering from 
Hollywood (or to French imitations 
thereof, like this summer's film hit, “Le fa- 
buleux destin d’Amélie Poulain”, much 
criticised by intellectuals for being just 
that). So the conventional wisdom is not 
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that globalisation can be—or should be- 
prevented, but that it must be regulated. 
Back in 1993 Edouard Balladur, a conserva- 
tive prime minister, argued: “What is the 
market? It is the law of the jungle, the law 
of nature. And whatis civilisation? Itis the 
struggle against nature.” Tone it down a bit, 
for “market” read today’s “globalisation” 
and Mr Chirac would not disagree. 

So regulate, but how? Mr Jospin’s an- 
swer is through state intervention. Just 
after the Genoa summit, he told a foreign- 
ministry audience that it was only at first 
sight that globalisation reduced the role of 
the state. Look closer, and who but the 
state can provide the necessary rules for 
trading standards, the environment, social 
rights and so on? “Globalisation gives a 
new legitimacy to modern states,” he said. 

A prime minister would, wouldn't he? 
And it is a natural line in France, where a 
quarter of the workforce is in the public 
sector and where the state is traditionally 
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> accorded reverence rather than American- 
style mistrust or contempt. But is there 
more to it than governmental self-interest 
and a cultural credo? Yes, says Mr Jospin. 
Within the o£cp, the rich countries’ club, 
state spending is now equivalent to an av- 
erage of 37% of GDP, compared with 25% in 
1965. In contrast, in the world’s poor coun- 
tries, he says, “wherever the state col- 
lapses, development retreats, investment 
disappears and capital flees.” 

President Chirac, no ex-Trotskyite he, 
responded to the G8 summit much as Mr 
Jospin did: “Our democracies, clearly, can- 
not be mere spectators of globalisation. 
They must tame it, accompany it, hu- 
manise it, civilise it.” That was music to the 
ears of trade unions, anti-industry lobby 
groups and non-governmental organisa- 
tions, for whom, Mr Chirac went on to 
claim, France is “probably the most open” 
country and closest to their concerns. 

Yet the anti-globalisers would be fool- 
ish to claim victory, even on the soil of 
France. For all such soothing words, the 
French establishment has no intention of 
turning the global clock back. Witness a 
government statement last month that ex- 
perimental fields of genetically modified 
crops pose no risk to health. Witness, too, 
the appearance before the judges yet again 
of the campaigning Mr Bové, this time to 
see whether he may have defamed manu- 
facturers of animal feed. 

Noris the state alone. Business is proud 
of its many footholds abroad. And the 
working citizen? Well, did those who com- 
plained bitterly when Marks & Spencer 
abruptly announced the closure of its 
French stores actually want the perfidious 
British retail firm to go home? No, they 
wanted it to keep its shops open. m 


Italy after the G8 summit 


Shamed 


Italy’s police disgraced their country. Its 
politicians have done little better 


WAS not clear at once, but it soon be- 
came so: whatever the violence of the 
anarchist or merely thuggish minority of 
protesters at the G8 summit, some of Italy’s 
police and carabinieri behaved at least as 
badly. Italians last week were shocked as 
television and press, day after day, dis- 
played the disgrace of their finest: police 
boots and truncheons in action on fallen 
or surrendered demonstrators; the bat- 
tered faces and bodies of people whose 
sole crime was to have been trying to sleep 
in the school used by the protesters as their 
headquarters; the testimony of those 
swept off to a police barracks and threat- 
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ened with violence if they would not sing 
fascist songs; and much else. Quite simply, 
some of the police, especially in the raid on 
the school, had gone berserk. 

Yet, into the current week, there fol- 
lowed another spectacle in its way almost 
as shocking, and almost as lavishly re- 
ported: the spectacle of the politicians, left 
and right, feverishly trying to make politi- 
cal capital out of a national disgrace. 

To much of the governing centre-right, 
the police thuggery was mere self-defence 
(as it manifestly had not been in the school 
or the police barracks), against the organ- 
ised violence of the tute nere, the “Black 
Overalls”—the “Black Block” as the media 
soon named them, in those English 
words—among the protesters. And blame, 
if any, for the police? Who appointed the 
police chiefs responsible, asked the prime 
minister, Silvio Berlusconi? The old centre- 
left government, that was who. 

The left was not to be outdone. The vio- 
lence was like that of Augusto Pinochet's 
Chile, averred Massimo D’Alema, a former 
prime minister.The theme of a quasi- 
fascist plot between the police and the far- 
right National Alliance (its leader, Gian- 
franco Fini, is Mr Berlusconi's deputy) was 
widely aired; not that the “they got what 
they deserved” reaction of some of that 
party’s parliamentarians did much to dis- 
prove it. One purported eye-witness even 
suggested that some of the Black Block 
were on curiously good terms with the po- 
lice; such things can happen, but would 
the police have had to seek out German- 
speakers, as many in the black overalls 
were, from hundreds of kilometres away, 
to act as agents provocateurs? 

And meanwhile the parties wrangled. 
Should the Senate debate a vote of confi- 
dence in the interior minister? Should the 
lower house investigate? Or both? And in 


Or a demonstrator’s head 








what order? Or neither? At last, on Mon- 
day, came a voice of authoritative sanity: 
President Carlo Azeglio Ciampi “hoped for 
and was awaiting” the full truth about 
what happened in Genoa, as did “all Ital- 
ians, without distinction.” Some decency 
returned. Already a police inquiry has 
pointed fingers, notably at the bosses of an 
anti-terrorist group and of a flying squad 
from Rome. The interior minister said any 
guilty police would be punished. At last, 
parliament agreed to inquire itself. m 


The EU and Brussels 
A bureaucracy by 
any other name 


BRUSSELS 
The European Union is looking for a 
new, charming image for its home town 


IT out in a café on a summer's evening 

in Brussels and, with the help of a few 
beers, it really does feel as if the city is the 
capital of Europe. A babble of different lan- 
guages arises from the tables. Even the 
waiters and waitresses often seem to be 
multilingual, switching easily between 
French, Dutch and English, and more. 

The number of languages and national- 
ities in the office corridors and cafés of 
Brussels will rise even further when the 
European Union expands to take in what 
may be as many as 12 new members. The 
city authorities reckon there are already 
around 23,000 foreign Eurocrats and their 
families in Brussels, and perhaps another 
10,000 Europeans whose jobs are linked 
to the Eu. This week the European Com- 
mission suggested that it would have to 
add 2,500 extra people to its staff because »» 





> of enlargement, of whom 400 will be in- 
terpreters. The army of lawyers, journal- 
ists and lobbyists that follows the £u will 
also grow. The commission is already 
planning a fourth European school and 
600 extra nursery places for Eurobrats. 

This expansion of the number of pro- 
fessional Europeans in Brussels, combined 
with the increasing pace of European inte- 
gration and the decision to all hold all 
European summits in Brussels from next 
year, has prompted the commission to 
start a debate on the role of the city as the 
“capital of Europe”. The hope is that Euro- 
pean citizens will stop regarding the seat of 
the Eurocracy as merely a producer of 
beer, subsidies and pointless regulation, 
and instead take some pride in it. Romano 
Prodi, the president of the commission, 
says his aim is to “make Brussels a place 
that all citizens of Europe can relate to”. 

One thing he wants is some visible fea- 
ture to act as a favourable symbol of Brus- 
sels across the Eu, as the Eiffel Tower and 
Big Ben symbolise Paris and London. The 
obvious candidates, alas, are not inspiring. 
The Manneken Pis, a tiny, working statue 
of a urinating little boy, is famous, but in- 
trinsically absurd. Then there is the Ato- 
mium, a giant-sized more-or-less model of 
an atom put up in 1958 as a tribute to the 
potential of the nuclear age. It has the 
merit of being both distinctive and con- 
temporaneous with the foundation of the 
EU itself. But, though it may have seemed 
the epitome of modernity 40 years ago, it 
is now arusting hulk. 

The truest-to-life candidate might be 
the Berlaymont, a large star-shaped build- 
ing that used to serve as the commission's 
headquarters until it was evacuated be- 
cause of an asbestos scare. It has been un- 
dergoing an expensive refit for most of the 
past decade and will eventually reopen. 
But it remains hideously ugly and screams 
bureaucracy—not exactly the image that 
Mr Prodi hopes to promote. 

The fact is that the best things in Brus- 
sels are the splendid food in its restaurants, 
and its city squares, parks and woods; the 
stuff of the good life, but not of good sym- 
bolism. So Mr Prodi, eager to find some in- 
spiring ideas—about architecture and 
much else besides—is staging two semi- 
nars on Brussels this year, with a cast of 
European intellectuals. 

The first, in May, did not go terribly 
well. One of the participating thinkers, 
Umberto Eco, author of “The Name of the 
Rose”, emerged to call the exercise “com- 
pletely artificial”, saying that Mr Prodi had 
“got together all these irresponsible people 
to find ideas and symbols for something 
that does not yet exist.” An accurate synop- 
sis of Mr Eco’s novel, it might be said. But 
Mr Prodi is a courteous fellow and, rather 
than hit back at his guest’s smack across 
the chops, he will carry right on with his 
second seminar, next month. m 


The EU outside Brussels 


Wider still and 
wider 


BRUSSELS 


The EU family spreads its wings 


NCE upon a time, the European Un- 
ion lived essentially in Brussels. Oh, 
and Luxembourg. And, of course, Stras- 
bourg, home of its parliament and pâté de 
foie gras. But now, labouring under the 
banners of often impenetrable acronyms, 
and at one remove from the European 
Commission (which enables commission- 
ers to make virtuous claims about their 
small staffs), the Eurocrats are everywhere. 
The acronyms signify a host of agencies 
and authorities that burgeoned in the early 
1990s, when the commission, under 
Jacques Delors, was in expansive mood. It 
spawned such bodies as the European 
Monitoring Centre for Drugs and Drug Ad- 
diction, the European Agency for Safety 
and Health at Work, the European Agency 
for the Evaluation of Medicinal Products 
and the Office for Harmonisation in the In- 
ternal Market (trademarks and designs). 
The idea took hold that no area of EU 
business was complete without its agency 
or authority. National governments lob- 
bied for a piece of the action, eager for vac- 
uous prestige and an influx of well-paid 
EU Officials. The agencies became political 
pork, to feed those bypassed by the travel- 
ling circuses of the European Commission, 
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Parliament and Council of Ministers shut- 
tling between Brussels, Luxembourg and 
Strasbourg like medieval courts. 

In 1993 a ragbag of minor Ev institu- 
tions was distributed among less privi- 
leged £u countries. There were just 
enough to go round. Of the three 1995 en- 
trants, Austria now houses the European 
Monitoring Centre on Racism and Xeno- 
phobia, handily placed to irritate Jörg 
Haider. Only Sweden and Finland are still 
waiting. The Finns have high hopes of the 
European Food Authority, the EUu’s re- 
sponse to burgeoning food scares, which 
from next year will be dispensing impar- 
tial Euro-scientific advice on which end of 
a mad EU cow is its foot and which its 
mouth, and whether eaters should care. 

Yet to come (and be placed) is a marine- 
safety agency, at one moment destined for 
that mighty seaboard power, Luxem- 
bourg, until France rocked the boat with a 
claim from Brest. An agency for the in- 
formation society may be created, to keep 
Sweden virtually happy. But what hap- 
pens when the Ev is enlarged? 

Well, Greece now shares (with Kosovo, 
not yet in the Eu) the new European 
Agency for Reconstruction. Who knows 
where else the agency may have to spread? 
Training, already ingeniously split be- 
tween plain in Turin and vocational in Sa- 
lonika, could no doubt be subdivided fur- 
ther: practical (Germany?), emotional 
(Poland?), theological (for Geneva, when 
one day even the Swiss come in), monar- 
chical (Bulgaria) and so on. 

Pork-barrelling , of course, would stay 
in its proper home, Brussels. m 



















Icy calm 


MOSCOW 
The authorities were ill-prepared for 
last winter. There’s worse to come 


USSIA’S capital is still sweltering in the 

summer heat, but the looming difficul- 
ties of keeping the country heated this 
winter are already sending a chill through 
top officials’ hearts. Last winter was the 
worst for decades in the east of the coun- 
try. Fuel stockpiles were too low. Rickety 
equipment conked out. So hundreds of 
thousands of people endured days, even 
weeks, in temperatures well below zero. 
President Vladimir Putin was furious, and 
instructed his government to sort things 
out in time for next winter. Some hope. 

The most vigorous activity visible in of- 
ficialdom is energetic buck-passing. Offi- 
cials at local heating plants say fuel delive- 
ries are far behind schedule. The energy 
companies say that rail freight charges for 
coal are too high, and that they are not paid 
properly for deliveries. Local authorities 
say they simply cannot afford to pay for 
heat. The government berates dishonesty 
and incompetence, but so far seems to 
have little idea about what to do. 

The statistics are dire. Prospects for 
much of Russia east of the Urals look even 
worse than last year. The ill-run Maritime 
region, in the far east, was the worst hit last 
year. There, the federal government has 
taken direct charge. But Dalenergo, the 
main power company, says it has only 
40% of the needed coal reserves. The local 
authority says it lacks 1.3 billion roubles 
($45m) to get ready for the winter, and 
blames Moscow for not providing it. 

Across Russia, the main electricity gen- 
erator, United Energy Systems, says its con- 
sumers owe it more than 100 billion rou- 
bles. A large chunk is due from the central 
government. Dealing with non-payers is 





Central heating, post-Soviet style 


politically explosive. In the far-northern 
town of Archangel the local power com- 
pany wanted to cut off Sevmash, a dead- 
beat local engineering company. Then it 
realised that the firm was involved in rais- 
ing the sunken Kursk nuclear submarine, a 
project close to the Kremlin’s heart. 

Some of the current panic is for propa- 
ganda purposes. On past form, quite a lot 
of fuel usually does get delivered at the last 
moment, or soon afterwards. But that does 
not solve the underlying problems. Too 
many people live in unserviceable places. 
Heating systems are simply worn out, and 
payments too low to pay for proper up- 
keep, let alone replacement. Design dates 
from the days when energy was virtually 
free, so huge amounts are simply wasted. 


Turkey's Kurds 






Pipes are badly insulated. Most Soviet-era 
radiators lack any controls; if a room gets 
too hot, you open a window. 

There are long-term solutions around. 
Chukotka, the country’s most distant and 
impoverished region, is thinking of wind 
power. Another idea, much liked by econ- 
omic reformers in Moscow, is to move 
over to a decentralised system of small gas 
boilers, rather than pumping heat from 
giant plants. But any of that would require 
some competent administration and po- 
litical will on the ground. It is easier just to 
blame someone else. Where will that 
blame stick? Another fiasco-filled winter 
would be bad news for Mr Putin. Last time 
he could still blame the old regime. Now 
he has 12 months’ less excuse. m 


With a little help from the ref 


ISTANBUL 


Football is anew way of winning over the Kurds. 


FTER decades of attempts at forced 
assimilation, the Turkish state has 

devised a new way to undercut separat- 
ist sentiment among its restless Kurds: 
football. So, with more than a bit of col- 
lusion from suitably nationalist referees, 
policymakers in Ankara managed last 
season to help a pretty shoddy second- 
division team from the largest Kurd- 
dominated province, Diyarbakir, win 
promotion to the first division. Even 
now, the red and green banners of the 
club, Diyarbakirspor, continue to swathe 
the provincial capital in celebration of 
this notable if dubious triumph. 

The scheme is said to have been mas- 
terminded by Gaffar Okkan, Diyarba- 
kir’s swashbuckling police chief. He 
practised with the team daily, and at- 
tended all its games. Despite which, it 
won, and Mr Okkan’s embrace of the 
team—and his attempts to curb police 
abuses—won him the affection of the lo- 
cals, who took to the streets in huge 
numbers after he was murdered last Jan- 
uary in a still unexplained bomb attack. 
Posters of him are to be found in far- 
flung corners of Kurdish regions where 
the word polis was, until his arrival, syn- 
onymous with brutality and torture. 

This unlikely turn of events shook 
Hadep, the largest pro-Kurdish party. It 
had been swept to power across the 
Kurd-dominated provinces in municipal 
elections in 1999, and makes no secret of 
its sympathy for the imprisoned Kurdish 
rebel chief Abdullah Ocalan and his PKK 
guerrillas. It decided to get in on the act, 
forking out large sums of money to the 
club—a craftier move, perhaps, than the 
youth tournament that Hadep’s branch 
in Adana province organised this spring, 





Eee aye addiyarbakir 


only to have all the young footballers 
and the organisers briefly arrested for 
“breaking anti-terror laws”. 

The twist is that, for all the govern- 
ment’s backing, when Diyarbakirspor 
plays outside the Kurdish provinces, the 
home side’s supporters roar “Ocalan’s 
bastards” or “PKK go home”. Never mind 
that all but two of Diyarbakirspor’s play- 
ers are non-Kurds—and that those two 
are reserves, not first-team players, and 
anyway now on the transfer list. 

With Turkey's new football season 
due to open on August 10th, Kurdish fol- 
lowers of the game face another pro- 
blem. Many of them support another 
first-division club, Galatasaray. It comes 
from Istanbul. But this is a really top- 
class side, of international standing. And 
it has a further charm: its players’ red 
and yellow strip, when set against the 
green of the football field, makes up the 
colours of the Kurdish flag. It is also Mr 
Ocalan’s favourite club. Now that their 
own lads are in the first division, which 
of the two, thousands of Kurds are ask- 
ing themselves, should they support? 


Charlemagne Peter Caruana 





He runs Gibraltar, the last disputed bit of land in Europe west of the Balkans 














T HELPS to be a lawyer like Peter Caruana if you are chief min- 

ister of Gibraltar, a toy-town British territory clustered on a 
huge rock at the southernmost tip of the Iberian peninsula. For 
centuries Britain and Spain have been squabbling over who 
owns it. In 1967, 12,138 of its inhabitants voted to keep its status 
as a British dependent territory, against 44 who wanted it to join 
Spain. Two years later they secured a constitution which said 
they would never be handed over to another country against 
their will. But some change may now be in the offing. On July 
27th the British and Spanish foreign ministers agreed to push 
ahead towards solving their dispute. They also agreed that the 
territory's chief minister should be present at future talks—the 
first time that has happened for more than 20 years. 

Gibraltar is Europe’s last territorial dispute west of the Bal- 
kans, the Irish republic having formally given up its claim to 
Northern Ireland. These two conflicts have one similarity: on 
geographical-cum-historical grounds, a neighbouring country 
claims a territory most of whose people reject the claim. But 
Spain, unlike Ireland, can blame only itself. It surrendered “the 
Rock” to the British, who had seized it in war, by a treaty signed 
in Utrecht in 1713. Soon, and repeatedly since, Spain was making 
efforts—including a siege from 1779 to 1783—to get Gibraltar back. 
The dictator Francisco Franco made much of the issue and in 
1969 closed Gibraltar’s land frontier. Its people, for all that many 
were married to Spaniards and had relatives across the border, 
developed a deep distrust of their bullying neighbour. And 
Spain’s return to democracy, and (even then dilatory) reopening 
of the frontier, did not dispel those fears. 

The dispute still rumbles on, chilling relations between Spain 
and Britain, and complicating life for the European Union: Gib- 
raltar is within the Ev, under Britain's hat, and Spain regularly 
blocks any Ev legislation that might imply recognition of it as a 
separate entity. But recently Spain, which takes over the EU pres- 
idency in January, has signalled greater openness than ever be- 
fore. In 1997 it proposed a long period—70-100 years—of joint 
sovereignty before Gibraltar would become Spanish, with wide 
self-government. It now says it can contemplate any status for 
Gibraltar except independence (practicalities and national pride 
apart, the treaty of 1713 said that, if Britain left the Rock, Spain 
would have first claim to it). The British, under Tony Blair, would 














like a settlement. Most Eu countries would be happy; try aless: 
national, more Ev status, suggest some hopefuls. Mr Caruana, in 
office since 1996, may prove more flexible than his long-serving 
predecessor, Joe Bassano. But could he carry the Gibraltarians, 
still subject to niggling Spanish restrictions, with him? 

Mr Caruana’s ancestors came to Gibraltar from Malta. In time 
the family joined the colony’s elite, merchants in those days, to- 
day lawyers and businessmen, whose interests often span the 
border and who are keener than most Gibraltarians on a settle- 
ment. Mr Caruana has houses on the Rock itself and in Soto- 
grande, a luxury development on the Costa del Sol, next to a 
golf course where he indulges his passion for the game. 

After a school in Britain, he read law at London University. 
By 1979 he was back home, with a leading law firm, Triay and 
Triay, and married the boss’s daughter. They have a large family. 
But one link with his father-in-law proved less happy. Joseph 
Emanuel Triay led a political movement, denounced by Gibral- " 
tarians as los palomos (the doves), eager to settle with Spain; and 
the young Caruana acted as his electoral agent. He now plays ~ 
this down. But Gibraltarians remember it, and he has to be ultra- 
careful of their sensitivity about Spain. 

Entering politics on his own account in 1990, Mr Caruana be- 
came leader of the conservative opposition in Gibraltar’s 15-seat < 
assembly in 1992, and in 1996 replaced Mr Bassano. Like his 
predecessor, though in easier circumstances, he has had to work 
to boost an economy that as late as the 1970s was 65% depen- 
dent on British defence spending. That spending shrank swiftly 
and sharply; today, in a healthy £450m ($630m) economy, its 
share is only 6%. Mr Caruana has encouraged tourism, now the 
main money-spinner. He has also had to work hard—though not: 
hard enough, in Spanish eyes—to refute charges that Gibraltar 
has become a centre for tobacco- and drug-smuggling and for 
money-laundering. He wants it accepted as a legitimate off- 
shore financial centre. His government spends £150m a year on 
its 30,000 people, and is comfortably in surplus. 


Not quite a colony, but not independent 

And that “last territorial dispute”? Mr Bassano, a fiery trade- 
unionist from the opposite end of the social scale, who had 
worked in the naval dockyard, pushed relations with Britain to 
breaking-point, mooting the idea of independence. Mr Caruana 
treads a lawyer’s line between asserting Gibraltarians’ right to 
self-determination—a term dear to Basque nationalists that 
sends shivers down Spanish spines—and keeping in with the 
British, in whose hands the territory’s fate lies. He says he wants. 
to end with Gibraltar in “a non-colonial situation” that would |. 
nonetheless leave it under British sovereignty. “Gibraltarians do: 
not want independence,” he insists, but they do “feel Gibraltar: =. 
ian rather than British or Spanish”. 

An important test of his stance~and his ingenuity—is likely to 
come in the autumn. Britain and Spain are set to sign an agree- 
ment giving Spain some say in the running of Gibraltar’s airport. 
This is an especially thorny issue, because the airport is built on 
land, between the Rock proper and the mainland, which was 
not covered by the Treaty of Utrecht and was simply grabbed by: 
the British in the 19th century. Gibraltar’s assembly refused to 
implement an agreement on joint use in 1987. The issue now is 
one obstacle to £U plans to modernise the use and control of Eu- 
rope’s air space. Persuading Gibraltarians to accept a new deal 
on this point could be the first step to a wider settlement. 8 
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The mayor’s new friend 


The Corporation of London is secretive and unaccountable. It needs scrutiny 


j Fens are three ancient institutions still 
functioning in modern Britain: the 
monarchy, the House of Lords, and the 
Corporation of London, the local author- 
ity that controls the City of London. But 
while the importance of the first two is 
much diminished, the Corporation, the 
least reformed of all, is more influential 
than it has been since its medieval heyday. 

Dating back to the early 12th century, it 
owes its survival to what Tony Travers, pro- 
fessor of local government at the London 
School of Economics, calls a “steely deter- 
mination” to maintain its power. The Cor- 
poration is unique. It doubles as a local au- 
thority and as a vast property company. 
With a panoply of archaic flummery, and 
farcical voting rights, it has always repre- 
sented a ripe target for the would-be mod- 
ernisers in British politics. But the Corpora- 
tion easily saw off the reformers of the 
19th century. And now, it is enjoying a 
new lease of life in the age of the arch- 


moderniser himself, Tony Blair. 

In fact, the Corporation has done a deal: 
very pragmatic, very New Labour. While 
still leader of the opposition, Mr Blair 
threatened to abolish it unless it reformed 
itself and started sharing out some of its 
great wealth. That it has begun to do. Ironi- 
cally, the Corporation now wields more 
influence in London politics than ever. It 
has even formed a remarkable alliance 
with that former enemy of global capital- 
ism, the mayor, Ken Livingstone. 


Square mile, square meal 
In striking its pact with the Corporation, 
New Labour had an eye onits money. This 
is easily the richest local authority in Brit- 
ain, with an extensive property portfolio 
that it has accumulated through bequests, 
gifts and purchases over 600 years. 

Most of its assets are held by two pri- 
vately held trust funds, City's Cash and 
Bridge House Estates. City’s Cash owns 
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more than a quarter of the land in the 
square mile of the City of London itself, as 
well as prime chunks of London’s West 
End, such as the Conduit Mead Estate. 
Picked up in 1629 for £200, this includes a 
good proportion of what is now the capi- 
tal’s smartest shopping street, Bond Street. 
Its income-earning properties are valued 
by the Corporation at just over £1 billion. 
Other assets include four London markets, 
Hampstead Heath, 10,000 acres of wood- 
land, three private schools, the Barbican 
Centre, a half-share of the Museum of 
London and much else (see map overleaf). 

The second privately held trust fund, 
Bridge House Estates, dating back to 1097, 
has traditionally paid for the upkeep of the 
four London bridges that the Corporation 
owns, including London and Tower 
bridges. Under threat from the politicians, 
the Corporation converted the fund into a 
charity in 1995. It now hands out grants to- 
talling £16m ($23m) a year to good causes 
around the capital. The enormously rich 
City is surrounded on its eastern side by 
three of the poorest boroughs in England, 
Hackney, Islington and Tower Hamlets. 
The new line from the Corporation is that 
such disparities in wealth are “unaccept- 
able” in the 21st century. 

Since the mid-1990s the Corporation 
has also become involved in an array of 
government-sponsored regeneration ini- >> 





> tiatives and partnerships in the surround- 
ing boroughs, including the City Fringe 
Partnership, the Cross River Partnership 
and many more. The financial and admin- 
istrative involvement of the Corporation 
across London has meant that as anon-po- 
litical body, itis in a unique position to bro- 
ker deals between London's other 32 local 
authorities. 

The Corporation has been less success- 
ful in fulfilling the other side of its deal 
with Mr Blair, democratic reform. Unlike 
any other local authority, the Corporation 
isrun by a Lord Mayor and 122 members of 
the Court of Common Council. And there 
are still Aldermen and Sheriffs, usually 
elected by a show of hands. But it is the ar- 
chaic nature of the current franchise for 
the common councillors, dating from the 
1850s, that has attracted ridicule over the 
years. Rather than one person, one vote, 
there is a business vote, confined to non- 
resident business owner-occupiers and 
tenants, as well as people in partnerships, 





such as lawyers. Incorporated companies 
do not get a vote. That means that most of 
the banks and large companies that make 
up the modern City are disenfranchised. 

This has led to abuses of the system. 
One favoured way of getting a vote was to 
let a basement to a friendly tenant. It was 
revealed recently that the Lord Mayor, 
through various anomalies, is allowed to 
vote four times in elections. The Corpora- 
tion proposed its own private parliamen- 
tary bill to reform the system in 1998, to ex- 
tend the franchise to larger businesses. But 
even the reforms have been branded as ar- 
chaic and undemocratic by London La- 
bour ps. It could be years before any re- 
form is agreed and becomes law. 


Money lures Livingstone 

The changes in the way in which the Cor- 
poration does business have been won 
after hard work by the Corporation’s own 
modernisers, led by Judith Mayhew, the 
head of the Corporation, and her prede- 
cessor, Michael Cassidy. Ms Mayhew also 
emphasises the role that the Corporation 


plays in representing the financial and 
business interests of London to the outside 
world. 

But having seen off New Labour, the 
Corporation now faces a threat from an- 
other quarter, the rapidly expanding com- 
plex of offices at Canary Wharf. And, 
again, the Corporation has struck another 
deal, this time with London's mayor. 

The city has run out of office space. As 
London has become a powerhouse of 
global business, alongside New York and 
Tokyo, so the City canno longer accommo- 
date all the multinationals flocking to Lon- 
don. Vacancy rates are at a historic low, 
and the price of office space higher than 
any comparable location in the world. Asa 
result, banks such as HsBc, Morgan Stan- 
ley and Lehman Brothers have been de- 
camping to Canary Wharf. About 270,000 
people currently work in the City, but 
there are already another 50,000 working 
in Canary Wharf. 

Canary Wharf has land left to expand. 





The City does not. It can only go up, with 
skyscrapers, or north-east, over its bound- 
aries. These are both controversial moves. 
There has traditionally been a lot of oppo- 
sition to more tall buildings cutting out the 
famous views of St Paul’s Cathedral. And 
the neighbouring, poorer boroughs have 
always opposed enormous office blocks 
supplanting local communities. But, sig- 
nificantly, Mr Livingstone has developeda 
taste for both. The reason is known as 
“planning gain”. 

A site that is granted planning permis- 
sion by a local authority automatically 
gains value. Under legislation passed in 
1990, a Slice of that increased value can be 
redistributed in kind to the local commu- 
nity, so that others, apart from developers, 
benefit from planning permission. Plan- 
ning gain is now worth about £8 per 
square foot in prime locations. On one 
Corporation development at Old Spital- 
fields market, the planning gain in social 
housing for Tower Hamlets was just over 
£20m. It is, in effect, a ransom paid by de- 
velopers to be allowed to put up buildings. 


The mayor can raise almost no money 
directly himself, but he does have powers 
over strategic planning throughout Lon- 
don. He may not have the ultimate say in 
controversial individual cases. That still 
rests with the government. But he is al- 
lowed to refuse planning permission if he 
feels the relevant borough has not ex- 
tracted enough planning gain from the de- 
velopers. And he can, in co-operation with 
the borough, influence how the planning 
gain will be spent. 

So the mayor allows the Corporation to 
put up all its office blocks, which provides 
him with the money to fulfil his electoral 
promises of more social housing and ac- 
commodation for key workers. In a nice 
turn, Judith Mayhew sits on the mayor’s 
informal cabinet as his adviser on finan- 
cial and business affairs. It is a happy alli- 
ance. The left-wing mayor can milk the 
capitalist Corporation for money, while 
the capitalists get more office space to ward 
off the challenge of Canary Wharf. 

And the Corporation could do very 
well for Mr Livingstone. Itis currently lead- 
ing a consortium to develop the vast Bish- 
opsgate goods yard, mostly owned by the 
rail industry, just north of Spitalfields. On 
the latest estimate, this could yield about 
3m square feet of office space, or over 
£30m of planning gain. 

But the Corporation has to pay a price 
for making deals outside its boundaries of 
the square mile. In stitching together all its 
new partnerships, dealing with other bor- 
oughs and the mayor, it has found itself in 
the spotlight as never before. Many of 
these new developments have been op- 
posed by local groups, which accuse the 
Corporation of being still secretive, un- 
democratic and unaccountable. 

One successful property developer, 
used to dealing with the Corporation, ac- 
cuses it of still being riddled with restric- 
tive practices, and overall “a bit of a night- 
mare to deal with”. Its finances are very 
secretive. One city accountant and former 
Tower Hamlets councillor, Patrick Streeter, 
calls the City’s Cash fund little more than 
“a slush fund”. Under law, the Corpora- 
tion is under no obligation to publish de- 
tails of the fund's assets, but the lack of 
transparency undermines the trust that 
the Corporation is trying to win from non- 
City people who remain immune to the 
charm of its medieval arrangements. And 
even the Corporation admits that its vot- 
ing arrangements are absurd. 

The Corporation has staved off execu- 
tion through a series of clever concessions 
and ensured its present prosperity by a se- 
ries of astute political alliances. But as it 
tries to maintain its position, it is making 
enemies. And, increasingly, they will test 
the real appetite that the Corporation has 
for becoming more transparent. If the Cor- 
poration fails to adopt reform, abolition 
could well creep back on to the agenda. m 
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Northern Ireland 


On the brink, 
again 


DUBLIN 
The bargaining is not yet over 


HE future of Northern Ireland’s power- 

sharing administration hangs in the 
balance—but when did it hang anywhere 
else? This week’s proposals by the British 
and Irish governments were billed as a fi- 
nal effort to save the three-year-old Good 
Friday Agreement. They looked like only 
one side of an arrangement. An IRA offer 
to destroy weapons is needed to complete 
the deal. The suspicion remains that Tony 
Blair's government and the republicans 
still have much bargaining to do. 

The other interpretation is that the two 
governments have despaired of finding a 
middle way and have come to a shared 
judgment on what both sides will feel ob- 
liged to support, to ward off a descent into 
the violence of the past. Ministers point to 
the backdrop of street clashes between 
Catholics and Protestants, and the loyalist 


Satire 
Brass monkeys 





What have you to offer? 


paramilitary violence which has contin- 
ued through the summer. 

As published, the proposals offered less 
to unionists than to nationalists and re- 
publicans, Without a rapid 1RA move in re- 
sponse, the position of the Ulster Unionist 
leader, David Trimble, is bound to be fur- 
ther weakened. He has said he will not re- 
turn as first minister of the legislative As- 


In arow over satire, ministers can only look foolish 


ANYTHING is worthy of satire, self- 
important politicians spouting dema- 
gogic outrage about the controversy of 
the day surely must be. In this case, the 
controversy happens to concern a satire 
on demagoguery. 

Last week a spoof documentary, 
“Brass Eye”, inspired by the hysteria that 
surrounds paedophilia in Britain, was 
broadcast twice by Channel 4. Its crea- 
tor, Chris Morris, is known for such 
stunts as persuading an MP to ask a par- 
liamentary question about a fictitious il- 
licit drug, “cake”. This time he managed 
to con various celebrities into pronounc- 
ing wonderfully absurd “facts” about 
paedophiles, such as the idea that they 
are genetically nearer to crabs than to 
other humans. The aim was to lampoon 
the suggestibility of public figures will- 
ing to repeat, with feeling, any nonsense 
they are told, the bogus gravity of much 
current-affairs television, the hypocriti- 
cal voyeurism of media coverage of sex 
and crime, and a lot else besides. The 
programme was very funny. 

Missing the joke, ministers queued 
up to denounce Mr Morris and his pro- 
gramme, with all the vigour of the gut- 
ter-dwelling tabloids. (Oddly, the 


government was much quieter when, 
last year, a newspaper incited a wave of 
anti-paedophile vigilantism, resulting in 
attacks on, among others, a paediatri- 
cian.) Beverley Hughes, a Home Office 
minister, excoriated the programme be- 
fore admitting, as tradition demands, 
that she had not seen it and did not want 
to. There is talk of tougher regulation. 

Some of Mr Morris's defenders main- 
tain that nothing should be beyond the 
scope of humour. Perhaps the instant re- 
peat of the programme, reaping the 
benefits of the furore, makes Channel 4’s 
public-interest defence disingenuous. 
But you do not need to take a view on is- 
sues such as these, or on the merits of 
the programme, to think that ignorance 
and crude populism are a bad for 
censorship—or that none of this has any- 
thing to do with the government. 

Allin all, it has been a bad week for 
the censors. The High Court quashed a 
Home Office ban on Louis Farrakhan, 
the inflammatory leader of the Nation 
of Islam, entering Britain. And the Mor- 
ris affair has illustrated two of the gov- 
ernment’s ugliest traits—cravenness, and 
an authoritarian instinct. Life rarely imi- 
tates art so well. 


sembly unless arms are “verifiably put 
beyond use,” and in advance of the gov- 
ernments’ announcement repeatedly said 
that the proposals would be worthwhile 
only if they succeeded in making some 
headway on decommissioning. 

If he does not take up his post again by 
August 12th, the Assembly’s rules dictate 
that a new election for the post must take 
place. Without ra decommissioning, Mr 
Trimble will not gain sufficient unionist 
support. The government is then faced by 
having either to suspend devolved govern- 
ment or call new local elections that 
would probably oust Mr Trimble’s Union- 
ists as the biggest unionist party and boost 
Sinn Fein’s fortunes still further. 

Mr Trimble’s resignation as first minis- 
ter was an attempt to assuage hardliners in 
his own party and wrongfoot the rival 
Democratic Unionists (pup), led by the 
Reverend Ian Paisley. But it has gone badly 
wrong. Both the pup and Mr Trimble’s 
leading internal critic, Jeffrey Donaldson, 
have been quick to denounce the propos- 
als for not prescribing how and when IRA 
decommissioning would happen. 

The broad thrust of this week’s offer by 
the two governments outlined movement 
on policing reform and a programme of 
demilitarisation, which would include the 
destruction of army bases and watchtow- 
ers in South Armagh. Unionists have op- 
posed both. 

In contrast, the section on decommis- 
sioning, in essence the unionists’ sole de- 
mand, simply reiterated the agreement's 
original formula: that it was an indispens- 
able part of the agreement, and that the 
matter should be left to the International 
Commission under General John De 
Chastelain. Until now the De Chastelain 
body has had little to report beyond last 
year’s IRA undertaking to open several 
arms dumps for inspection by two interna- 
tional observers, Cyril Ramaphosa, former 
leader of the ANC, and Martti Ahtisaari, 
former premier of Finland. 

Though government spokesmen were 
keen to point out that various points of 
concern raised by Mr Trimble and other 
unionists had been answered in the pro- 
posals, the republican tilt is unmistakable. 
Policing reform and demilitarisation are 
by far the most detailed sections. 

A Sinn Fein meeting is due to discuss 
the proposals later this week. Ulster 
Unionists will meet next Monday to give 
their considered view. The governments 
have asked for a response from all parties 
within five days. Clearly the hope is that by 
then the rA will have made a move that 
will at least begin to meet the concerns of 
Mr Trimble. But it is hard to imagine how 
anything could satisfy either his internal 
critics or Mr Paisley’s party, both of whom 
define decommissioning in the widest 
terms, for example as including the “dis- 
mantling of the terrorist structures”. m 


BRITISH AMERICAN 
TOBACCO 


Earnings and 
dividend up 8% 


Six months unaudited results 
to 30 June 2001 


OPERATING PROFIT PRE-EXCEPTIONALS £1,317m +11% 

ADJUSTED EARNINGS PER SHARE 28.39p +8% 

INTERIM DIVIDEND PER SHARE 9.70p +8% 
E Volumes were slightly higher at 399 billion. The four global 


drive brands, Lucky Strike, Kent, Dunhill and Pall Mall, 
performed well with growth of 9 per cent. 


“These results illustrate British American Tobacco’s ability to 
improve profits and increase dividends. Although we have to 
face the fact that economic conditions are deteriorating 
around the world, we confidently expect to continue 
building sustainable shareholder value.” 


Martin Broughton, Chairman 


www.bat.com 


The full interim report is being posted to shareholders and copies are available from the Company Secretary, British American Tobacco p.l.c., Globe House, 4 Temple Place, London WC2R 2PG. 











Fast container ships 


How to 





shrink the world 


Could container ships as fast as speedboats soon shorten global supply chains? A 


transport revolution is waiting to happen 


N A small office on the Philadelphia wa- 

terfront, a few entrepreneurs are trying 
tolauncha dream. As they look out of their 
windows they can envisage a totally new 
kind of ship coming up the Delaware River 
after crossing the Atlantic from France. 
FastShip Atlantic is trying to raise $2 billion 
to bring shipping into the jet age, with an 
express container-ship service between 
the cradle of American democracy and 
Cherbourg, a faded port in north-west 
France that was once a bustling hub for 
transatlantic passenger liners. 

The jet age that sank passenger liners 
has so far failed to take hold on the ocean. 
The Boeing 707 jet transformed aviation 
because it could fly faster, farther and 
higher than propeller-driven aircraft, clear 
of storms and turbulence. Some fast ships 
have been developed, but these are mostly 
passenger ferries. The big container ships 
that carry most of the world’s long-haul 
manufactured exports (by weight) travel at 
23 knots (26.5 miles an hour) at best, and 
barely 17 knots in heavy weather. 

Ever since the Vikings built their long- 
boats it has been accepted that the way to 
move quickly across water is to have long, 
thin boats. This is because the faster a ship 
travels, the more water it drags along with 
it. Not only does this drag consume much 
energy, it causes high-speed vessels to 


squat low in the water, pulled down be- 
hind the “captive wave” at the bow. Pro- 
pellers vibrate at high speeds, causing 
shocks that can break hulls. Hydrofoils 
that lift the hull out of the water and use 
water jets are fine for passenger ferries, but 
not for big, heavy container ships. 

Air freight offers speed for the 40% of 
the world’s trade (by value) that travels in 
cargo flights or in the hold of passenger air- 
craft, but it costs ten times more than sea 
transport. This is fine for flying tiny micro- 
chips into Europe or America from Asia, 
but too expensive for clunkier goods. So 
cargoes of cars and car parts, tractors, cook- 
ers and washing machines still travel at 
about the speed of a running man. It takes 
a ship full of car parts a week or more to 
cross the Atlantic and around three weeks 
to go from Asia to Europe. In effect, this ties 
up working capital in floating stock. 

With companies increasingly seeking 
taut but flexible global supply chains, this 
sluggishness is annoying. FastShip Atlan- 
tic is the furthest advanced of a number of 
companies that think they have the sol- 
ution to this problem. It has already signed 
up CP Ships, part of Canadian Pacific, a 
transport group, and the biggest trans- 
atlantic container line. Rolls-Royce will 
provide marine versions of its huge Trent 
aero engines to drive the water jets that 
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will propel FastShip’s vessels. An Ameri- 
can logistics group is already working on 
the port terminal at Cherbourg. Kvaerner, a 
European shipbuilding and engineering 
firm, has agreed to build the first four ships 
at its Philadelphia yard. Other big indus- 
trial partners are involved but do not yet 
want their names linked with the project. 

FastShip’s speedy vessels (see picture) 
would carry about 1,400 containers, com- 
pared with up to 7,000 for today’s sluggish 
giants of the seas. The company aims to 
run its ships at speeds of up to 38 knots in 
all weathers. To achieve such a perfor- 
mance, the ships will rely not on their 
mighty jet engines, nor on being long and 
thin, but on a revolutionary design to slice 
through the waves and float above the 
ocean’s drag. The design has been licensed 
from David Giles, a British aeronautical 
engineer turned ship designer. Mr Giles’s 
solution to the drag problem is a sharp 
bow that cuts through waves up to 40 feet 
high, and a concave hull bottom. This 
creates a wave at the stern, which prevents 
the vessel squatting too low in the water. 
The stern wave lifts the vessel, enabling it 
to plane along the water. The result is a 
tubby vessel thatis stable and fast in rough 
seas. It has already been tried out in 
smaller naval vessels and in tank tests. 

FastShip has another idea to speed up 
its service. It uses a roll-on, roll-off system 
to transfer containers between trains and 
ships. This is much faster than cranes, and 
the company claims it reduces turn-round 
time in port from 16 hours to six. It hopes 
that companies will be attracted to a ser- 
vice that offers seven-day, door-to-door 
delivery for half the price of air freight de- 
livery of four to six days. 

But despite the obvious advantages of >» 


> moving cargo around the world quickly by 
sea, FastShip’s journey from business plan 
to launch is proving slow. Formed in 1993 
by Mr Giles’s firm, Thornycroft Giles, to 
commercialise a design that had failed to 
catch on with the British Royal Navy, it had 
hoped to get ships in service by last year. 
Butit has yet to raise all the money it needs, 
FastShip’s president, Roland Bullard, tra- 
vels the world trying to whip up equity in- 
vestment, with the help of J.P. Morgan 
Chase. FastShip is also seeking loan guar- 
antees from the American government to 
lower its cost of capital, but the Bush ad- 
ministration seems reluctant to offer subsi- 


Developing giant airships 
Big birds 
f BRAND 


_ Can airships make a comeback as heavy lifters? 





JOURNEY to Brand airfield, some 
6okm (37 miles) south of Berlin, 
could almost be a trip back in time. The 
_level-crossing nearby is operated man- 
ually. The huge airfield is dotted with 42 
hangars, still camouflaged, that once 
housed Soviet mics. And the business 
_of the airfield’s new owner, CargoLifter, 
is the development of giant airships, a 
means of transport few have taken seri- 
ously since the Hindenburg went up in 
flames in 1937. 

The time-warp feeling ends when a 
gigantic space-age dome, 360 metres 
long and 107 metres high, comes into 
view. This is the hangar out of which 

_CargoLifter’s cL-160 will emerge in 2003. 
Several companies are convinced that 
airships are ripe for a comeback, includ- 

_ing the venerable Zeppelin Luftschiff- 

technik, whose new craft recently won 
clearance to carry passengers, a dozen at 
a time. CargoLifter’s plans, however, are 
the most monumental. 

The idea is to carry not people, but 
cargo: heavy loads, such as turbines, or 
bulky ones, such as segments of oil re- 
fineries. It is a big gamble. The cost of de- 
velopment is €590m ($505m), says Carl 
von Gablenz, CargoLifter’s chief execu- 
tive. But once the CL-160 is airborne, the 


dies to shipbuilders. 

A fast container-ship project was tried 
in America several years ago, but the ves- 
sels’ fuel-guzzling made them unecon- 
omic, especially once OPEC tripled the 
price of oil. And they performed poorly in 
bad weather. Will it be different this time? 
Two European companies and one Ameri- 
can company are working on rival designs 
to FastShip’s, including multi-hulled ves- 
sels. They believe that, given the demands 
of a globalised, Internet-speed economy, 
container ships might soon be whizzing 
like speedboats. Who knows? They might 
even be right. m 


cost of building extra ships should be 
low. The cost of carrying a load (up to 
160 tonnes, at 50 mph) should also be 
low compared with planes or lorries. 

Does enough demand exist? The 
global market for big loads is around 
30m tonnes a year. To serve even 10% of 
that would require 200 airships; Cargo- 
Lifter could build only four a year in one 
hangar. “The market is so big,” says Mr 
von Gablenz. “The problem is to build 
up the capacity.” 

So far, around half of the develop- 
ment costs have been raised. Subsidies 
paid for half the cost of the hangar (be- 
cause Brand is in down-at-heel eastern 
Germany). Investors snapped up private 
share issues, and an initial public offer- 
ing last year raised €96m; CargoLifter is 
now among Germany's 100 biggest 
firms by market capitalisation. Despite a 
weak stockmarket, Mr von Gablenz 
hopes to raise more money this year. 

Are his investors backing another 
Hindenburg? Modern airships are differ- 
ent beasts: they use helium, not flamma- 
ble hydrogen, and are wrapped in sturdy 
material. If the cL-160 is successful as 
well as safe, journalists might one day 
be able to write about airships without 
using the H-word. But not yet. 





Telecom ite 
Plenty of bravado, 
but not bravo 


ROME 
A risky move into telecoms has upset a 
lot of shareholders 


IRELLI’S shareholders see nothing to 

cheer about. Shares in the Italian tyres 
and cables group lost over one-sixth of 
their value on July 30th, as the market said 
what it thought about the firm’s big move 
into telecommunications, announced 
over the weekend. Flanked by the Benet- 
ton family’s Edizione Holding, Pirelli has 
acquired a 27% stake in Olivetti, giving it ef- 
fective control over the company that in 
turn pulls the strings at Telecom Italia, It- 
aly’s leading telecoms group. 

Investors had been expecting some- 
thing different from Marco Tronchetti Prov- 
era, Pirelli’s chairman. Some had hoped to 
get their hands on the cash pile amassed 
from Pirelli’s sale last year of two optical 
businesses for $6 billion, at the top of the 
market. Few thought Mr Tronchetti Prov- 
era would spend their money to take con- 
trol of a telecoms giant. To rub salt into 
shareholders’ wounds, Pirelli agreed to 
pay €4.18 ($3.66) per Olivetti share, a pre- 
mium of about 80% over the price just be- 
fore the deal was announced. 

Mr Tronchetti Provera says he has had 
his eye on Telecom Italia for some time, 
and also insists that he has not overpaid. 
Still, Pirelli will have a job convincing crit- 
ics that buying the stake in Telecom Italia is 
part of a bold new strategy aimed at 
changing the group radically, rather than 
opportunistic empire-building. Unfortu- 
nately for its shareholders, under Italian 
law Pirelli is barred from giving details of 
its plans for Telecom Italia until the deal re- 
ceives regulatory approval. 

Pirelli says it will now concentrate on 
cable technology and fibre-optic compo- 
nents, which together accounted for19% of 
its sales last year, and also on telecoms ser- 
vices. The company also intends to keep its 
car and motorcycle tyre activities, on the 
grounds that these, like telecoms, are tech- 
nology-intensive and can generate high re- 
turns. Some analysts, however, think that 
the tyre business will eventually be split 
off or sold. 

Pirelli’s arrival may bring stability to Te- 
lecom Italia. When the telecoms group 
was privatised at the end of 1997, the trea- 
sury ministry thought it had assembled a 
stable core of shareholders. This was an il- 
lusion. In February 1999, a group of busi- 
nessmen from Brescia, a city east of Milan, 
launched a successful hostile bid using Oli- 
vetti as the takeover vehicle. Olivetti’s 
boss, Roberto Colaninno, became Telecom 
Italia’s chairman and chief executive. 


> 


In order to win control of Telecom Ita- 
lia, however, Olivetti saddled itself with 
enormous amounts of debt. Moreover, 
shareholders of Bell, the vehicle through 
which Olivetti was controlled, saw the 
transaction as an opportunity to make a 
profit quickly, rather than as a long-term 


industrial investment. With Ollivetti's 
share price languishing, the Brescians 
were happy to accept Pirelli’s generous of- 
fer and cash in their big gains, refusing to 
get into talks with France Telecom and 
Deutsche Telekom, which had been sniff- 
ing around Telecom Italia. “The structure 
of the 1999 takeover was fragile,” says Do- 
menico Siniscalco, an economist and 
member of Telecom Italia’s board from 
June 1999 to May this year. 

Telecom Italia’s new bosses have inher- 
ited the huge debts that Olivetti took on. To 
deal with this millstone, Pirelli will need to 
do much more than merely service it using 
Telecom Italia’s dividend flows. Mr Tron- 
chetti Provera says that he has clear ideas 
for reducing the debt, but cannot reveal 
them yet. 

Mr Colaninno’s attempts to tackle the 
debt caused big rows with minority share- 
holders, who reckoned they were being 
given a raw deal. Mr Tronchetti Provera has 
even more minority shareholders to keep 
sweet. Two listed companies stand above 
Pirelli spa in a corporate “cascade”. And 
Telecom Italia, which sits below the un- 
listed acquisition vehicle and listed Oli- 
vetti, has majority stakes in two other large 
listed companies: TIM, a mobile-phone 
operator, and Seat Pagine Gialle, a directo- 
ries firm. 


Control on the cheap 

To win control over Telecom Italia, Pirelli 
exploited the preference of Italy's business 
barons for cascaded stakes that give con- 
trol with the least possible commitment of 
capital. Public tender offers are obligatory 
only if a shareholding exceeds 30%. By lim- 
iting their stake in Olivetti to 27%, Pirelli 
and its allies avoided having to make an of- 
fer to all shareholders in Olivetti, and for 
the market float in Telecom Italia and its 
listed subsidiaries. This would have been 
fair to minority shareholders. But, reasons 
Mr Tronchetti Provera, it would have cost 
€100 billion and nobody would finance 
such an operation. 

According to Mr Siniscalco, such unfair- 
ness to small shareholders needs to be 
eliminated, urgently. “Pirelli behaved ra- 
tionally, but the treatment of minorities is 
outrageous. This is a way to kill a market. 
The operation will have far-reaching ef- 
fects on how the international investment 
community treats Italy,” he says. Pirelli’s 
chairman has clear views on minority 
shareholders, too. “They may come and go 
as they please, like any shareholder,” he re- 
marks. This week, many of Pirelli’s share- 
holders decided to go. = 


Selling second-hand cars to Africa 


On the road 


NEW YORK 





An unlikely new force in the automotive business 


ALES of cars up 200%, profits up 50%. 

Numbers like these were last reported 
in the car industry too long ago to recall. So 
when ACLN, a curious company boasting 
this kind of performance, quietly listed its 
shares in New York on July 18th, at a time 
when no share seems to be doing well, 
even jaded traders took a second look. 

The company, not surprisingly, is 
hardly conventional. It has all of ten em- 
ployees. Its name is loosely derived from a 
company once based in Monaco, its legal 
home is in Cyprus, its chief financial offi- 
cer isin Los Angeles, its chief executive isin 
Antwerp and the company does most of 
its business in Africa. ACLN is as successful 
as it is dispersed. Revenues in 2000 were 
$168m and net income $43m, reflecting 
margins other car groups would kill for. 
Monthly sales are now running at 20,000 
cars, up from 6,000 at this time last year. 

So what exactly does ACLN do? Its suc- 
cess rests on the most basic form of inter- 
national trade: arbitrage between national 
markets. In this case, itis between car sales 
in rich countries, which are (for the most 
part) competitive and efficient, and salesin 
Africa, which are neither. This became 
abundantly clear to the company’s foun- 
der and chief executive, Aldo Labiad, in 
the late 1970s when, as an economics stu- 
dent in Europe, he was asked by his family 
to bring a used car with him when return- 
ing home to Tunisia. The car turned out to 
be good to have but better to sell. 

There is little car production in Africa, 
and the big importers such as Daimler- 
Chrysler and vw focus on the rare 


Good to have, better to sell 


wealthy buyer. A huge market exists for 
cheap cars. ACLN provides 65% of North 
and West Africa’s used-car market and has 
begun reselling new South Korean-made 
models that failed to find buyers in Europe. 

The logistics of this business are tricky. 
Orders were placed last year by 14,000 dif- 
ferent customers. Cars can come from Ger- 
many, the Netherlands, Belgium or Amer- 
ica, depending on local prices and the level 
of currencies. They are then shipped to 
any of 14 different African ports including 
Tripoli, Benghazi, Tema and Conakry. Vol- 
ume can change abruptly if there is, say, a 
coup, a change of tariff or even a stroke of 
luck. Last year, the biggest sales were to 
dealers in Tunisia and Benin. This year, Ni- 
geria has been particularly strong, largely 
because of two big oil discoveries. 

Getting through customs is an art in it- 
self, and collecting money can take 
months. Even so, the returns make the ef- 
fort worthwhile. ACLN charges $600 to 
$1,100 to ship a used car to Africa, and after 
expenses retains as much as 30%, esti- 
mates Chrystyna Bedrij, an analyst with 
Griffin Securities in New York. On new 
cars, the margin is slightly lower but the 
size of each transaction is far larger. Small 
wonder that ACLN, founded with $10,000 
in 1978, is now valued at $500m. 

Recently, the company acquired its first 
real asset, a second-hand boat, for $6.5m. 
This could push the shipping cost for each 
car below $100. Given ACLN’s history, 
however, there is always a chance that it 
could find even more promise in the mar- 
ket for used freighters. m 








CNN in the doldrums 


The network’s not working 


Short of a war, what can revive the fortunes of CNN? 


66" THE news, without the noise” goes a 

catchphrase CNN is using to launch 
a revamped CNN Headline News, its non- 
stop news network, on August 6th. “Noise, 
in search of news” might be the unkind ri- 
poste. The 24-hour cable news network, 
which began life in 1980 as a plucky, shoe- 
string operation battling against the media 
giants, is in trouble. Now itself a division 
of one of those media giants, AOL Time 
Warner, can CNN be revived? 

CNN’s current difficulties stem from its 
success. By inventing the radical idea of 
round-the-clock news, it created a market 
into which others tramped. In particular, 
Fox News Channel, part of News Corpora- 
tion, and MSNBC, a joint venture between 
Microsoft and General Electric’s NBC, have 
pinched audiences from CNN since they 
each launched in 1996. In the second quar- 
ter of this year, the number of viewers 
watching CNN dropped 2% from the same 
period last year, while the figure leapt at 
Fox News by 62% and at MSNBC by 25%. 


Changing fuel-economy standards 


These upstart cable channels burst into 
24-hour news at a time when CNN had be- 
gun to look staid. By driving news unapol- 
ogetically downmarket, broadcasting 
high-decibel talk shows and dressing up 
gossip and entertainment as news, the 
new channels appeared racier. They have 
applied this trick to some unlikely corners. 
CNBC, NBC’s slick business-news channel, 
for instance, has turned coverage of stock- 
markets into a breathless motor-racing- 
style commentary and bred a new variety 
of devoted business-news junky. “We hu- 
manise market news,” explains Pamela 
Thomas-Graham, head of CNBC. 

CNN has begun to punch back. AOL 
Time Warner has overhauled both the 
management team and the structure. In 
March, it gathered together the ws net- 
work, part-owned by Warner Brothers, 
and all the Turner Broadcasting opera- 
tions, including CNN, into one television- 
network division. It also pushed aside 
some loyal veterans from Ted Turner's 


CAFE leaves a bitter taste 


DETROIT 
The problem with setting gas-guzzling limits 


WE George Bush was running for 
office last year, it didn’t take much 
to win campaign contributions from De- 
troit’s car makers. Unlike his “green” op- 
ponent, Al Gore, the former Texas 
oilman seemed certain to resist calls for 
a tightening of federal fuel-economy 
standards. But that was before the rise in 
oil prices in the spring. Together with 
pushing through oil-drilling in Alaska, 
President Bush asked the National Acad- 
emy of Sciences to consider whether the 
Corporate Average Fuel Economy (CAFE) 
standard should be raised. Much to De- 
troit’s chagrin, on July 31st the panel sug- 
gested it should rise by up to 47% over 
the next 10-15 years. The debate now 
moves to Congress, and could turn 
bloody. 

Established after the first Middle East 
oil crisis in 1975, CAFE now requires the 
average passenger Car to go 27.5 miles 
per American gallon (11.7 kilometres to a 
litre), while light trucks need to go only 
20.7 miles. But the law has loopholes 
large enough to drive a Ford Explorer 


through. Indeed, America’s wildly pop- 
ular sport-utility vehicles (suvs) qualify 
for the lower standard. With “light 
trucks” accounting for half of American 
motor-vehicle sales, the typical new ve- 
hicle now does fewer miles per gallon 
than at any time since the early 1980s. 
General Motors and dehy a 
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founding days, and installed Jamie Kellner, 
an entertainment man who helped to 
dream up both ws and Fox, to run the new 
division. Last month, the corporate bosses 
dispatched Walter Isaacson, editorial di- 
rector at Time Inc in New York, to Atlanta 
to sort out CNN. Mr Isaacson is credited 
with enlivening Time magazine by putting 
Hollywood stars on the cover. 

There seem to be two prongs to the res- 
cue plan. One is an efficiency drive. With 
42 foreign bureaus and 1,000 overseas 
staff, CNN is a costly operation. In January, 
AOL Time Warner sacked 400 CNN staff, 
or nearly 10% of its total payroll. And the 
group has given CNN demanding revenue 
targets, at a time when advertising spend- 
ing is drying up and media margins are be- 
ing squeezed everywhere. The parent 
group buries all CNN financial informa- 
tion inside its general networks division. 
But Goldman Sachs, an investment bank, 
recently cut its estimates of CNN’s global 
revenues for 2001 by 10%, to $1.3 billion. 

The second part of the rescue plan is an 
effort to inject new vigour into the mix and 
presentation of news. Hence the new look 
for Headline News—“real news, real fast”— 
and the decision to hire Andrea Thomp- 
son, an actress from “NYPD Blue”, a cop se- 
ries, as one of the new Headline News an- 
chors. Hence too the successful bid to lure 
back Lou Dobbs in May to present 
“Moneyline”, CNN’s flagship evening 
business show—though even that pro- 
gramme is still being outshone by CNBC’s 
“Business Center”, which has grabbed an 
average of a quarter more viewers each 
week than “Moneyline” since Mr Dobbs’s 
return. To sharpen the identity of its own 
financial channel, CNNfn is to be re- 
launched later this year as CNN Money. 

CNN bosses insist their plan to make 
stories more “dynamic” does not represent 
a drift towards a more populist, tabloid 
CNN at the expense of hard news. How- 
ever, viewers who have witnessed CNN’s 
recent saturation speculation about Chan- 
dra Levy, a missing Washington intern, 
and her relationship with Gary Condit, a 
Democratic congressman, might be for- 
given for concluding otherwise. m 






Kirch and Formula One 


Bumpy road ahead 
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Germans appear to be much better at driving in Formula One than investingin it 


cy THE last weekend of July, thou- 
sands of Germans flocked to the For- 
mula One (F1) grand prix at Hockenheim 
in Germany and saw their compatriot, 
Ralf Schumacher, win for a team whose 
engine supplier and main sponsor is 
BMW, a Munich-based car maker. 

Off the track, too, Germans are seem- 
ingly in the driving seat. EM.TV, a quoted 
German media group, and Kirch, owned 
by Leo Kirch, a German media magnate, 
own 75% of sLeC Holdings, a group of 
companies that holds a large part of the 
rights to F1, through a company called 
Speed. The remaining 25% of sLEC is held 
by Bambino Holdings, a company owned 
by trusts set up by the family of Bernie Ec- 
clestone, a British entrepreneur who has 
been a dominant figure in the sport since 
the mid-1970s (see chart). 

EM.TV bought 50% of SLEC in May last 
year, just before its shares began to nose- 
dive. In March, Mr Kirch helped rescue 
EM.TV by handing it $550m for 49% of 
Speed, through which Em.tv had an op- 
tion to buy a further 25% of sLEC from 
Bambino Holdings. Mr Kirch also funded 
Speed’s exercise of this option by borrow- 
ing $1 billion, which he then lent to Speed. 

The transaction was structured in this 
complex way to avoid having to seek im- 
mediate approval from the Ecclestone fam- 
ily trustees for a change of control in 
Speed’s ownership. (Such a change would 
have occurred if Mr Kirch had paid for the 
option by buying new shares in Speed in- 
stead of lending it money.) At the time, 
Kirch denied comments made by Mr Ec- 
clestone that his family’s trustees had the 
power to veto a change of control. 

In September, Mr Kirch can convert his 
loan to Speed into another 28% of Speed's 
shares. This would give him a controlling 
stake of 77% in Speed, a majority holding 
in SLEC and thus effective control of F1. 
But, despite comments to the contrary in 
March, Mr Kirch needs consent from the 
Ecclestone trustees to do this. A Kirch 
spokesman says that Mr Ecclestone has 
confirmed that consent will be given. The 
company declines to say what would hap- 
penif this consent were not forthcoming. 

Mr Kirch will be hoping thatitis. He has 
enough financial headaches in another 
part of his empire. His struggling pay-rv 
network, which has pay-tv rights to F1, 
made a whopping loss of DM2.5 billion 
($1.1 billion) in the year to June. 

On top of this, Mr Kirch has suffered an 


apparent setback in the relationship with 
EM.TV. A key element of his rescue was 
the acquisition of a large chunk of EM.TV’s 
voting rights. This would have given hima 
big say over EM.TV’s stake in Speed. But 
EM.TV has failed to meet one of the condi- 
tions laid down by the German antitrust 
authorities for their approval of this aspect 
of the deal. 

There may be even worse news for Mr 
Kirch. Late last month, Thomas Haffa, a 
founder of EM.TV, agreed to sell 25.1% of 
the company to Werner Klatten, an execu- 
tive in Germany’s Spiegel Verlag publish- 
ing group. As a result, Kirch says it will now 
be acquiring a far smaller percentage of 
EM.TV voting rights than originally 
planned. Mr Klatten, who used to head 
one of Mr Kirch’s tv channels, has dis- 
missed speculation that he is buying the 
shares on behalf of Mr Kirch. If Mr Klatten 
is telling the truth, Mr Kirch will have less 
influence over EM.TV than he hoped for 
when he launched the rescue. 

Even if he does gain control of F1, Mr 
Kirch faces several challenges. Not only 
has he borrowed heavily to buy his stake 
in SLEC, but sLEC itself is in debt. It owes 
around $1.4 billion from a bond issue in 
June 1999, most of which passed to the Ec- 
clestone trusts. This is to be repaid by 2010. 

SLEC's profitable revenue streams un- 
derpinned the bond issue. It receives a fat 
share of F1’s revenues under the Concorde 
Agreement, a ten-year deal expiring at the 
end of 2007 that governs the relationship 
between the F1 teams and sLEc. The teams 
receive only 47% of the gross television rev- 
enues, which were $241m in 1999. SLEC re- 
tains all of the highly profitable fees paid 
by promoters to stage grand prix. These 
came to nearly $200m last year. 

But these revenues are now under 
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threat from large car makers, four of which 
have bought into or set up F1 teams since 
1998. A consortium of car makers (BMW, 
DaimlerChrysler, Fiat, Ford and Renault) 
has threatened to set up a rival champion- 
ship in 2008. This move would kill the cur- 
rent series, to which the F1 teams are con- 
tractually bound until 2007. 

The car makers have objected to the 
prospect of Mr Kirch taking control of f1, 
ostensibly on the grounds that he may try 
to transfer coverage of the sport from free- 
to-air to pay-Tv. But their real concern is 
the meagre share of F1’s revenues that the 
teams receive. 

After much wrangling, Mr Ecclestone 
and the F1 teams signed the current Con- 
corde Agreement in 1998. Mr Ecclestone 
mainly negotiated it not with big car com- 
panies but with the less careful entrepre- 
neurs who then owned the teams, getting 
a very good deal in the process. “We were 
plonkers to sign,” says one team owner. 

The teams, now led by the car makers, 
are unlikely to be so susceptible to persua- 
sion next time round. Even without the 
threat of a breakaway, the car makers were 
bound to demand a bigger slice of the 
gross television revenues, as well as size- 
able chunks of the promoters’ fees. 


Kirch at a crossroads 

Where does all this leave Mr Kirch? Vulner- 
able, in short. He has paid out $1.54 billion 
but has not yet gained control of F1. And 
even if he does, he faces the prospect of 
giving a larger share of its revenues to the 
teams, to keep them from setting up their 
own series. 

If a breakaway were to happen in 2008, 
SLEC’s cashflow would soon dry up. Al- 
though it owns part of the rights to the 
sport until 2110, these would be virtually 
worthless without the current teams. Mr 
Kirch’s stake in £1 would be worthless, too. 

Just how vulnerable Mr Kirch is de- 
pends on how serious the car makers are 
about establishing a rival series. There are 
clearly formidable practical and commer- 
cial problems in doing so. But the car mak- 
ers insist that they are not bluffing, and are 
in the process of setting up a company to 
run the series. Max Mosley, president of 
the sport's governing body, believes it is 
possible to establish a rival: “One would 
be deluding oneself to imagine that the 
manufacturers could not do what they 
wanted to do if they were to set their 
minds to it,” he said recently. But he still 
predicted the “overwhelming probability” 
of a deal between the car makers, Mr Kirch 
and Mr Ecclestone. 

Unlike Mr Kirch, Mr Ecclestone has 
barely any financial worries. His family 
has raised more than $3 billion in cash 
from SLEC, partly from selling big stakes in 
the group, and still owns 25% of it. And for 
the foreseeable future, he will remain F1’s 
chief executive. m 





Face value A smoother ride 


United’s failure to merge with US Airways is good news for Don Carty, American Airlines’ boss 





HEN that streetwise bruiser Bob 
Crandall was chief executive at 
American Airlines and Don Carty was his 

number two, executives on their way to 
see the boss used to stop by Mr Carty’s of- 
fice to try out their pitch. They wanted ad- 
vice on how the mercurial Mr Crandall 
would react. But since Mr Carty took the 
top job, there has been no need for such 
an intermediary, for his style is altogether 
different. 

In person, the contrast between the 
driven, gravel-voiced Mr Crandall, who 
smoked as enthusiastically as he sailed 
and jogged, and the mild-mannered Ca- 
nadian could not be greater. Differences 
in strategy are also apparent. Mr Crandall, 
fed up with poor profitability and trucu- 
lent pilots, contemplated at one time sell- 
ing all of American’s aircraft and 
concentrating on its more profitable air- 
line-reservations business, known as Sa- 
bre. But Mr Carty has presided over an 
expansion of the airline by buying trou- 
bled Twa. 

On top of this are differences in the 
day-to-day running of the business. Mr 
Crandall was a hands-on boss who liked 
to delve right down into detail. Since Mr 
Carty took the top slot just over three 
years ago he has not even tried to fill Mr 
Crandall’s shoes. “I am more inclined to 
delegate and hold people accountable,” 
he says. 

The manner may be more relaxed, but 
it has not stopped Mr Carty from some 
hyperactive manoeuvring in the past 
year. American became the biggest airline 
in the world with its purchase of TWA, 
completed in April (see chart). When rival 
United Airlines launched its proposal for 
a friendly takeover of struggling us Air- 
ways in May 2000, Mr Carty quickly real- 
ised that the combination would be a 
threat. So he started looking at other air- 
lines to buy. “We analysed everything 
with wings,” he says. 

Mr Carty liked the look of rwa's as- 


sets, but not its liabilities. So talks last 
year about merging failed. But when Bill 
Compton, boss of TWA, told him late last 
year that the airline was going bust, Mr 
Carty saw how to get the good without 
the bad: let rw go bankrupt, then buy it 
shorn of debt. The plan worked, and even 
America’s hawkish regulators approved, 
not least because the deal rescued a com- 
pany with 22,000 employees. 

With that merger under his belt, the 
wily Mr Carty spotted that he could get 
hold of parts of us Airways’ network to 
strengthen his group’s presence in the 
north-eastern United States. He knew that 
United was keen to make divestments in 
a bid to win approval for its takeover of 
us Airways, so he offered to buy some 
routes from us Airways to make the deal 
more palatable to antitrust officials. That 
may not happen now that United has lost 
its struggle for regulatory approval of its 
takeover, but it spares Mr Carty from in- 
vesting $1.2 billion while the industry is 
in recession. Either way, American 
emerges from the latest consolidation 
two-step as the clear winner. 


Pilot terror 

Nevertheless, Mr Carty faces daunting 
challenges. First, he must integrate TWA 
with American. Airline mergers are par- 
ticularly disaster-prone, partly because pi- 
lots squabble over the seniority system 
that governs their pay. Since American’s 
pilots’ contract is up for renewal in a cli- 
mate of militancy, this negotiation could 
be delicate. But Mr Carty is sure to ap- 
proach it less belligerently than his prede- 
cessor, who complained that pilots had a 
squadron mentality, more loyal to each 
other than to the airline. 

Mr Carty’s next negotiating challenge 
also provides an opportunity for a con- 
trast with Mr Crandall. He must convince 
antitrust authorities in Brussels and 
Washington that American and British 
Airways (BA) should be allowed to merge 
their transatlantic operations, pooling 
revenues, integrating flights and co-or- 
dinating fares. To do so, he and Ba’s chief 
executive, Rod Eddington, must cut 
through a thicket of aeropolitics. 

This deal was first floated in 1996 by 
Mr Crandall and the then boss of BA, 
Robert Ayling, only for it to be blocked by 
the European Commission, which in- 
sisted that the airlines cede 267 weekly 
slots at London’s Heathrow airport before 
it would approve the deal. America’s fed- 


eral authorities made it plain that they 
wanted a liberal open-skies pact with 
Britain as their price for giving antitrust 
immunity for such collusion. The deal 
duly collapsed, and Messrs Crandall and 
Ayling were widely blamed for failing to 
strike a conciliatory enough tone with the 
regulators. 

“Last time we made mistakes,” admits 
Mr Carty. “We didn’t take the EU seri- 
ously enough.” With European govern- 
ments recently accepting a recomm- 
endation by the Eu’s competition comm- 
issioner, Mario Monti, to block the merger 
of General Electric and Honeywell, 
Messrs Carty and Eddington are taking 
Brussels very seriously indeed, as they 
prepare to launch a second attempt to 
win approval. Executives from both air- 
lines have met Mr Monti’s staff to prepare 
the ground. They argue that the emer- 
gence of strong airline alliances, such as 
Star, led by United and Lufthansa, has 
changed the nature of competition. Star 
now has a strong presence at Heathrow 
through its British member, bmi (formerly 
British Midland). 

Mr Carty has been to Brussels to press 
these points quietly with Mr Monti, 
rather than proceed in the bull-headed 
manner that failed for Mr Crandall. If 
American and Ba get their virtual merger 
past the regulators this time, Mr Carty’s 
calm, diplomatic style will have had 
much to do with it. Not that his technique 
always works. Despite his big role as a 
fundraiser for George Bush, the adminis- 
tration is appealing against a recent court 
decision in an antitrust case that went 
American's way. Good relations with 
Washington and Brussels will help, but 
only up toa point. = 


i Top slot . 

2000, bn ; 

American Airlines* 231.3 
United Airlines 204.2 
Delta Air Lines 173.4 
Northwest Airlines 127.3 
British Airways 118.9 
Continental 96.9 
Lufthansa 94.2 
Air France 91.8 
Japan Airlines 89.0 
US Airways 75.4 
Sourcer IATA *Inciudes TWA 








Investment banks 


Living in leaner times 


Greed is no longer good—or, more to the point, viable. How to reduce investment 
bankers’ expectations of plenty in a pinched age 


IGHLY paid investment bankers— 

once dubbed the Masters of the Uni- 
verse—are on the danger list. They are be- 
ing folded back into the humble clay of fi- 
nancial services from whence they sprang 
in the 1980s. 

Two signs. First, last week, Dresdner 
Bank, now part of the Allianz insurance 
group, said that its investment bank, 
Dresdner Kleinwort Wasserstein, would 
be merged into Dresdner’s overall banking 
operation, with the loss of 1,500 jobs. No 
more talk of “autonomy” and of an initial 
public offering (iro) for the investment 
bankers that was promised last April Fool's 
Day, when Allianz announced its take- 
over. Second, a new boss at CsFs, the in- 
vestment bank owned by the Credit Suisse 
group, aims to scale down lucrative con- 
tracts and disband “fiefdoms”. What 
prompted this attack upon the Masters? 

The markets that traditionally make in- 
vestment banks most money—equities, 
and mergers and acquisitions—are in the 
dumps. Several top-tier firms report tum- 
bling profits and are laying off staff. Only a 
handful, notably Deutsche Bank and Leh- 
man Brothers, both stronger in bonds than 


in equities, are hiring—at far less (25-30% 
less, some say) than they had to pay last 
year. Don’t shed a tear just yet. A seasoned 
managing director of corporate finance 
can still earn up to $6m a year. But the days 
of bidding wars and bonuses guaranteed 
for two or even three years are suddenly 
over. 

Now, indeed, is a good time to “manage 
down” the expectations of investment 
bankers. Dresdner has done so with a ven- 
geance. The staff of Wasserstein Perella, a 
merger-advisory “boutique” that Dresd- 
ner bought last year for $1.4 billion, are 
said to be “furious” that they now cannot 
sell themselves again by means of an IPO. 
Will some of them, including its co-foun- 
der, Bruce Wasserstein, walk out? 
Dresdner is prepared to take the risk. 

So, too, is John Mack, a former boss of 
Morgan Stanley who has just been made 
chief executive of CsFB. As part of his 
expectation management, he has asked 
staff voluntarily to tear up the three-year 
contracts that some of them had signed 
under a previous regime. Mr Mack’s prede- 
cessor, Allen Wheat, who was jettisoned 
on July 12th, had signed these contracts to 
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keep precious bankers in place, such as 
those included in the purchase last year of 
a smaller American investment bank, Do- 
naldson, Lufkin & Jenrette. Mr Wheat had 
overseen an increase in CSFB’s staff from 
5,000 to 28,000 in five years, and had 
signed separate profit-share deals with 
many business groups to make them stay. 
That drove csrB’s salary costs ten percent- 
age points above an already fearsome av- 
erage on Wall Street, of 50% of a bank's rev- 
enue. It also created bitter jealousies 
among departments. Mr Mack says his 
two main tasks are to cut staff costs, and to 
get them to “read from the same page”. He 
will no doubt appeal to employees to con- 
sider the firm's greater good. Yet few on 
Wall Street expect bankers to hand back a 
promise to them of three years of “bo- 
nuses”. 

This is nevertheless a watershed. These 
days, even top-tier investment banks, such 
as Goldman Sachs and Morgan Stanley, 
are losing business to integrated banking 
groups led by Citigroup, J.P. Morgan Chase 
and Deutsche Bank. The business is lost 
because big banking groups can use their 
strong balance sheets to offer loans and 
other products requiring a top credit rating, 
along with the usual investment-banking 
services. Bank of America, for one, offers 
loans to companies on the understanding 
that other investment-banking mandates 
will follow. 

The stand-alone investment bank, 
which seemed a market-beating model 
just a couple of years ago, is now looking 
slightly battered. One reason is growing >> 






> public concern at conflicts of interest with- 
in investment banks. They are regarded, 
suspiciously, as “deal-machines”. 

Certainly, regulators are scrutinising 
their track-record during the recent dotcom 
mania, when the price of so many new is- 
sues fell steeply within days. Some re- 
search analysts working for investment 
banks wrote “buy” recommendations 
while selling or “shorting” the same com- 
pany’s shares in their personal account 
(this came out in testimony to a congres- 
sional committee on July 31st by Laura Un- 
ger, acting chairman of the Securities & Ex- 
change Commission). There is a growing 
demand for thicker “Chinese walls”"—CsFB 
issued stricter internal guidelines in June— 
and for independent research teams and 
“buy-side” analysts (ie, those serving in- 
vestors) at investment firms. 

The top-tier investment banks have one 
talent that still commands huge fees: their 
brilliance at the life-or-death deal, such as 
a hostile takeover, a landmark privatisa- 
tion or a public offering. Just as with criti- 
cal surgery, the client wants the best advice 
there is—the cost go hang. Enormous fees, 
out of proportion to the work done or the 
miles flown, also pay for the dead periods 
between mandates, and for the bidding 
contests that the banks fail to win. The 
deals are driven as much by the egos of 
chief executives of the client companies as 
by their investment bankers. Fine, if it re- 
sults in greater shareholder value. Too of- 
ten the value is hard to see, apart from the 
enrichment, through share options and 
deal-related bonuses, of top executives. 

The investment bankers who make 
such deals expect also to gain personally. 
That may still be worth it to the Wall Street 
firm, but the reward mechanism is time- 
consuming to apply, creates internal jeal- 
ousies, and skews profit-sharing through- 
out the bank. Mr Wheat at CSFB spent 
months each year wrangling with invest- 
ment bankers over how to allocate re- 
wards from such deals. 

No investment bank has a fool-proof 
formula for rewarding its dealmakers. In 
general, employees share the gains but not 
the losses both of their “profit centre” and 
of their bank. That encourages them to 
gamble the firm’s capital. If things go 
wrong, there’s always another investment 
bank to move on to. 

Today’s leaner markets give top man- 
agement a stronger hand. Some instant 
historians are already recording a sea- 
change. “The entire industry has come into 
disrepute,” says Hans-Jörg Rudloff, the 
chairman of Barclays Capital, who once 
ran CSFB. He points to the number of tech- 
nology firms hyped by investment banks 
in the past two years that are now de- 
funct—a “form of organised theft”. After a 
huge clean-up, he predicts, “the financial 
markets will no longer be centre-stage”. 
Heaven forbid. m 


new” Nomura Securities 


Old habits diehard 


TOKYO 


Pea a TIN 





A giant brokerage promises to treat its retail clients better 


T CLEANED up the mess after scandals 

had sent clients fleeing, and made its 
way back into profit after huge losses in 
America and Russia. It survived deregula- 
tion in its home markets, creating a stron- 
ger company by broadening its sources of 
profit, and it beat back new competition 
from online brokers. By March 2000, 
when Nomura Securities, Japan’s biggest 
stockbrokerage, reported its best profits in 
a decade, the horrible years of the late 
1990s seemed a mere memory. 

Still, the “new” Nomura has only just 
begun to be tested. Like other domestic 
brokers, its performance until recently was 
helped by a sharp increase in new public 
offerings, bringing in fat commissions and 
fees. The unwinding of cross-sharehold- 
ings between banks and their chums in the 
corporate sector also brought a stream of 
business. All this is now changing. The 
economy is sliding back into recession, 
while shares are falling again. The down- 
turn shows in Nomura’s latest results, an- 
nounced last week. Pre-tax profits for the 
three months to June fell by 70% compared 
with a year earlier, to ¥19 billion ($155 m). 

Profits could shrink further. Futoshi Sa- 
saki, investment-banking analyst at Mer- 
rill Lynchin Tokyo, predicts that the pace at 
which cross-shareholdings are unwound 
will slow if stockmarkets remain weak. 


Begging them for a second chance 


Initial public offerings, notably of high- 
tech firms, have all but dried up. 

Worse, individual investors, who piled 
into equities and investment trusts last 
year, have now turned their backs. The 
governmentthinks of luring them back, by 
introducing tax breaks on equity invest- 
ments some time later this year. But it is 
unclear how effective these will be, with 
corporate profits tumbling. Nor have stock- 
brokers helped their own cause. Many 
have failed to convince retail investors that 
the industry is no longer out to force dud 
products on them, or to earn extra commis- 
sions by “churning” portfolios. 

Nomura’s recent record with its retail 
customers is mixed. It seems to have stuck 
to its promise to stop churning; its “churn 
rate” has dropped sharply and is now well 
below the industry average. The firm has 
worked hard to “educate” consumers 
about the risks and rewards of investing in 
equities, by holding free seminars across 
the country. It has even marched into 
schools to teach children about shares, us- 


ing stockmarket simulation games and of- 


fering prizes for the best reports on how to 
build a portfolio. 

Still, Nomura has not quite managed to 
shake off old habits. Last year it was criti- 
cised for the speed with which it raised 
funds for a record ¥1 trillion investment 








> fund, pouring vast sums of money into the 
stockmarket in a short space of time. The 
outcome was a dangerously heated mar- 
ket. Kazutoshi Inano, head of the retail 
business at Nomura, admits that the com- 
pany should have staggered the process of 
gathering money for the fund—which hap- 
pens to trade at about 40% below its issue 
price. Nomura was also one of the many 
domestic and foreign brokers that made a 
bundle from selling so-called exchange- 
able bonds (ess), a product whose high 
rates of interest are matched by an equally 
high risk of losing money. Many retail cus- 
tomers were burnt by EBs, but Mr Inano 
defends Nomura’s decision to market 
them. He said it sold EBs only to customers 
who understood the risks. 

Nomura’s occasional testiness about its 
credibility with retail investors reflects a 
drive to strengthen this side of its business. 
Elsewhere, its domestic investment-bank- 
ing operations face competition from the 
big Wall Street firms, such as Goldman 
Sachs and Merrill Lynch, that have better 
mergers and acquisitions skills. 

As for Nomura’s international busi- 
nesses, with the exception of its European 
operations based in London, these remain 
small and unprofitable. Still, it has no 
plans to link up with a big foreign partner, 
in contrast to Japan’s third biggest broker- 
age, Nikko Securities, which in 1999 tied up 
with Citigroup. Instead, the firm is looking 
at looser alliances with smaller partners, 
says Hiromi Yamaji, head of global invest- 
ment banking, with stronger partnerships 
perhaps to follow. But, he adds, now that 
America’s economy is slowing, Nomura 
needs to tread carefully before making a 
push abroad. 

Given that Nomura faces weak stock- 
markets at home and that itis only starting 
to build up its businesses in Asia and 
America, where will it find profits? One 
new source, suggests Mr Yamaji, will be 
underwriting the privatisations of nation- 
alised corporations expected under new 
plans for public-sector reform. The trick 
will be persuading those clients who once 
fled that these share issues are something 
to come back for. m 
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China’s stockmarket reforms 
Second board, 
second thoughts 


BEIJING 


Shelving plans for a high-tech board 


HINA'S leaders are getting cold feet 

about setting up a second-board 
stockmarket, where listing requirements 
are looser, to help start-up technology 
firms on the mainland raise funding. De- 
spite long preparations to establish such a 
market in the southern, free-wheeling city 
of Shenzhen, the launch, originally ex- 
pected late last year, has once again been 
delayed. 

The main reason for the dithering is the 
abysmal performance of second boards 
elsewhere, after the bursting of the high- 
tech bubble. Advocates of a second board 
in China say a coolness everywhere for 
technology stocks makes this precisely the 
right time for a launch. Better, they argue, 
that China’s less-than-discerning investors 
be aware of the risks, rather than turn the 
new market into a casino like the main 
market for “A” shares (see chart). 

Yet senior officials fear that, given the 
problems of regulating the main boards (in 
Shanghai and Shenzhen), setting up anew 
one for enterprises with little track record 
would be asking for trouble. The Nasdaq's 
plunge this past year would not necessar- 
ily make Chinese investors stop to think. 
China’s markets tend to buck global 
trends. The mainland’s markets are closed 
to foreign portfolio investors, except for a 
handful of shoddy companies with hard- 
currency “B” shares. And, since Chinese in- 
vestors have precious few other outlets for 
investment, they pile into shares. The 
country has 60m-odd investors, along 
with countless “grey” investment funds. 

China’s leaders also worry that launch- 
ing a second board now could divert funds 
from the main market at a time when the 
government is trying to sell stakes in listed 
state-owned enterprises—all part of the 
government's efforts to raise funds for a 
system of social security. Without such a 
system in place, tough economic reforms 
will meet public resistance. 

Many countries developed their high- 
tech industries long before they had a sec- 
ond board. China’s technology sector, on 
the other hand, has few options. State- 
owned banks are reluctant to lend to the 
kind of small, new firms that most need 
the funding. Venture capital is in its in- 
fancy in China. Small firms without links 
to well-established enterprises stand little 
chance of attracting outside investment. 

So demands for a second board are con- 
siderable. Within government, the Minis- 
try of Information Industry and the Minis- 
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try of Science and Technology argue most 
vociferously for an early launch. Yet Fred 
Hu, of Goldman Sachs in Hong Kong, says 
that Zhu Rongji, the prime minister, now 
wants to focus first on cleaning up the 
main- market. Mr Hu believes that, when 
China’s leaders meet for their annual hud- 
dle at the beach resort of Beidaihe this 
summer, Mr Zhu will argue for more delay. 
Some of the bigger and better of the 
more than 200 firms waiting for listing on 
the second board have given up, turning 
their attention instead to China’s main 
market. Hong Kong’s second board, estab- 
lished in late 1999, could also be a benefi- 
ciary, though it fell far and fast when the 
bubble popped. China’s technology sector 
is unlikely to suffer lasting damage, even if 
plans for a second board are put off even 
for two or three years. To get credit, or to list 
on other boards, technology firms will 
need to improve management and adopt 
stricter accounting methods. That kind of 
discipline might be a better start in life 
than a windfall from issuing shares. m 


Soft commissions in Britain 


How to pay 
brokers 


The City and the government argue 
over stockbroking commissions 


66D ENSION funds should not without 

good reason permit soft commis- 
sions to be paid in respect of their transact- 
ions.” This, from Britain’s Treasury, ap- 
pears to mean what you want it to, 
according to where you stand in the lively 
controversy about broking commissions. 
Paul Myners, author of a Treasury-com- 
missioned review earlier this year that 
called for an end to soft commissions, says 
it is an early marker for a ban. Lindsay 
Tomlinson, head of Britain’s Fund Manag- 
ers’ Association (FMA), says it means that 
the government is exploring options other 
than an end to soft commissions. 








_Aspatin Spanish banking 
Keeping it in the familia 


The heads of Spain's biggest bank, BSCH, are at each other’s throats 


NE of the thorniest decisions that 

Banco Santander and Banco Cen- 
tral Hispano (BCH) had to make about 
their merger in 1999 was what the name 
of the new bank should be. Emilio Botin, 
the head of Banco Santander, wanted 
“Banco Santander Central Hispano”. No 
way, said Angel i, of BCH, be- 
cause people would leave off the “Cen- 
tral Hispano”, calling it simply Banco 
Santander. He insisted on a compromise: 
“BSCH”. Still, Mr Botin had the last word. 
“We'll see what it’s called in five years 
time,” he muttered on his way out of the 
m 


eeting. 

In fact it has taken Mr Botin, whose 
father ran Banco Santander before him, 
little more than two years to assert his 
sole command of opie (i Maria 
Amusategui, ex-BCH and now joint 
chairman, has been fighting desperately 
over the past few months to keep up the 
appearance that his bank had entered 
into a merger of equals and had not, in 
aa wed De baan 

e bank’s BCH- 
friendly head of communications last 
week, Mr Amusategui complained to the 
Spanish central bank. To everyone's 
amazement, he also considered legal ac- 
tion against Mr Botin. Now his own po- 


At present, fees for brokers’ services are 
passed on by fund managers to clients— 
pension funds, for instance. These are ei- 
ther straight payments for the executions 
of a share order, or they are “soft” commis- 
sions, thatis, share orders directed to a par- 
ticular broker in return for things like re- 
search, trading screens and other favours. 

The FMA is lobbying hard against Mr 
Myners’s recommendations. In Septem- 
ber it will put out a report it commissioned 
from two academics at the London Busi- 
ness School, which will presumably de- 
fend soft commissions. 

Not all fund managers and brokers in 
the City of London support the rFMa’s 
stand. Some large fund-management com- 
panies, for instance, Merrill Lynch Invest- 
ment Managers and Phillips & Drew, part 
of uss, do not pay soft commissions at 
all—on principle, they say. Managers with 
softing arrangements may not hunt for the 
broker offering the best price, thus harm- 
ing their client's interests. 

Still, few fund managers and brokers 
endorse another proposal in the Myners 
report, namely, to roll broking commis- 
sions and fund-management fees into one, 
presenting clients with a single, flat fee. 


sition looks precarious. According to 
people at the bank, he will be forced to 
take early retirement. 

Most at BSCH hope that the rivalry at 
the top will end there, but that is un- 
likely. Mr Botin’s victory over Mr Amu- 
sategui leaves Mr Corcostegui, the 
bank’s chief executive, in a tricky posi- 
tion. Mr Amusategui is currently his pro- 
tector from a board dominated by Banco 
Santander folk. One in particular, Ana 
Patricia Botin, daughter of Mr Botin, 
probably wants his job. Mr Botin was 
forced by BCH people to make her leave 
her executive role at the bank after a 
newspaper she talked to described her 
as his natural successor. No one expects 
her to stay away forever. 

For the moment, investors are more 
amused than worried by the 
ment fight at BSCH. Although it has de- 
layed some of the cost savings expected 
from the merger of the two banks, there 
is no sign so far of any serious impact on 
profits or strategy. Some, however, point 
out how attractive the less patriarchal 
management structure of BSCH’s rival, 
Banco Bilbao Vizcaya Argentaria, looks 
in contrast. There is no family 
involved there, says an analyst in Ma- 
drid. “It’s all far less emotional.” 


That, they argue, would render relations 
between fund managers and brokers more 
opaque, not less. Fund managers might 
shy from a trade, even if it was beneficial 
for a client, in order to avoid overstepping 
their broking allowance. They might sim- 
ply deal on a “net” basis—that is, not pay 
any broking commission at all—with the 
result that brokerages might recoup their 
costs by widening dealing spreads. Wider 
spreads mean less liquidity, and a dearer 
market to trade in. 

A definitive response by the Treasury to 
Mr Myners’s recommendations is ex- 
pected at the end of September. At that 
same time, too, Mr Myners will be putting 
out a list of questions that pension-fund 
trustees can ask fund managers in order to 
make sure funds are receiving a fair deal 
over broking commissions. 

Only the Financial Services Authority 
(rsa), the investment industry’s regulator, 
has the powers to prohibit soft commis- 
sions and, for now, it is undecided. It al- 
ready has tougher rules about soft com- 
missions than in America, where soft 
commissions can even include cash pay- 
ments. Still, itis concerned about the unin- 
tended consequences of a ban. 

All the same, the Treasury is deter- 
mined to put pressure on the City. It says it 
is toying with the idea of calling in the Of- 
fice of Fair Trading and the Competition 
Commission if broking commissions have 
not become more transparent and compet- 
itive by March 2003, two years after the 
publication of the Myners report. m 


Britain’s obscure with-profits funds 


Deeply flawed 


The with-profits funds of Equitable Life 
and others are under scrutiny 


TIMELY report on that strange British 

species, with-profits investment 
funds, offers two options for consider- 
ation: allow only improved versions to be 
sold which explain the inherent flaws of 
with-profits funds, such as their lack of 
transparency; or forbid the funds to write 
any new business at all. 

With-profits funds allow the policy- 
holder to share in the profits, or losses, not 
just of the fund itself, but of other busi- 
nesses of the fund-management company 
too. In 1999 alone, around 5m people in- 
vested in these funds, which total over 
£300 billion ($430 billion), often in con- 
junction with a life-insurance policy. Eq- 
uitable Life, the British life company 
whose troubles first brought with-profits 
funds under the spotlight in 1999, has al- 
ready taken the second option and closed »» 





> its fund to new business. On July 16th it 
also said that it would shave 16% off its 
with-profits policies, partly because of the 
lack of new premiums coming in, to the 
further bafflement of angry policyholders. 

The report, “Should with-profits be 
closed down?”, commissioned by Greig 
Middleton Financial Services, part of the 
Old Mutual insurance group, attempts to 
demystify these funds’ practices. For years 
they have been made deliberately opaque: 
funds’ “smoothing” operation—putting 
aside money in good years for boosting re- 
turns in years when markets turn down 
sharply—relies on keeping policyholders 
guessing about profit, or loss, allocations. 
The report identifies three irredeemable 
flaws. First is the need to keep secret the 
calculations that smooth out returns from 
one year to the next. Second is the need to 
penalise early redemptions of policies. 
And third is the need to keep liquid invest- 
ments available for guaranteed payouts 
and for smoothing returns. 

With-profits policies have, many inves- 
tors would claim, served them well—de- 
spite having underperformed the broad 
stockmarket. In theory, they have done so 
because they are less risky. But investors 
have not been made fully aware of the 
risks of early redemption (which invokes 
unpredictable penalties), or of their expo- 
sure to the insurance firm itself. They were 
nottold properly about “orphaned” assets, 
put aside for a rainy day and often unfairly 
re-allocated. Nor did they know that many 
of the allocation decisions are in the hands 
of an “independent actuary”. Acting in 
whose interest? It is not at all clear. 

The FsA is conducting a review of with- 
profits schemes, looking at transparency, 
governance and disclosure to policyhold- 
ers. In prosperous times, it seems, nobody 
cared about these things. Since the Equita- 
ble Life debacle, and another controversy 
last year over how Axa, an insurance com- 
pany, allocated “orphaned” assets, public 
scrutiny is intense. W 





Just explain that once more 





The vintage-computer market 


Old and gold 


BOSTON 


It may look like junk, but there’s money in that box 


. IS hard to love something made of grey 
plastic. Especially hard when it has a 
habit of crashing, deleting your work and 
spreading viruses. But, to some, computers 
are worthy of reverence, and the older the 
computer, the more valuable itis. 

Last weekend saw the first Vintage 
Computer Festival East, which was held 
just outside Boston. Like its big sister in Sili- 
con Valley, the festival is a celebration of 
computer history. People come to swap 
stories and missing parts, as well as to 
show off their prized computers (in one 
case decorated with crushed soda cans 
and packets of Twinkies for that authentic 
1970s look). 

A basic part of the festival, trading in 
vintage computers, is still pretty small- 
scale, but may not stay that way. Once just 
a fad for hobbyists, old computers are now 
being bought as status symbols—and even 
as investments—at computer festivals and 
ham-radio fairs, not to mention on auction 
websites. 

Sellam Ismail, organiser of both the 
east and west coast events, reckons that 
there is a growing band of 500-1,000 seri- 
ous collectors of this kit. There has for 
some time been a healthy trade in me- 
chanical calculators, the computer's fore- 
bears. Curta calculating machines, popu- 
lar in the 1950s and 1960s, fetch a few 
hundred dollars. Older machines bring in 
alotmore. A rare Thomas De Colmar arith- 


ometer went for $250,000. 

Digital computers are different, for a 
number of reasons. You have to be an engi- 
neer to appreciate the technical workman- 
ship of a CRAY-1 supercomputer. And few 
early computers could be described as aes- 
thetically pleasing. But Christine Finn, an 
archaeologist who is writing a book on Sil- 
icon Valley, says that their “meaning” is 
what matters. 

This may explain why the Apple 1, 
Steve Wozniak’s first stab at a personal 
computer (and less powerful than most 
digital watches), has fetched $25,000 at 
auction. Other early models, such as the 
MITS Altair 8800, the Processor Technol- 
ogy SOL-20, the IMSAI 8080 series and the 
Scelbi 8H can all bring over $1,000. 

Many such gadgets sit neglected in at- 
tics and rubbish dumps. Collectors some- 
times rescue a decrepit computer, only to 
blow it up accidentally when they apply a 
current across its weary circuits. But the 
trade has recently been spurred by univer- 
sity courses teaching computer history 
and by museums, notably the Computer 
Museum History Centre, which is due to 
open its new home at Moffett Field, Cali- 
fornia, in 2005. Mr Ismail insists that the 
business will grow. He has a passion, but 
note the gleam in his eye. He owns no 
fewer than 1,500 computers, 3,000 books 
about computers, and some 20,000 com- 
puter magazines. @ 





Economics focus Defining a downturn 


Fears grow abouta “global recession”. What exactly does that mean? 


HE list of sickly economies is growing. 

In the year to the second quarter, 
America’s GDP growth slumped to its 
slowest rate for almost ten years. Japan’s 
GDP probably fell for a second consecu- 
tive quarter; its industrial production 
plunged at an annual rate of 17% in the 
first six months of this year. German 
business confidence has fallen to its low- 
est for five years. And several emerging 
economies, including Mexico and Singa- 
pore, are already in outright recession. 

Although America is having a hard 
landing, it has so far escaped an official 
recession, defined as two consecutive 
quarters of falling GDP. But is it possible 
for the world economy as a whole to suf- 
fer a recession without America actually 
going under? The answer depends on 
what you mean by “recession”. 

Global industrial production fell at an 
annual rate of 6% in the first half of this 
year, the sharpest dive in two decades. 
But global GDP growth has remained pos- 
itive, and most economists still forecast 
global growth of at least 2% this year. So 
why the talk about a world recession? 

In an individual economy a recession 
involves a fall in GDP. The world, by that 
definition, has not suffered a true reces- 
sion since the 1930s: a slump in the Un- 
ited States, say, has always been offset by 
growth elsewhere. The years 1975, 1982 
and 1991 were all deemed to be world re- 
cessions, yet, according to figures pub- 
lished in the 1MrF’s World Economic 
Outlook, global GDP grew in those years 
by 1.9%, 1.2% and 1.4% respectively. 

Cynics might say that in all three years 
America was in recession and that Ameri- 
cans think they are the world. Neverthe- 
less, there is a good reason to define these 
years as global recessions—a reason that 
exposes the flaws in the traditional defini- 
tion of recession in a single economy. 
Suppose an economy has a long-term 
sustainable growth rate of 1.5% (for exam- 
ple, Japan today) and Gpe then falls by 
0.5% this year. That would automatically 
be labelled a recession. If, on the other 
hand, the long-term sustainable growth 
rate was 3.5% (as in America today, many 
economists say) and growth slows to 
1.5%, then the country officially avoids re- 
cession. Yet the fall in GDP growth rela- 
tive to trend is identical in both cases. 
Likewise, the consequent rise in unem- 
ployment will be broadly the same. 

A more sensible definition of reces- 
sion might therefore be when the growth 





rate falls significantly (perhaps by at least 
two percentage points) below its long- 
term potential, causing unemployment to 
rise. In practice, potential growth rates are 
devilishly hard to estimate—not least in 
America in recent years. A best guess is 
that the world’s potential growth rate is 
3.5-4%, so a slowdown to less than 2% 
growth ought to count as a recession. 

It is not only the definition of a world 
recession that is controversial. The actual 
figures for global GDP growth should also 
carry a health warning. For instance, one 
investment bank, Morgan Stanley, pre- 
dicts global growth of 2.4% for this year, 
down from 4.8% in 2000. J.P. Morgan, on 
the other hand, is gloomier, with growth 
forecast at just 1.6%. However, closer in- 
spection reveals that the difference be- 
tween the two forecasts is due largely to 
different methods used to add together 
individual countries’ growth rates. 

Morgan Stanley, like the 1mF, uses 
weights based on countries’ GDP mea- 
sured at purchasing-power parity (PPP), 
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which adjusts for differences in price lev- 
els between countries. J.P. Morgan uses 
weights based on GDP at market ex- 
change rates. The ppp method gives far 
more weight to emerging economies, es- 
pecially to China, and since these econo- 
mies are growing faster than rich ones, 
the ppp-based figure for global growth 
comes out higher. Whichever measure 
you take, though, the world economy is 
dangerously close to recession. 


The dark side of the boom 

At the start of this year, only the Ameri- 
can economy gave real cause for concern. 
How has the blight spread so quickly? 
One reason is that stockmarkets every- 
where have collapsed, hurting business 
and consumer confidence. Another is that 
America has exported some of its slump 
in business investment to other countries. 
According to Salomon Smith Barney, over 
40% of American investment equipment 
is imported, compared with 25% in 1992. 
American imports now amount to 6% of 
the rest of the world’s Gpr, double their 
share in 1990. 

That might still sound modest, but the 
annual rate of growth in American im- 
ports has slowed from almost 20% in the 
second quarter of last year to minus 10% 
this year. That has taken a big slice out of 
global growth. American imports of in- 
formation-technology equipment fell at 
an annual rate of almost 50% in the three 
months to May, compared with growth 
of over 20% late last year. This has hurt 
Asian producers especially. Singapore’s 
industrial production has sunk by 16% 
over the past year. 

Germany’s greater dependence on ex- 
ports of capital goods partly explains 
why it has been hit harder than other 
euro-area economies. However, the crude 
figures on trade caused many economists 
to understate the impact on European 
firms of America’s slowdown. The sales 
of American-based affiliates of European 
multinationals are almost four times as 
big as American imports from Europe. 

By sharing its economic pain with the 
rest of the world, America has been able 
to cushion the impact on jobs and con- 
sumer spending at home. However, ex- 
porting more of its slump than in the past 
also carries a risk. Those countries 
pushed into recession by weaker Ameri- 
can demand will, in turn, buy less from 
both the United States and the rest of the 
world, magnifying the initial effect. = 








The truth about the environment 


Environmentalists tend to believe that, ecologically speaking, things are getting 
worse and worse. Bjorn Lomborg, once deep green himself, argues that they are 


wrong in almost every particular 


COLOGY and economics should push 

in the same direction. After all, the 
“eco” part of each word derives from the 
Greek word for “home”, and the protago- 
nists of both claim to have humanity's 
welfare as their goal. Yet environmental- 
ists and economists are often at logger- 
heads. For economists, the world seems to 
be getting better. For many environmen- 
talists, it seems to be getting worse. 

These environmentialists, led by such 
veterans as Paul Ehrlich of Stanford Uni- 
versity, and Lester Brown of the World- 
watch Institute, have developed a sort of 
“litany” of four big environmental fears: 

ə Natural resources are running out. 

» The population is ever growing, leaving 
less and less to eat. 

e Species are becoming extinct in vast 
numbers: forests are disappearing and fish 
stocks are collapsing. 

The planet's air and water are becoming 
ever more polluted. 

Human activity is thus defiling the 
earth, and humanity may end up killing it- 
self in the process. 

The trouble is, the evidence does not 
back up this litany. First, energy and other 
natural resources have become more 
abundant, not less so since the Club of 
Rome published “The Limits to Growth” in 
1972. Second, more food is now produced 
per head of the world’s population than at 
any time in history. Fewer people are 
starving. Third, although species are in- 
deed becoming extinct, only about 0.7% of 
them are expected to disappear in the next 
50 years, not 25-50%, as has so often been 
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predicted. And finally, most forms of envi- 
ronmental pollution either appear to have 
been exaggerated, or are transient—associ- 
ated with the early phases of industrialisa- 
tion and therefore best cured not by re- 
stricting economic growth, but by 
accelerating it. One form of pollution—the 
release of greenhouse gases that causes 
global warming—does appear to be a long- 
term phenomenon, but its total impact is 
unlikely to pose a devastating problem for 
the future of humanity. A bigger problem 
may well turn out to be an inappropriate 
response to it. 


Can things only get better? 

Take these four points one by one. First, the 
exhaustion of natural resources. The 
early environmental movement worried 
that the mineral resources on which mod- 
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ern industry depends would run out. 
Clearly, there must be some limit to the 
amount of fossil fuels and metal ores that 
can be extracted from the earth: the planet, 
after all, has a finite mass. But that limit is 
far greater than many environmentalists 
would have people believe. 

Reserves of natural resources have to 
be located, a process that costs money. 
That, not natural scarcity, is the main limit 
on their availability. However, known re- 
serves of all fossil fuels, and of most com- 
mercially important metals, are now larger 
than they were when “The Limits to 
Growth” was published. In the case of oil, 
for example, reserves that could be ex- 
tracted at reasonably competitive prices 
would keep the world economy running 
for about 150 years at present consump- 
tion rates. Add to that the fact that the price 
of solar energy has fallen by half in every 
decade for the past 30 years, and appears 
likely to continue to do so into the future, 
and energy shortages do not look like a se- 
rious threat either to the economy or to the 
environment. 

The development for non-fuel re- 
sources has been similar. Cement, alumi- 
nium, iron, copper, gold, nitrogen and zinc 
account for more than 75% of global expen- 
diture on raw materials. Despite an in- 
crease in consumption of these materials 
of between two- and ten-fold over the past 
50 years, the number of years of available 
reserves has actually grown. Moreover, 
the increasing abundance is reflected in an 
ever-decreasing price: The Economist's in- 
dex of prices of industrial raw materials 
has dropped some 80% in inflation-ad- 
justed terms since 1845. 

Next, the population explosion is also 
turning out to be a bugaboo. In 1968, Dr 
Ehrlich predicted in his best selling book, 
“The Population Bomb”, that “the battle to 
feed humanity is over. In the course of the 
1970s the world will experience starvation 
of tragic proportions—hundreds of mil- 
lions of people will starve to death.” 
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That did not happen. Instead, accord- 
ing to the United Nations, agricultural pro- 
duction in the developing world has in- 
creased by 52% per person since 1961. The 
daily food intake in poor countries has in- 
creased from 1,932 calories, barely enough 
for survival, in 1961 to 2,650 calories in 
1998, and is expected to rise to 3,020 by 
2030. Likewise, the proportion of people 
in developing countries who are starving 
has dropped from 45% in 1949 to 18% to- 
day, and is expected to decline even fur- 
ther to 12% in 2010 and just 6% in 2030. 
Food, in other words, is becoming not 
scarcer but ever more abundant. This is re- 
flected in its price. Since 1800 food prices 
have decreased by more than 90%, and in 
2000, according to the World Bank, prices 
were lower than ever before. 


Modern Malthus 

Dr Ehrlich’s prediction echoed that made 
170 years earlier by Thomas Malthus. Mal- 
thus claimed that, if unchecked, human 
population would expand exponentially, 
while food production could increase only 
linearly, by bringing new land into cultiva- 
tion. He was wrong. Population growth 
has turned out to have an internal check: 
as people grow richer and healthier, they 
have smaller families. Indeed, the growth 
rate of the human population reached its 
peak, of more than 2% a year, in the early 
1960s. The rate of increase has been declin- 
ing ever since. It is now 1.26%, and is ex- 
pected to fall to 0.46% in 2050. The United 
Nations estimates that most of the world’s 
population growth will be over by 2100, 
with the population stabilising at just be- 
low 11 billion (see chart 1). 

Malthus also failed to take account of 
developments in agricultural technology. 
These have squeezed more and more food 
out of each hectare of land. It is this appli- 
cation of human ingenuity that has 
boosted food production, not merely in 
line with, but ahead of, population 
growth. It has also, incidentally, reduced 
the need to take new land into cultivation, 
thus reducing the pressure on biodiversity. 

Third, that threat of biodiversity loss 


is real, but exaggerated. Most early esti- 
mates used simple island models that 
linked a loss in habitat with a loss of biodi- 
versity. A rule-of-thumb indicated that 
loss of 90% of forest meant a 50% loss of 
species. As rainforests seemed to be cut at 
alarming rates, estimates of annual spe- 
cies loss of 20,000-100,000 abounded. 
Many people expected the number of spe- 
cies to fall by half globally within a genera- 
tion or two. 

However, the data simply does not 
bear out these predictions. In the eastern 
United States, forests were reduced over 
two centuries to fragments totalling just 
1-2% of their original area, yet this resulted 
in the extinction of only one forest bird. In 
Puerto Rico, the primary forest area has 
been reduced over the past 400 years by 
99%, yet “only” seven of 60 species of bird 
has become extinct. All but 12% of the Bra- 
zilian Atlantic rainforest was cleared in the 
19th century, leaving only scattered frag- 
ments. According to the rule-of-thumb, 
half of all its species should have become 
extinct. Yet, when the World Conservation 
Union and the Brazilian Society of Zool- 
ogy analysed all 291 known Atlantic forest 
animals, none could be declared extinct. 
Species, therefore, seem more resilient 
than expected. And tropical forests are not 
lost at annual rates of 2-4%, as many envi- 
ronmentalists have claimed: the latest UN 
figures indicate a loss of less than 0.5%. 

Fourth, pollution is also exaggerated. 
Many analyses show that air pollution di- 
minishes when a society becomes rich 
enough to be able to afford to be con- 
cerned about the environment. For Lon- 
don, the city for which the best data are 
available, air pollution peaked around 
1890 (see chart 2). Today, the air is cleaner 
than it has been since 1585. There is good 
reason to believe that this general picture 
holds true for all developed countries. 
And, although air pollution is increasing in 
many developing countries, they are 
merely replicating the development of the 
industrialised countries. When they grow 
sufficiently rich they, too, will start to re- 
duce their air pollution. 

All this contradicts the litany. Yet opin- 
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ion polls suggest that many people, in the 
rich world, at least, nurture the belief that 
environmental standards are declining. 
Four factors cause this disjunction be- 
tween perception and reality. 


Always look on the dark side of life 
Oneis the lopsidedness builtinto scientific 
research. Scientific funding goes mainly to 
areas with many problems. That may be 
wise policy, but it will also create an im- 
pression that many more potential pro- 
blems exist than is the case. 

Secondly, environmental groups need 
to be noticed by the mass media. They also 
need to keep the money rolling in. Under- 
standably, perhaps, they sometimes exag- 
gerate. In 1997, for example, the World- 
wide Fund for Nature issued a press 
release entitled, “Two-thirds of the world’s 
forests lost forever”. The truth turns out to 
be nearer 20%. 

Though these groups are run over- 
whelmingly by selfless folk, they never- 
theless share many of the characteristics 
of other lobby groups. That would matter 
less if people applied the same degree of 
scepticism to environmental lobbying as 
they do to lobby groups in other fields. A 
trade organisation arguing for, say, weaker 
pollution controls is instantly seen as self- 
interested. Yet a green organisation oppos- 
ing such a weakening is seen as altruistic, 
even if a dispassionate view of the con- 
trols in question might suggest they are do- 
ing more harm than good. 

A third source of confusion is the atti- 
tude of the media. People are clearly more 
curious about bad news than good. News- 
papers and broadcasters are there to pro- 
vide what the public wants. That, how- 
ever, can lead to significant distortions of 
perception. An example was America’s en- 
counter with El Niño in 1997 and 1998. This 
climatic phenomenon was accused of 
wrecking tourism, causing allergies, melt- 
ing the ski-slopes and causing 22 deaths by 
dumping snow in Ohio. 

Amore balanced view comes from a re- 
cent article in the Bulletin of the American 
Meteorological Society. This tries to count 
up both the problems and the benefits of »» 
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Enough for all 


the 1997-98 Nino. The damage it did was 
estimated at $4 billion. However, the bene- 
fits amounted to some $19 billion. These 
came from higher winter temperatures 
(which saved an estimated 850 lives, re- 
duced heating costs and diminished spring 
floods caused by meltwaters), and from 
the well-documented connection be- 
tween past Ninos and fewer Atlantic hurri- 
canes. In 1998, America experienced no 
big Atlantic hurricanes and thus avoided 
huge losses. These benefits were not re- 
ported as widely as the losses. 

The fourth factor is poor individual per- 
ception. People worry that the endless rise 
in the amount of stuff everyone throws 
away will cause the world to run out of 
places to dispose of waste. Yet, even if 
America’s trash output continues to rise as 
it has done in the past, and even if the 
American population doubles by 2100, all 
the rubbish America produces through the 
entire 21st century will still take up only 
the area of a square, each of whose sides 
measures 28km (18 miles). That is just 
one-12,000th of the area of the entire Un- 
ited States. 

Ignorance matters only when it leads to 
faulty judgments. But fear of largely imagi- 
nary environmental problems can divert 
political energy from dealing with real 
ones. The table, showing the cost in the 
United States of various measures to save 
a year of a person’s life, illustrates the dan- 
ger. Some environmental policies, such as 
reducing lead in petrol and sulphur-diox- 
ide emissions from fuel oil, are very cost- 
effective. But many of these are already in 
place. Most environmental measures are 
less cost-effective than interventions 
aimed at improving safety (such as install- 
ing air-bags in cars) and those involving 
medical screening and vaccination. Some 
are absurdly expensive. 

Yet a false perception of risk may be 
about to lead to errors more expensive 
even than controlling the emission of ben- 
zene at tyre plants. Carbon-dioxide emis- 


sions are causing the planet to warm. The 
best estimates are that the temperature 
will rise by some 2°-3°C in this century, 
causing considerable problems, almost ex- 
clusively in the developing world, ata total 
cost of $5,000 billion. Getting rid of global 
warming would thus seem to be a good 
idea. The question is whether the cure will 
actually be more costly than the ailment. 

Despite the intuition that something 
drastic needs to be done about such a 
costly problem, economic analyses clearly 
show that it will be far more expensive to 
cut carbon-dioxide emissions radically 
than to pay the costs of adaptation to the 
increased temperatures. The effect of the 
Kyoto Protocol on the climate would be 
minuscule, even if it were implemented in 
full. A model by Tom Wigley, one of the 
main authors of the reports of the UN Cli- 
mate Change Panel, shows how an ex- 
pected temperature increase of 2.1°C in 
2100 would be diminished by the treaty to 
an increase of 1.9°C instead. Or, to putit an- 
other way, the temperature increase that 
the planet would have experienced in 
2094 would be postponed to 2100. 

So the Kyoto agreement does not pre- 


The price of a life 


Cost of saving one year of one person’s life 

1993$ 

Passing laws to make seat-belt use mandatory 
Sickle-cell anaemia screening for black new-borns 
Mammography for women aged 50 

Pneumonia vaccination for people aged over 65 


Giving advice on stopping smoking to people who smoke more than one packet a day 


Putting men aged 30 on a low-cholesterol diet 


Regular leisure-time physical activity, such as jogging for men aged 35 


Making pedestrians and cyclists more visible 


Installing air-bags (rather than manual lap belts) in cars 

Installing arsenic emission-control at glass-manufacturing plants 
Setting radiation emission standards for nuclear-power plants 

Installing benzene emission control at rubber-tyre manufacturing plants 


Source: T. Tengs et al, Risk Analysis, June 1995 
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vent global warming, but merely buys the 
world six years. Yet, the cost of Kyoto, for 
the United States alone, will be higher 
than the cost of solving the world’s single 
most pressing health problem: providing 
universal access to clean drinking water 
and sanitation. Such measures would 
avoid 2m deaths every year, and prevent 
half a billion people from becoming seri- 
ously ill, 

And that is the best case. If the treaty 
were implemented inefficiently, the cost 
of Kyoto could approach $1 trillion, or 
more than five times the cost of worldwide 
water and sanitation coverage. For com- 
parison, the total global-aid budget today 
is about $50 billion a year. 

To replace the litany with facts is crucial 
if people want to make the best possible 
decisions for the future. Of course, rational 
environmental management and environ- 
mental investment are good ideas—but the 
costs and benefits of such investments 
should be compared to those of similar in- 
vestments in all the other important areas 
of human endeavour. It may be costly to 
be overly optimistic—but more costly still 
to be too pessimistic. 
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The Federal Reserve 


A fragile superpower 





Alan Greenspan’s influence over the capital markets is in important respects 
psychological. What will happen to the Fed when he leaves? 


T HAS been another busy year for Amer- 
ica’s Federal Reserve Board. Already, by 
the end of July it had cut short-term inter- 
est rates six times in a bid to stave off a full- 
blown recession in the world’s largest 
economy. America’s central bank may yet 
be steamrollered by events, but if it isn’t, 
then its Delphic chairman, Alan Green- 
span, will again have triumphed over the 
Fed’s critics, who feared that this year 
would be payback time for the excesses 
built up during the long economic boom. 
How has the Fed been able to pilot the 
economy so effectively during the past 
couple of decades, making the inept infla- 
tionary policies of the 1970s no more than 
a distant, nightmarish memory? The 
answer, suggested by Martin Mayer, a 
respected financial journalist, fellow of 
the Brookings Institution and author of 
more than 30 books, most of them on fi- 
nance, is far from reassuring: a combina- 
tion of economic common sense with 
large doses of luck and some short-term 
fixes that may yet have nasty long-term 
consequences. Worse, he writes in his typi- 
cally readable and probing style, big 
changes in the global financial system 
mean that in future it will be much harder 
for the Fed to repeat its recent heroics. 
The job of the Fed, according to the 
much repeated formula of a former chair- 


The Fed: The Inside Story of How the 
World's Most Powerful Financial Insti- 
tution Drives the Market. By Martin 
Mayer. Free Press; 368 pages; $27.50 


man, is to “take away the punch bowl just 
as the party is getting good”. Mr Green- 
span has heeded this advice quite often— 
notably more so than William Miller, 
Jimmy Carter’s disastrous choice. Yet Mr 
Greenspan has also shown a worrying 
tendency to bring back the punch bowl as 
soon as the revellers show signs of sober- 
ing up. A series of bail-outs brokered, if not 
always underwritten, by the Fed have fos- 
tered a belief among some large investors 
that if they bet and lose big, the Fed will in- 
sulate them from the consequences. The 
most recent example was the rescue of 
Long-Term Capital Management (LTCM), a 
hedge fund, in 1998: according to Mr 
Mayer, the Fed’s main concern in this case 
was less the direct consequences of 
LTCM’s investment positions than fear 
that if the fund went under, the American 
public would lose confidence in its ability 
as a regulator. 

The public's confidence has been cru- 
cial to the Fed’s success under Mr Green- 
span, who has won it exactly the sort of in- 
dependent, centralised power feared by 
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those who opposed the creation of the 
Federal Reserve System. They managed to 
delay its birth until 1913, and ensured that 
it started as a decentralised system of re- 
gional Feds, rather than a true central bank 
like the Bank of England. By 1951 an accord 
had been reached with President Harry 
Truman, ensuring the Fed’s board of gover- 
nors had independence in setting short- 
term interest rates. (The distance between 
the Fed and the White House has varied 
since; in 1970, Richard Nixon appointed 
Arthur Burns as chairman with the words: 
“I respect his independence. However, I 
hope that independently he will conclude 
that my views are the ones that should be 
followed.”) In 1999, the Fed won a battle 
with the Treasury to become the leading 
regulator of the financial system in 
America and, in effect, the world. 

Yet Mr Greenspan’s success has largely 
been the result of a confidence trick, as Mr 
Mayer points out. Because the public and 
the markets had faith in him, his actions 
had a psychological power far greater than 
was merited by the actual weapons in the 
Fed’s arsenal. Yet in the past couple of de- 
cades the process of credit creation has 
moved increasingly out of the banking 
sector, over which the Fed has consider- 
able direct power, into the financial mar- 
kets, which it has much less ability to influ- 
ence, except through psychology. Mr 
Mayer concludes, ominously, that the 
health of the economy and Mr Green- 
span’s skill and reputation have masked 
the great truth that central banks often no 
longer really understand what they are do- 
ing. Today’s Fed has a multi-faceted pro- 
blem and only one tool, short-term interest 
rates. Under the current chairman, that 
one tool may suffice. But what then? = 
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LAS VEGAS, NEVADA 


in the wild west 


Two of America’s hottest curators are putting Las Vegas on the cultural map 


UGSY SIEGEL would not approve. Top- 
less revues in Las Vegas have been re- 
placed by dolphin petting, showgirls by 
the Cirque du Soleil, and now art muse- 
ums are coming to town. Gambling reve- 
nues account for only half the town’s in- 
take these days and since 1998 female 
visitors have outnumbered men. The fig- 
ure is 57% to 43%. Has sin city gone soft? 
“This is not so much a renaissance as a 
naissance,” says Libby Lumpkin, an art his- 
torian and the founding curator of the 
Bellagio Hotel art collection, the first blue- 
chip art space to open on the Strip. Ms 
Lumpkin (below), like her husband, Dave 
Hickey (see next article), is a professor at 
the University of Nevada Las Vegas 
(UNLV), where they head one of the coun- 
try’s hottest fine-arts programmes, draw- 
ing art students and visiting professors 
from all over the world. “Everybody likes 
an excuse to come to Vegas,” she grins. 
The animator of the new Las Vegas is 
Steve Wynn, the owner of Mirage Resorts. 
The son of a gambler, it was his idea to 
clean up the city in the 1980s and create a 
summer season, attracting families by 
building dolphin pools and Treasure Is- 
land pirate battles into his Mirage resorts. 
The families came in droves but they 
didn’t gamble, so Mr Wynn shifted his at- 
tention to attracting a new high-end clien- 
tele: the big spenders with sophisticated 
tastes, who had previously sniffed at Ve- 
gas’s rhinestone glitter. Hence the Bellagio: 
Las Vegas’s first luxury resort. When he 


heard, somewhat surprisingly, that more 
Americans visit art exhibitions than sports 
events, it became the first casino to house 
an art collection—Mr Wynn’s own, valued 
at $300m. 

“Steve started trying to show Pop Art, 
Lichtenstein and others, but it didn’t stand 
out in the glare of Las Vegas,” says Ms 
Lumpkin, who catalogued his collection. 
“That's when he started showing Impres- 
sionist and Post-Impressionist paintings,” 
she adds, noting in a tribute to the city’s 
sumptuous plasticity, that “their painterly 
and hand-made qualities made them to- 
tally unlike anything anyone had ever 
seen here before.” The Bellagio, open 24 
hours a day, was a runaway success. Mr 
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Wynn leased his personal collection to the 
corporation operating his hotel, thus fund- 
ing his art purchases and netting around 
$40,000 a day in visits, which cost $12 a 
head. Meanwhile, the Picasso restaurant, 
hung with the real thing, was booked solid 
and a red Rauschenberg greeted visitors in 
the lobby. 

Since Mr Wynn sold the Bellagio to the 
MGM Grand last year, the casino has 
shown a touring exhibition from the Phil- 
lips Collection in Washington, pc, and a 
private show of art belonging to Steve 
Martin, a Hollywood actor. Mr Wynn, 
meanwhile, bought the legendary Desert 
Inn casino, where he is living with his art 
while he plans his next move. 

Across the strip at the Venetian, a rival 
casino billionaire, Sheldon Adelson, re- 
spects Mr Wynn’s vision so much thathe is 
trying to outdo it, by importing art from 
the Guggenheim and Hermitage muse- 
ums. “Steve changed the world of Las Ve- 
gas and I hope to change it even more. Our 
job collectively is to enhance the image of 
Las Vegas, to get new audiences to come, 
and artis one of the elements.” 

Mr Adelson built his huge casino 
complex, resort and convention centre to 
look like Venice, “because my wife 
thought Venice was the most romantic 
place in the world when we went on our 
honeymoon”. With more trompe l'oeil 
than trump cards, the Venetian comes 
complete with life-sized campanile, gon- 
dola rides rowed by opera singers, a Doge’s 
Palace “only one column short of the origi- 
nal”, a shopping mall dressed up as the Pi- 
azza San Marco under a twilight sky, and 
now a Guggenheim gallery. After all, there 
is one in Venice too. 

The Guggenheim exhibition hall and a 
joint Guggenheim-Hermitage gallery are 
set to open alongside the Venetian casino 
on September 16th. Designed by a winner 
of the Pritzker architectural prize, Rem 
Koolhaas, who is famed for his expansive 
industrial spaces, both will be open 
around the clock, each with an entry 
charge of $15. Encased in impenetrable 
Cor-ten steel, Mr Koolhaas’s design for the 
Guggenheim-Hermitage looks like a jewel 
vault buried in the heart of the casino. It 
has a new system of hanging pictures by 
computerised magnets. The modest-sized 
space will showcase around 50 works 
from each institution’s post-Impressionist 
and modern collections (including Pi- 
casso’s “Three Women” and Matisse’s 
“Still Life with the Dance”), rotating every 
six months. To add even more variables to 
this cross-cultural melée, the 75,000- 
square-foot (7,000-square-metre) Guggen- 
heim exhibition hall will open with “The 
Art of the Motorcycle”, an installation de- 
signed by Frank Gehry, and already 
shown to popular acclaim in New York 
and Bilbao, albeit not from all the critics. 

“The Venetian Guggenheim and Her- > 





> mitage represent a quantum leap forward 
in the development of Las Vegas as a place 
that has redefined the meaning of enter- 
tainment,” says Mr Adelson. Since open- 
ing in 1999, the Venetian has brought 
brand-name businesses, including New 
York’s Lutèce restaurant and Arizona’s 
Canyon Ranch spa, under its roof. Now Mr 
Adelson is betting that the Guggenheim- 
Hermitage museums will be the jewel in 
the crown. His logic is simple: “If you can't 
bring people to your museum, bring your 
museum to the people. These museums 
have plenty of extra art—only about 5% is 
on show~—and Las Vegas will have 40m 
visitors next year. People come here to es- 
cape everyday life and they want new 
diversions.” 

Is the culture boom in Las Vegas in fact 
an upmarket gloss put on what remains a 
high-volume entertainment business or is 
the town offering something deeper? Mr 
Adelson thinks showing art makes com- 
mercial sense. “In the 1940s and 1950s, Ve- 
gas began by making an illegitimate busi- 
ness legitimate: gambling. Now half of our 
revenue comes from the other stuff: con- 
ventions [where Mr Adelson made his first 
fortune], tourism, shopping, entertain- 
ment. Art expands on that and makes the 
Venetian stand out.” Still, art is only a frac- 
tion of the action here, one that would not 
exist without the financial motor of the ca- 
sino. As Robert Hughes, an Australian art 
critic with an acid tongue and who lives in 
New York, has remarked, “In Las Vegas, 
‘Art’ is more likely to be the name of your 
limousine driver.” 

It is anyone’s guess what the odds are 
that people will pay $30 each to see art 
when the pavements of the Strip offer an 
unending cabaret of attractions absolutely 
free. After all, this is a city where culture 
becomes a menu choice as you cruise past 
the monuments of Luxor and ancient 
Rome, while the New York skyline com- 
petes with the Eiffel Tower. Meanwhile, 
back at the Bellagio, the eight-acre (3.2- 
hectare) lake presents water-dancing 
shows, where fountains squirt in time to 
show tunes, a technique invented by a real 
Las Vegas boy, Liberace. 

Venture down to the original Las Vegas 
Strip just beyond the Desert Inn, and the 
tawdry sublime of old Vegas bursts into 
view, with its wedding chapels, Elvis im- 
personators and tattoo parlours. This is an 
odd place, you might think. But locals are 
raising money to build aneon museum to 
preserve the old signs produced by the 
YESCO company and display them on the 
Strip—pulsating their impotent iconogra- 
phy into the desert night. In an age when 
mega-casinos blast their attractions on sta- 
dium-scale plasma screens, there is some- 
thing comforting about the Christmas 
decoration glitz of these vintage signs. 
Maybe here the museum culture of Las 
Vegas will be atits most genuine. = 


Contemporary art in America (2) 


Hick or Hickey? 


SANTA FE, NEW MEXICO 


Meet the P.J. O’Rourke of art criticism 


[. IS hard to tell whether Dave Hickey, 
with his grizzled trucker looks and Texan 
drawl, is a backwoods curmudgeon or a 
thoughtful hipster of the contemporary- 
art world. He wears wind-breakers 
patched with brand names, he chain- 
smokes and he counts among his aesthetic 
favourites low-riding cars, Jeff Koons and 
Norman Rockwell. He is also charming, 
funny and nimble, like a boxer. Behind his 
regular-Joe tastes there lies a broad critical 
agenda. A foe of conceptual art, cultural 
theory and political correctness, Mr 
Hickey says he wants to return beauty to 
contemporary art. 

Not everyone will drop flat at the first 
punch and agree that beauty ever fully de- 
parted, or that Norman Rockwell and Jeff 
Koons are really the best examples of what 
is missing from contemporary taste. But 
there is no denying Mr Hickey’s appeal. 
When he talks, you soon see why his grav- 
elly deadpan has become a siren song that 
holds fans, especially young fans, in thrall. 
His university lectures in Las Vegas and his 
books sell out. 

With its strong lights and darks, hisis an 
understandably popular gospel. Art, for 
Mr Hickey, is a vital alternative to “stag- 
nant” mainstream culture, an invitation to 
pleasure and a challenge to trust your re- 
sponses. Itis a refuge “from shopping, from 
fashion, from relevance, from educa- 
tion”—a list which neatly lines up enter- 
tainment philistines and high-art intellec- 
tuals as a common enemy. He derides the 





In the eye of the beholder 


conformism of the art scene, and chides 
the curators of big international art shows 
for their “repression” of alternative styles. 

Now, at 61, Mr Hickey has had the first 
chance to put ona big show of his own, the 
SITE Santa Fe Biennial*. The town, in his 
view, is devoted to marketing fantasies of 
a pure, local culture, whereas he wanted to 
convey “the impurity of cultural overlap”. 
With the help of Graft Design from Los An- 
geles, he transformed a Coors beer ware- 
house into a “salon-style” enfilade of 
spaces, Opening up vistas and relation- 
ships to show how a mix of artists and cul- 
tures bounce off each other. 

Minimal abstract paintings by Ells- 
worth Kelly share space with Kenneth 
Price’s globular, coral-coloured ceramic 
sculptures. The go-for-baroque glitter of 
Indian-inspired costumes, designed by 
Darryl Montana for the Mardi Gras in his 
native New Orleans, is on show with ki- 
netic work by a Venezuelan artist, Jesus Ra- 
fael Soto. A glass-blower and artist, Josiah 
McElheney, has filled a spare reconstruc- 
tion of Adolf Loos’s American bar in Vi- 
enna with glass in the style of the anti-dec- 
orative architect. Across stands Takashi 
Murakami’s creature-like helium balloon 
decorated with kitsch smiley faces. 

Most of the 29 artists on show are 
American, many from the west coast. They 
range in age from 29 (graffiti tagger) to 82 
(abstract painter). The wild card is Kermit 
Oliver, a reclusive Waco postman, dubbed 
a Texas pre-Raphaelite by Mr Hickey, who 
paints bizarre religious allegories. 

Amid the western hues, sunny direct- 
ness and learned visual puns is there a 
theme? Mr Hickey believes so, and it has a 
regional sound: “New Yorkers think we 
lack depth.” he says with combative pride, 
“That’s good. It keeps us on the edge.” m 


* Fourth sire Santa Fe Biennial. “Beau Monde: Towards 
a Redeemed Cosmopolitanism” (to January 6th) 








King Hassan of Morocco 


Luck of the devil 


Le Règne de Hassan II, 1961-1999: Une 
Espérance Brisée. By Ignace Dalle. Editions 
Maisonneuve & Larose; 309 pages; FFr130 


E SHOULD not speak ill of the dead. 

But those who eulogised Morocco’s 
King Hassan II within hours of his death 
two years ago were surely either simple- 
tons or hypocrites. How could Pope John 
Paul II, for example, possibly believe that 
Hassan had guided his country along “the 
path of spiritual and material progress”? 
As Ignace Dalle points out in this scathing 


Natural history 


Getting stuffed 


account of the king’s rule, the reality was 
that Hassan, with “his dark view of man 
and his limitless cynicism”, was like a 
medieval tyrant. What mattered was to 
preserve the monarchy at all costs. 

Two-thirds of Morocco’s population 
lives in the countryside. By Mr Dalle’s reck- 
oning, more than 60% of them still live 
without clean drinking water; more than 
90% have no access to health care; almost 
90% have no electricity; and the illiteracy 
rate is getting on for 70%. Nor are the cities, 
with their appalling unemployment levels 
and spreading slums, much better. 

So how did Hassan manage to rule for 
so long? Moroccans often talk of his ba- 
raka, the blessing or good luck that comes 
from God. Indeed so: witness the king's ex- 
traordinary escapes from the coup at- 
tempts of 1971 and 1972. But perhaps Has- 


How man has learned, through history, about his habitat 


The of Desire: A Plant’s-Eye 
View of the World. By Michael Pollan. 
Random House; 216 pages; $24.95 

CHAEL POLLAN pretends, for the 

sake of his argument, that plants 
actively choose strategies to ensure their 
prosperity and survival, deliberately ac- 
quiring qualities that make them attrac- 
tive to humans and useful insects—just 
as we manipulate them to serve our 
own needs and desires. 

He focuses on four plants and their 
distinctive qualities: the apple for sweet- 
ness, the tulip for beauty, marijuana for 
intoxication and the potato for subsis- 
tence. Unhappily, the combination of 
superstition and anthropomorphism 
skews an otherwise skilful and engaging 
piece of reporting that raises intriguing 
questions about man and nature. But it 
takes us no closer to the answers. 


Annie’s Box: Charles Darwin, his Daugh- 
ter and Human Evolution. By Randal 
Keynes. Fourth Estate; 352 pages; £16.99. 
Available in America in January from River- 
head Books 

HE death of his 10-year-old daughter, 

Annie, probably of tuberculosis, 
wounded Charles Darwin deeply. She 
died in Malvern, where he had taken her 
for a water cure. Separated from his wife, 
who was too heavily pregnant to go 
with him, Darwin had nursed Annie de- 
votedly. The misfortune marked him for 
life and fed into his scientific thinking. 

This account, by a descendant of Dar- 
win’s, does not pretend to offer the vast 
scope and intellectual sophistication of 
the 1991 biography by Adrian Desmond 





and James Moore. But as a family mem- 
oir it has real warmth. The Darwin who 
emerges is most remarkable for the way 
in which he combines the attributes of 
world-class thinker and paterfamilias. 


The Man Who Found the Missing Link: Eu- 
gène Dubois and His Lifelong Quest to 
Prove Darwin Right. By Pat Shipman. Si- 
mon and Schuster; 586 pages; $28. Weiden- 
feld & Nicolson; £25 
Eom DUBOIS made vast judg- 
ments based on limited data. While 
digging in Java in 1891, he decided that 
he had found the “missing link”. All he 
had discovered was a piece of ape-like 
skull, a tooth and, some way away, a bit 
of humanoid femur, which he believed 





san made his own luck. Mr Dalle, who was 
the Agence France-Presse correspondent 
in Rabat for much of the 1990s, notes the 
king’s extreme ruthlessness (sending ju- 
nior coup plotters, for example, to rot for 
years in the desert dungeon of Tazmamart) 
and the divide-and-rule tactics with which 
enfeebled the country’s political class 
while ensuring its dependence on the 
monarch. 

He notes the brilliant gamble in send- 
ing hundreds of thousands of his chau- 
vinistic subjects on the “Green March” in 
1975 to claim sovereignty over the former 
Spanish Sahara. At a stroke, Hassan added 
popularity to the respect that came with a 
royal lineage stretching back to the Prophet 
Muhammad-—each Moroccan king carries 
the title “commander of the faithful”. In 
other words, Hassan’s recipe for survival >> 


came from the same individual. Only 
later did his measurements show that 
the skull-cap was from a new transi- 
tional species, pi erectus, 
the upright ape-like man. 

In this richly-detailed and pacy bio- 
graphy, Pat Shipman shows how for 
more than 20 years Dubois allowed no 
one to examine his precious skull, for 
fear that they might steal his ideas. What 
is missing is a sense of the subject's 
place in history. Only in a brief post- 
script do we learn that pi 
now goes by the more familiar name 
homo erectus. Homo habilis, the first hu- 
man species, is never mentioned. 


Stuffed Animals and Pickled Heads. By 
Stephen T. Asma. Oxford University Press; 
320 pages; $30 and £22.99 

HE earliest natural history museums 

were “cabinets-of-curiosities”, put to- 
gether in the 17th century. Deformities 
and grisly experiments were especially 
popular; the exhibits at the Hunterian 
Museum in the Royal College of Sur- 
geons in London include the testicle of a 
cockerel attached to a hen’s intestine. 

The cabinets changed when Dar- 
win’s theory of evolution became 
widely accepted in the late 19th century, 
with less emphasis on the exceptional, 
more on showing how each species fit- 
ted into the supposed scheme of things. 
In a thoughtful study, Stephen Asma ex- 
amines how natural-history museums 
fulfil the sometimes conflicting functions 
of education and entertainment, and 
how far their scientific purpose has been 
distorted by crowd-pleasing gimmicks. 
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> was in part to be cruel, cynical, manipula- 
tive and revered. The other part was the 
power of patronage: the ability to make 
every elite—political, business, social or 
military—dependent on the royal court. 
The result is a country corrupted at every 
level, especially its judiciary, and a society 
where only the richest families can circum- 
vent the disastrous public health and edu- 
cation systems. 

All this Mr Dalle spells out in impres- 
sive detail, with a journalist’s ear for the 
telling interview. Yet while the detail re- 
veals the problems of ordinary Moroc- 
cans, somehow Hassan himself remains 
obscured. We learn much about the king- 
dom, but little about the king himself. 

Another criticism is that Mr Dalle as- 
sumes a knowledge of Arabic terms that 
most readers will not have. A third is that 


Partisanship and the Supreme Court 


Cross-dressing 


Mr Dalle does not explore what King Has- 
san could have done differently or bet- 
ter—an important point given the poor per- 
formance of not just Morocco but most 
third-world countries. 

But no matter. What counts is that this 
book strips away the indulgent illusions 
held by too many of Morocco’s friends. 
Moreover, it serves as a warning to Has- 
san’s successor, Muhammad VI. As Mr 
Dalle correctly argues, Hassan has left his 
son a dangerous legacy: “In eliminating all 
credible opposition, the regime has 
opened the way for the Islamists.” Al- 
though King Muhammad cannot be ex- 
pected to solve his country’s problems 
overnight, Mr Dalle points to the danger 
that, if he does nothing, “the Moroccan 
people will start to think that Hassan II 
was not, in the end, so bad.” m 


Two outstanding lawyers review a controversial decision 


FTER 100m Americans had voted for 
president last November, the election 
was finally decided by a conservative ma- 
jority on the Supreme Court. Alan Dersho- 
witz, an outspoken professor at Harvard 
Law School and an avowed Gore suppor- 
ter, charges these judges with partisanship 
that has “defiled their places in history”. 

The language is harsh. But the basis for 
Mr Dershowitz’s charge is widely shared 
among America’s lawyers, including con- 
servatives who backed President George 
Bush. Mr Dershowitz’s core point is what 
he calls the “shoe-on-the-other-foot” test. 
Would the court have stopped the Florida 
recount had Mr Gore, not Mr Bush, asked 
them to? Mr Dershowitz thinks not. This is 
a serious charge. If he is right, the judges vi- 
olated a promise made on taking office to 
“administer justice without respect to per- 
sons”, 

The Supreme Court halted a Florida re- 
count ordered by the state’s highest court 
on the ground that local counting practices 
would vary, violating the constitutional 
guarantee of equal protection. This argu- 
ment, Mr Dershowitz persuasively shows, 
was not justified by precedent. He is also 
effective in contrasting points made by the 
majority in their election decision with 
previous judgments. His suggested an- 
swer to the enduring problem of partisan 
bias is to select top judges from a short list 
put together by a bipartisan commission 
using the “broadest criterion of greatness”. 

In “Breaking the Deadlock”, Richard 
Posner, a star of the economics-and-law 


movement and a free-market liberal, 
agrees that the Supreme Court's reasoning 
was abominable. But he defends the judg- 
ment itself on the pragmatic ground that a 
firm and immediate decision was needed 
to avoid a constitutional crisis. The court 
might have made its umpire’s call and 
given its full reasons later. But, somewhat 
contradictorily, he concludes that this 
course would just have “prolonged the ag- 
ony”. He thinks that, when facing momen- 
tous cases, judges are not obliged to follow 
precedent or legal principle but may act as 
super-legislators, choosing what in their 
view is best for the nation. 

Both books involve a striking form of 
legal cross-dressing: their judicial philoso- 
phies almost exactly reverse what the left 
and the right in America once used to say: 
following precedent and interpreting the 
constitution strictly was usually how con- 
servatives tried to rein in activist (and pro- 
gressive) judges. Here legal caution is in- 
voked on behalf of the Democratic 
candidate, judicial activism in defence of 
the conservative choice. m 


Supreme Injustice: How the High Court 
Hijacked Election 2000. By Alan M. Der- 
showitz. Oxford University Press; 275 
pages; $25.00 


Breaking the Deadlock: The 2000 Elec- 
tion, the Constitution, and the Courts. 
By Richard A. Posner. Princeton University 
Press; 284 pages; $24.95 and £16.50 
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New American fiction 


Good at killing 


The Master Executioner. By Loren D. Estle- 
man. Forge; 270 pages; $23.95. Available in 
Britain in December from Melia Publishing 
Services 


AUNTINGLY poignant despite its re- 

served protagonist and morbid sub- 
ject matter, “The Master Executioner” fol- 
lows Oscar Stone, a professional 
hangman, as he dispenses justice to axe 
murderers and army deserters—miscre- 
ants and ne’er-do-wells with something 
missing “who should be no more despised 
for this misfortune than a man with one 
leg or an infant with its heart on the wrong 
side. It was Stone’s job, once the man was 
judged and sentenced, to remove him as 
aninconvenience to both society and him- 
self.” In his 18th western novel, Loren Es- 
tleman plumbs the question of what 
might attract a thoughtful carpenter fresh 
from the horrors of the American civil war 
to such a grisly occupation. 

And at a cost, for Stone’s calling drives 
his lovely young wife to flee in revulsion. 
But Stone is driven to exploit a gift that 
marries professionalism with mercy. A 
botched hanging that fails to snap the neck 
cleanly is cruel and unusual punishment 
indeed: too short a drop can strangle the 
prisoner; too long, take his head off. 

The reader samples both grim fates in 
detail, for Mr Estleman has done impec- 
cable homework on the finer points of 
what Stone would regard as a lost art. In- 
deed, Stone’s idea of real barbarity is the 
newfangled electric chair, which singes 
the flesh, shoots flames out the ears, and 
loosens the bowels to create “an indescrib- 
able stench”. More, “there was no more sci- 
ence in the thing than scalding a hog. Any 
fool could throw a switch.” 

Mr Estleman’s prose is pithy, his dia- 
logue tangy (“A man needs a wife, and if 
he don't have that he needs work. God in- 
vented liquor for men that didn’t have ei- 
ther.”) Even walk-ons, many of whom 
walk right off, thanks to Stone's ministra- 
tions, engender a distinctive pathos, 
though often guilty of harrowing crimes. 
Mr Estleman skilfully shows that “genre” 
books are no more implicitly formulaic 
than literary novels, which follow rough 
rules as well. “The Master Executioner” is 
no didactic tract on the death penalty, yetit 
implicitly questions whether the arrival of 
civilisation in the American west reduced 
violence or just made it more orderly. On 
an intimate personal level, Mr Estleman 
movingly conveys the brutalising effects 
of killing for the law, even when you are 
terribly good atit. m 


Bertie Felstead 





The last known survivor of no-man’s-land football died on July 22nd, aged 106 


LD soldiers, they say, never die, they 
only fade away. Bertie Felstead was 
an exception. The older he was, the more 
famous he became. He was over 100 years 
old, and had long been ensconced in a 
nursing home in Gloucester, when he was 
awarded the French Légion d'Honneur by 
President Jacques Chirac. He was over 105 
when he became the oldest man in Britain. 
And by then he was even more famous as 
the sole survivor of the spontaneous 
Christmas truces that occurred on the 
western front during the first world war. 
Few wartime events are the subject of so 
much controversy and myth. 
Mr Felstead, a Londoner and at the time 
a market gardener, volunteered for service 
in 1915. Later in that same year he took part 
in the second, and last, of the Christmas 
truces while stationed near the village of 
Laventie in northern France. He was thena 
private in the Royal Welch Fusiliers, the 
regiment of Robert Graves, the author of 
one of the most powerful books about that 
war, “Goodbye to All That”. As Mr Felstead 
remembered it, the peace overture came 
on Christmas Eve from enemy lines. Sol- 
diers there sang, in German, the Welsh 
hymn “Ar Hyd y Nos”. Their choice of 
hymn was taken as a much-appreciated 
acknowledgment of the nationality of the 
regiment opposing them in trenches about 


100 metres away, and the Royal Welch Fu- 
siliers responded by singing “Good King 
Wenceslas”. 

After a night of carol singing, Mr Fel- 
stead recalled, feelings of goodwill had so 
swelled up that at dawn Bavarian and Brit- 
ish soldiers clambered spontaneously out 
of their trenches. Shouting such greetings 
as “Hello Tommy” and “Hello Fritz” they at 
first shook hands in no-man’s-land, and 
then presented one another with gifts. 
German beer, sausages and spiked hel- 
mets were given, or bartered, in return for 
bully beef, biscuits and tunic buttons. 


A different ball game 
The game they played was, Mr Felstead re- 
called, a rough sort of soccer. “It wasn’t a 
game as such, more a kick-around and a 
free-for-all. There could have been 50 on 
each side for all I know. I played because I 
really liked football. I don’t know how 
long it lasted, probably half an hour.” 
Then, as another of the Fusiliers remem- 
bered it, the fun was brought to a stop by a 
British sergeant-major ordering his men 
back into the trenches and gruffly remind- 
ing them that they were there “to fight the 
Huns, not to make friends with them”. 
This intervention has helped sustain 
the vulgar Marxist myth, relayed for in- 
stance in the musical “Oh, What a Lovely 
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War!”, that the ordinary soldiers on both 
sides longed only for a comradely peace 
and were excited or compelled to fight by 
jingoistic officers pursuing their class inter- 
est. In fact, officers on both sides started 
several of the Christmas truces in 1915 and 
of the much wider trucesin 1914. After par- 
leying to agree the terms of the ceasefires, 
most officers mingled with the enemy just 
as keenly as their men did. 

In his account of the truces, Robert 
Graves explained why. “[My battalion] 
never allowed itself to have any political 
feelings about the Germans. A profes- 
sional soldier’s duty was simply to fight 
whomever the King ordered him to 
fight...The Christmas 1914 fraternisation, 
in which the Battalion was among the first 
to participate, had had the same profes- 
sional simplicity: no emotional hiatus, 
this, but a commonplace of military tradi- 
tion—an exchange of courtesies between 
officers of opposing armies.” 

According to Bruce Bairnsfather, one of 
the most popular soldier-writers of the 
first world war, the Tommies were just as 
hardheaded. There was, he wrote, not an 
atom of hate on either side during these 
truces, “and yet, on our side, not for a mo- 
ment was the will to win the war and the 
will to beat them relaxed. It was just like 
the interval between the rounds in a 
friendly boxing match.” 

The many British contemporary ac- 
counts of the truces help scotch another 
myth: that the authorities kept all knowl- 
edge of fraternisation from the public at 
home lest it damage morale. Popular Brit- 
ish newspapers and magazines printed 
photographs and drawings of German 
and British soldiers celebrating Christmas 
together in no-man’s-land. 

It is true, however, that the Christmas 
truces were not repeated in the later years 
of the war. By 1916 and 1917 the relentless 
slaughter of a war of attrition had so deep- 
ened enmity on both sides that friendly 
meetings in no-man’s-land were all but 
unthinkable, even at Christmas. 

Mr Felstead was among the doughtiest 
of the Tommies. He returned home for 
hospital treatment after being wounded in 
the battle of the Somme in 1916 but recov- 
ered sufficiently to qualify again for ser- 
vice overseas. He was sent to Salonika, 
where he caught acute malaria and then, 
after a further spell of recuperation in 
Blighty, served out the final months of the 
war in France. 

After being demobbed, he led a com- 
paratively dull, respectable life. Only lon- 
gevity put an end to his obscurity. Writers 
and journalists clamoured to interview, 
and celebrate, a participant in a legendary 
truce whose life eventually stretched 
across three centuries. He told them that 
all Europeans, including the British and 
the Germans, should be friends. = 
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schools. It is practical, career oriented, rigorous, and can be 
completed in 21 months of evening attendance or in 10 months full 





time. To find out more, contact our Information Officer for a brochure 


or come to an information session at the School at 6.15pm on: 





Call toll-free 
1-800-496-4935 


Logon now: 
www.webcampus.stevens.edu 


Co-sponsored by STEVENS y a 
IEEE | Es mananam 


Tuesday 14 August 
Tuesday 11 September 
Nearest tube station is Baker Street 





















| London Business School's challenging 








FINANCE 


EVENING PROGRAMMES 


| evening programmes will provide you 
"i j with a thorough understanding of 











macro-economics, corporate finance and investments. 


The Economics Evening Programme provides the frameworks 


DINBURGH 
BUSINESS ẸJA keo] N 
HERIOT-WATT UNIVERSITY 


and knowledge needed to fully understand the international 
macro-economy, current policy debates and the long run forces that 
will produce dramatic changes in the economy, 


The Corporate Finance Evening Programme has a strong emphasis 
On decision making and provides comprehensive coverage of 


financial accounting and analysis, corporate finance, valuation 





financing and capital markets, including the latest developments 


The Investment Management Evening Programme is a three-term 
programme covering equity portfolio management, bonds and fixed 
Income, and derivatives and derivative-based investment. Each term 
can be taken separately. 

The evening programmes attract experienced managers and finance 
professionals from a wide range of sectors. For a brochure, contact 


global proven our Information Officer 


Sussex Place 
Regent's Park 


London NW1 4SA 
n - :7 | n. 
Tel: +44 (0) 20 77066840 Ê mail: mifinfo@london.edu 


Fax: +44 (0) 20 7723 1788. WWW. london.edu 


EC03/08/01 
London Business School exists to advance learning and research in business and management 


Contact quoting HECo1: tel. +44 (0)1704 508 301, or 
e-mail: hwattmba@ftknowledge.com 


www.hwmba.edu 
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74 Courses 


COLLEGE DEGREES 
B} DISTANCE EDUCATION ON YOUR SCHEDULE 
B.S., M.S., Ph.D. Many fields. No classes. 


WM cBistersinstinte 


Learn how easy it is become a Certified Professional 
Consultant (CPC) in your own field. Write for free 


NO COST evaluation! Send resume 
6400 UPTOWN BLVD NE « SUITE 398-W 


catahogue 
The Consultants Institute 
Dept EJ . 30466, 
Prince William Street 
Princess Anne, MD21853 USA 
Fax; (410)65) 4885 
www consultantsinstitule.com 










Recognized as one of tthe world’s most flexible 
Distance Learning MBA/Master's or DBA/Ph.D. 
rograms. No bachelors degree required for the 
MBA (or Master's for DBA) if you have significant work 
experience. No time limits, minimum or maximum. MBA 
usually takes one year, DBA two, Transfer students 
welcome. You will not have to study material you 
already know or do not need. No exams, instead you 
write papers. Learn from successful business 
feaders/authors (many are millionaires). F 
members wanted, Rushmore University, 1-800-662- 
7622, ec@rushmore.edu, www.distancemba.com 


=o” 
AN under the Sun 


Intensive 12-month MBA with “Ivy 
League” professors in sunny Cyprus 
Apply NOW for fall 2001 


mioannou@ciim.ac.cy 
Web: www.ciim.ac.cy 
CYPRUS INTERNATIONAL 


INSTITUTE OF MANAGEMENT 











Intensive 12-Month M.S. in 


COMPUTATIONAL 
FINANCE 


apply now for Fall 2001! 
www.cse.ogi.edu/CompFin/ 










Teaching French to adults for 32 years 


INSTITUT DE FRANCAIS 


Overlooking the Riviera’s most beautiful bay 
A UNIQUE TOTAL IMMERSION PROGRAM 
8 /: hrs a day with 2 meals. 8 levels : Beg. I to Adv. II 
ACCOMMODATION IN PRIVATE APARTMENTS 
Next 2-4 week course starts Aug.6, Sept.3 and all year 
06230 Villefranche/Mer EH4, France. Tel.: (33) 493 01 88 44 Fax: (33) 493 76 92 17 
www.institutdefrancais.com 


1///, UNIVERSIDAD TORCUATO DI TELLA 


SCHOOL OF GOVERNMENT 


MASTER IN PUBLIC POLICY 


Fields in: 
. International Economics and Economic Development. 
. Economics of the Public Sector, Regulation, and 
Privatizations. 
» Law and Public Policy. 
» Administration in the Public and Private Sector. 


Courses on: Health administration, education, social policy, 
environmental economics, and political institutions in Latin 
America. 


The program can be completed in two academic years. An 
agreement with the IDB offers scholarships and subsistence 
allowances for Latin American students. Knowledge of 
English and Spanish required. 


For futher information: 

Contact: Pablo E. Guidotti, Director, School of Government. 
Telephone: +54 11 4784.0080 ext. 138. Facsimile: +54 11 
4784.0089. E-mail: mpp@utdt.edu, or visit us at our website: 
http: //www.utdt.edu 


The top research university in Argentina 
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Appointments 


ADAM SMITH 
INSTITUTE 


INTERNATIONAL TRADE POLICY 
AND WTO SPECIALISTS 


The International Division of the Adam Smith Institute 
provides senior-level advice, education and training to 
the governments of developing and transitional 
economies around the world. We specialise in 
economic policy, structural reform and efficiency-in- 
government issues. Due to the continuing expansion of 
our Trade Policy Practice we are now seeking: 


e A full time trade policy consultant, with post- 
graduate qualifications relevant to international 
trade policy, particularly WTO rules, accession, and 
dispute resolution. A willingness to spend at least 
25% of the time overseas managing projects in 
developing countries is essential. Candidates will 
have worked on trade policy issues in a consultancy 
capacity for at least two years, Salary to £40K. 


Experienced international trade policy consultants 
for short or long term assignments. Consultants 
should have comprehensive knowledge of 
international trade policy issues including WTO 
rules, Multilateral Trade Negotiations, regional 
FTAs and trade aspects of EU accession. Trade 
experts with a sectoral specialisation (e.g. textiles, 
financial services, agriculture) are also sought. 


Specific complementary areas of expertise also 
sought (short and long term) include: 


Competition policy & subsidies 
Anti-dumping & CDs 
Customs and borders 
Employment rules 
Environmental protection 
Industrial policy 

Foreign direct investment 
Private sector development 
Export promotion & free zones 
Trade law, and company law 
Technical standards 


Please send a CV & covering letter, stating salary / fee 
expectations, to: 


paul.reynolds@adamsmithinstitute.com 
or 
send on diskette by post to 
ASI, 3 Albert Embankment, London, SE1 7SP, UK. 
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Sia Non Gane 
Independent State of Papua New Guinea 
DEPARTMENT of PETROLEUM and ENERGY 


GAS DEVELOPMENT and UTILISATION TECHNCIAL 
ASSISTANCE PROJECT: IBRD Loan No. 7019-PNG 


Call for Expressions of Interest for 
Advisers and the Conduct of an Institutional Study 


ADVISERS 
Expressions of interest are invited from qualified and experienced 
consultants for the following project adviser positions for the provision of 
tesponsible advice and on-the-job training to the professional staff of the 
Petroleum Division of the Dept. of Petroleum & Energy in Port Moresby, 
Papua New Guinea for a period of one year commencing 4Q 2001: 

a Petroleum Economics Adviser, Ref. POL 022 

a Petroleum Economic Modeller, Ref. POL 012 

= Petroleum Legal Expert, Ref. POL 013 


INSTITUTIONAL STUDY 

Expressions of interest are also invited from qualified and experienced 

management firms for the conduct of an institutional study for the 

assessment. of the viability of the establishment ofa National 
| Petroleum Authority; Ref. STU 001. 


Interested consultants and firms may obtain further information quoting 
the relevant reference numbers by email only. Expressions of interest 
“should be sent by email only by 318! August 2001 to: 


gastaprocmer @ petroleum.gov.pg 


Economic Advisors (part time) 


The WDA is the lead body for economic development in Wales. 
Our main role is to support and sustain the business success that 


AwpuRvon improving Welsh prosperity demands. 
DATBLYGU 


Gymru To help add value to WDA activities and maximise impact on the 


WELSH Welsh economy, we are now looking to appoint a panel of 5 

DEVELOPMENT ‘ 
AGENCY 
areas: 


* Small and Medium sized Businesses * Performance 


measurement and impact modelling * Rural Development 


* Macroeconomics and forecasting * Regional economics 
(including European regional economics) 


* Industrial economics/market analysis * Urban Regeneration 


* Global Markets * Labour Markets * Sectors/Clusters 


‘The assignments are offered initially for one year (with the 


Economic Advisors with expertise in one or more of the following 


possibility of renewal), and will require a time commitment of up 
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to 10 days during the year in 4 cases and up to 20 days per annum 
in 1 case (to include a co-ordinating role). 


Interested individuals should send a summary CV and covering 
letter detailing relevant expertise and how this may contribute 
to the work of the WDA, along with their daily rate to James 
Price, Senior Economist, Principality House, The Friary, 
Cardiff CF10 3FE. 

E-mail: James. Price@iwda.co.uk 


Closing date: Friday, 31 August 2001. 
The Welsh Development Agency is committed to equal opportunities. 


FINANCIAL REVIEW 


Senior Writer 


The Australian Financial Review is seeking a talented person to join its 
team of top financial writers and analysts covering business, finance, 
markets and information technology. 


This is an excellent opportunity to join Australia's pre-eminent 
business publication at a senior level, The role will suit a senior 
journalist or a proven business professional who has experience in 
areas such as stockbroking, investment banking, financial markets 
analysis, funds management, accounting and tax who may be seeking 
a new career challenge. 


With responsibility for coverage of various aspects of business reporting, 
you will be required to produce high quality news stories and provide 
informed analysis and opinion. Applicants must be able to demonstrate 
highly developed writing skills; the ability to write clear, concise and 
accurate copy and be able to communicate simply about complex issues. 


Ideally the candidate will have up to ten years experience as a journalist 
or in an industry related discipline. A broad knowledge of companies, 
business and industries and an extensive contact base is required. 


Interested candidates are invited to forward a letter of application, 
quoting position number 01/273 accompanied with your resume by 
Friday 10 August 2001 to: 


The Editor, 

The Australian Financial Review 
GPO Box 506 

SYDNEY NSW 2001 
fbmjobs@mail.fairfax.com.au 


Ymgynghorwyr Economaidd (rhan-amser) 


Awdurdod Datblygu Cymru yw'r prif gorff sy'n gweithio dros ddatblygiad 
economaidd yng Nghymru, Ein prif dasg yw cefnogi a chynnal y 
llwyddiant mewn busnes sy'n hanfodol er mwyn gwella ffyniant Cymru. 


Er mwyn helpu i ychwanegu gwerth at weithgareddau Awdurdod 

Datblygu Cymru a chynyddu i'r eithaf eu heffaith ar economi 

Cymru, rydym yn bwriadu penodi panel o bum Ymgynghorydd 

Economaidd ag arbenigedd yn un neu ragor o'r meysydd canlynol: 

* Busnesau Bach a Chanolig © Mesur perfformiad a modelu 
effaith + Datblygiad Gwledig « Macroeconomeg a rhagolygon 

* Economeg ranbarthol (yn cynnwys economeg ranbarthol 
Ewropeaidd) + Economeg ddiwydiannol/dadansoddi 
marchnadoedd * Adfywio Trefol ¢ Marchnadoedd Byd-eang 

* Marchnadoedd Llafur * Sectorau/Clystyrau 

Cynigir yr aseiniadau am flwyddyn į ddechrau (gyda phosibilrwydd 

adnewyddu), a bydd angen ymrwymiad amser o hyd at 10 diwrnod 

yn ystod y flwyddyn mewn 4 achos a hyd at 20 diwrnod y flwyddyn 

mewn un achos (i gynnwys gwaith cydlynu). 


Dylai unigolion sydd â diddordeb anfon CV cryno a Hythyr 
cyflwyno yn rhoi manylion am brofiad diweddar a sut y gallai hyn ` 
gyfrannu at waith Awdurdod Datblygu Cymru, ynghyd â'u cyfradd | 
ddyddiol, at James Price, Uwch Economegydd, Awdurdod Datblygu 
Cymru, TẸ Principality, Heol T¥'r Brodyr, Caerdydd CF10 3FE. 
E-bost: James. Price@wda.co.uk 


Dyddiad cau: Dydd Gwener, 31 Awst 2001. 





Mae Awdurdod Datblygu Cymru wedi ymrwymo i gyfle cyfartal. 



























NATIONAL UNIVERSITY 
of SINGAPORE 








Founded 1905 


INSTITUTE FOR ASIAN RESEARCH (IAR) 


The Institute for Asian Research (TAR), established in July 2001 as a research 
institute at the National University of Singapore, is mandated to spearhead 
and promote high quality multidisciplinary and interdisciplinary research in 
the area of cultural and social change in Asia. The Institute will draw 
especially from and emphasise scholarship within the humanities and social 
sciences, with contributions from business and legal perspectives. It will also 
help to foster PhD research in these areas in conjunction with the Faculties of 
Arts and Social Sciences, Business Administration, and Law. 

Applications and nominations are invited for the position of Professor and 
Director, Institute for Asian Research. The successful candidate is expected 
¿to have an international research reputation and relevant administrative 
experience and leadership qualities. He/she should have an interest to lead the 
development and implementation of a vision for a dynamic Institute, draw in 
high quality researchers, and build up a strong r h and PhD program. A 
competitive remuneration package can be expected. Initial professorial 
appointment may be on tenure or term contract. 

Applications are also invited for the positions of Senior Research Fellow and 
Research Fellow. Appointments may be for up to three years, with possibility 
of renewal. Successful candidates are expected to have good research trac 
records and a research programme. 

Applications should contain full curriculum vitae including the names of three 
referees, and a statement of research programme. 

send nominations and applications by 31 August 2001 to: 

Chair, Steering Committee 
Institute for Asian Research 





































Singapore 117570 
SINGAPORE 
OR email: iarsec@nus.edu.sg 

Visit the TAR at http: / fwwwfas.nus.edu.sg/iar 
Only shortlisted candidates will be notified. 










x 
UvA UNIVERSITEIT VAN AMSTERDAM 














SENIOR RESEARCH FELLOW IN PUBLIC 
INTERNATIONAL LAW full-time 


For the research project, ‘The symbiosis between Public International 
Law and National Law’, directed by Professor André Nollkaemper. 


The senior research fellow is required to conduct independent research 
into the relationship between public international law and national law, to 
manage the project, to supervise doctoral students and to stimulate and 
develop activities within the overall research project. 


She/he should have a strong background in public international law, as 
evidenced by a Ph.D. or a comparable record of publications, research 
interests that extend to the theoretical aspects of the relationship between 
international law and national law, management experience and the ability 
to work with other researchers. 


The appointment is for 1 year and, subject to satisfactory performance, 
extendable to 5 years, Salary: minimum € 2,540 / maximum € 4,330 per 
month, based on a full-time appointment. For more details: 
www,juruva.nl/acil/pionier 


A full description of this vacancy can be found on 
www.uva.nl/vacatures 
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Serving the world’s top executives. EXECUTIVE 


T: +1.415.383.6200 F: +1.415.388.5164 JOB IN D ER 
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College of Natural Resources 
University of idaho 










curriculum vitae, and the names, mailing and e-mail addresses, and phone numbers of three 
refi } be s 7 

















SUNEAN 





ECONOMIST 
The World Bank 


The World: Bank is seeking an Economist to join the Poverty Reduction and Economic 
Management Department of the Latin America and Caribbean Regional Office. The 
primary responsibilities of the selected Economist would be with Bank operations in 
Argentina, Chile, Uruguay, and Paraguay. All four countries have active lending programs 
and also receive Bank analytical and advisory services. 













The position is for a seasoned economist who will be working directly with the Lead 
Economist in Washington D.C., and with counterparts in Buenos Aires, on the Bank's 
economic and sector work and policy dialogue with all four countries. The specific duties 
and accountabilities include: 







(a) lead or otherwise play a central role in the overall economic policy dialogue on selected 
countries with senior country officials; 

(b) prepare policy notes for external audiences on specific issues as needed; 

(e) play a central role in conceiving and operationalizing the Bank’s assistance strategy in 
selected countries, including serving as task manager or key team member for the 
preparation of country assistance strategy documents; 

(d) monitor the macroeconomic and structural reform developments and prospects in 
selected countries, as well as participate in Bank review missions to the four countries. 
(€) take leadership of, or contribute to, relevant “process” tasks, including the country data 
bases and surveys of economic prospects, the Country Policy and Institutional 
Assessments, and the preparation of briefing notes for senior management; 

(f) serve as task manager or key team member for country-specific lending operations and 
analytical and advisory activities, such as economic and sector work; and, 

(g) play an active role in regional and network-wide knowledge management activities, 
including active participation in one or more of the Bank's thematic groups, preparation 
of notes to disseminate knowledge and findings, and sharing and learning of good-practice 
country experiences in specific areas. 

Selection Criteria: 


*Ph.D. in Economics, with strong grounding in macroeconomics. 

























*At least 3 years prior experience leading analyses of country economic performance 
and/or related operational work. 





*Demonstrable conceptual and analytical rigor covering a range of areas in macroeco- 
nomics and microeconomics, coupled with the ability to draw pragmatic policy implica- 
tions from sophisticated conceptual and empirical work, as evidenced in a strong track 
record of prior written work. 











*Strong oral and written communications skills, including the ability to present complex 
arguments in a clear and persuasive manner, and impeccable skills in expository writing, 







*Creativity, resourcefulness, and strong interpersonal skills, including strong client orien- 
tation together with the capacity to communicate tough messages when needed, ability to 
work productively and harmoniously in a team environment, dnd propensity. to: mobilize 
resources in a constrained environment and work under pressure of tight deadlines. 








*Excellent spoken and written proficiency in English and Spanish, is essential. 


Women are especially encouraged to apply. The World Bank offers an internationally 
competitive compensation package including expatriate. benefits. Qualified 
candidates should send a detailed curriculum vitae, including a list of publications 
and other written work of which they are the primary author, by two weeks after the 
issue date, to World Bank, Ms. S.R.Isaac, 1818 H. Street, N.W., Reom]8-800, 
Washington, D.C. 20433; Fax (202) 522-2119; e-mail sisaac@worldbank.org. Dueto 
the yolume of applications, we regret we are only able to contact short-listed 
candidates. NO PHONE CALLS, PLEASE. 


The Economist August 4th 2001 




























** WORK IN USA ** Re: 5 are 
195,000 Employment VISAS Available! m make appropriate enquiries and take 
JT Paoreesionals, ENGINEERS, ABGHTEG optia ice. before sending money, 
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Visit- us Online for Job Opportunities! 
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www. GreenCardSpecialists.com atin the Economist. 













JOB HUNTING INTERNATIONALLY? 


Executive $75K-S500K~+. Career searching into, within or out of 
Asia / Europe / M-East / U.S.? Contact for Free info & Critique 





www.careerpath.co.uk 
Fax: Email: 
USA/Canada +1 202 4781698 cpameri bacoeipaili co uk 


Europe +44 20 75048280 cpeurope@ecareerpath.co.uk 
Asia / M. East / Aus +66 2 2674688 cpasia@bkk loxinfo.co.th 











DO YOU FEEL LIKE YOUR CORPORATE 
LADDER HAS RUN OUT OF RUNGS? 


Do you feel the need for new challenges and opportunities? If you're a 
global senior executive, over 40 years old and accustomed to a $100K+ 
annual salary, we can be the answer to your next jump on the ladder of 
success, Resume Broadcast international assists you in your professional 
search with the personal contact necessary for success from start to 
finish 24 hours a day, 365 days a year. Opportunity is only a phone call 
away at Tel: (619) 224-9257, Fax: (619) 224-9268 or E-mail: 
102224,.3306 @ compuserve.com 


Resume 4 Resume Broadcast International 
r é P.O. Box 6930, San Diego, California 92166, USA. 
Croadcast Tel: 619 224 9257, Fax: 619 224 9268 





Email: 102224.3306@compuserve.com 


Intemational 









ETH 


Eidgenössische Technische Hochschule Zürich 
Swiss Federal Institute of Technology Zurich 


Professorship in Conjunction with the Position of 
the Director of the Collegium Helveticum 


Successful candidates will have an outstanding research 
and teaching record in a branch of science, engineering or 
the humanities, and are expected to be willing and able to 
establish the dialogue between the different scientific 
cultures. The Collegium Helveticum is an institute for 
advanced. studies where the exchange between the 
sciences and humanities is cultivated by interdisciplinary 
research and teaching ~ as well as by international 
exchange. A close collaboration with the University of 
Zurich is desired and might be extended in the future by the 
foundation of a corresponding joint institute for advanced 
studies. Thus, ideal candidates would have a dynamic, 
engaging personality and management skills. A goad 
command of the German language would be an asset, but 
is not a requirement. 


Please submit your application with CV, publication list and 
further documents of interest until October 15, 2001, to 
the President of the ETH Zurich, Prof. Dr. Olaf Kübler, 
ETH Zentrum, CH-8092 Zurich. 
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UNIVERSITY OF DUBLIN 
TRINITY COLLEGE 





School of 
Business Studies 


The Anglo 
Irish Bank 
Ussher Fellowship 
in International 
Business 















The School of Business Studies, Trinity College invites. 
applications for The Anglo trish Bank Ussher Fellowship in 
International Business, tenable for three years from October 
2001. ; 


Ussher Fellowships are awarded to those undertakin 

postgraduate research of outstanding promise. The Awar 
provides for tuition fees and subsistence and is awarded on a_ 
competitive basis to the most outstanding research scholars. 



















The Anglo Irish Bank Ussher Fellowship is for doctoral research: 
in the field of international business. The awardee will join the» 
new research programme led by the Professor of International. 
Business and will make a significant contribution to 
implementing the vision for the field at Trinity College, The 
awardee will join a vibrant doctoral research group and have | 
the opportunity to work, in collegial and inter-disciplinary 

style, with faculty members of the School. n 




















Candidates with a distinguished academic record and a strong 
commitment to research are sought. Applications from 
candidates with training in international business or in the 
international aspects of any of the main disciplines of |. 
management are welcome. j 















The School of Business Studies is recognised for its multi- 
disciplinary approach, general management and international: 
focus, and research orientation. It is committed to leadership in. 
the market for ideas about organisations and their management © 
in Ireland and internationally. 













Further details of these appointments may be had by request” 
from: 


The Staff Office 
Trinity College 
Dublin 2, Ireland 
Tel: +353 1 608 1678/Fax: +353 1 677 2169 
Email: recruit@tcd.ie 
Website: http://www.tcd.ie/Staff_Office 








The closing date for receipt of applications will be Tuesday, 
14th August, 2001. i 






Trinity College is an equal opportunities employer 













EUROPE'S LEADING 
Crossair of Switzerland, Europe's largest regional airline offers more than 28 daily 
departures from the UK and Ireland to Switzerland. In addition, Crossair also offers.a 


network that encompasses over a 100 destinations in over 30 countries through its 
EuroCross hub at EureAirport Basel. : 


CROSSAIR 






§ The Qualfflyer Group 





LIGHT 











For further information contact your local travel agent 
or, +44 845 607 3000, www.crossair.com 





Appointments 



















MADYA PRADESH, INDIA 


The Health and Family Welfare Department, Government of 
Madhya Pradesh State, India is in the process of developing 
a comprehensive 5 to 10 year health sector strategy. It now 
requires consultancy support to elaborate its plans. The 
approach and the financing of the consultancy have the support 
of a number of multi and bi-lateral development partners. 





CONSULTANCY FOR HEALTH SECTOR STRATEGY DEVELOPMENT 


A detailed Call of Expressions of Interest (Eol) and Terms 
of Reference and other details can be seen at 
http://www.dfid.gov.uk/public/working/ja17aug01.html 
This consultancy requires national and international 
experience and is open to Consultants with relevant 
expertise. Last date for receiving Eol is 17 August 2001. 


















Department for 
International 
Development 



























The DFID China Programme is seeking Expressions of Interest 
(Eol) from organisations and individuals to implement its 
Unemployment Insurance & Employment Services (UIES) project 


China’s State Owned Enterprises (SOEs) are no longer able 

to provide guaranteed employment or to fulfil the social 
obligations previously associated with the Chinese ‘work unit’. 
Reform of the social security system — including the 
introduction of unemployment benefits and advice on new 
employment opportunities and training to the unemployed — 
is therefore central to the prevention and reduction of urban 
poverty in China. The purpose of this project is to promote an 
integrated, equitable and efficient unemployment insurance 
system and employment services through piloted interventions 
in 6 municipalities in 2 provinces (Sichuan & Liaoning). 


SCOPE OF WORK 

The service provider will; establish performance management 
systems together with prototype Management Information 
Systems for decision makers in each of the six municipalities. 
In order to inform the requirements of the system, the service 
provider will prepare, at the provincial level, four consultative 
documents on policy issues such as how to ensure equitable 
access to services and advise on hardware and software 


when applying. 
Deadline for receipt of applications: 15 August 2001. 


The Department for International DFID 


UNEMPLOYMENT INSURANCE AND | 
EMPLOYMENT SERVICES — CHINA 


EOI must be submitted to Department for International Development, Abercrombie House, Eaglesham Road, East Kilbride, G75 8EA, 
Scotland. Tel: 01355 84 3466, Fax: 01355 84 3327, Email: a~-gaunt@dfid.gov.uk Contact: Ailsa Gaunt. Please quote Ref. CNTR 01 2873 





works in 


EXPRESSIONS OF INTEREST 


procurement for the systems. A limited amount of support 

for computer-based information systems will also be provided. 
The contract will be for a duration of three years with the 
possibility of extension for up to a further two years. 


EXPRESSIONS OF INTEREST 

Eols will include a capability statement of no more than four 
A4 pages showing evidence of skills and experience in the 
following areas: 


e International, including Chinese, experience (this should 
also highlight working in English and Mandarin (Chinese)) 

e Experience of social security (especially employment: 
services) systems 

e Familiar with social security reform issues in China 


e Experience of implementing DFID projects and familiarity 
with DFID's poverty focuses agenda. 


Expressions of Interest (Eols) should be submitted using the 
DFID Application Form available on the DFID website: 
www.dfid.gov.uk/public/working/cb_opps.html 


This advert also appears in the Official Journal of the 
European Communities. 





partnership with Asia and sub-Saharan Africa, but we also 


Fulfilling Britain’s com mALS EEIT: CRS Tat poverty 





Development (DFID) is the UK’s government 
department responsible for promoting 
development and the reduction of poverty. 
DFID is committed to the internationally 
agreed target of halving the proportion of 
people living in extreme poverty by 2015. 


governments, international and national 
non-governmental organisations, the 
private sector and institutions such as the 
World Bank, UN agencies and the European 
Commission. Most of the assistance is 
concentrated on the poorest countries in 





work elsewhere, including Latin America 
and in Central and Eastern Europe. 

DFID is committed to a policy of equal 
opportunities and encourages applications 
from all parts of the community. Selection is 
on merit. 
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REPUBLICA BOLIVARIANA DE VENEZUELA 
BANCO CENTRAL DE VENEZUELA 


BIDDING COMMISSION 
BID ANNOUNCED INTERNATIONALLY No. 2001-64 


PAYMENT SYSTEM REFORM IN VENEZUELA 


PROJECT: AUTOMATED CLEARING HOUSE (Checks and other documents) 
SINGLE ACT WITH DEFERRED OPENING 


Banco Central de Venezuela informs the companies interested in participating in this bidding process that, as of the publication of this 
announcement, this process is declared open, based on the following terms: 


Oxyective oF Bip 
Engaging an external service for operating the Automated Clearing House. 


GENERAL Description OF SERVICE 
Banco Central de Venezuela requires operative, technological, and administrative services inherent to the Automated Clearing House 
stated in the bidding form. The system that will be used for prequalifying the participants is defined in the bidding form. 


ACTIVITY SCHEDULE 
The companies interested in participating in this bid shall observe the following activity schedule: 


Availability of bidding forms From Torre Financiera del Banco Central de Venezuela, 

Avenida Urdaneta, Esquina de Las Carmelitas, 

06 Aug.-2001 Departamento de Apoyo Técnico y Administrativo 
(Technical and Administrative Support Department), 

to Piso 13, (Floor 13), Caracas-Venezuela. 
Telephones: 58-212-801.8756 / 801.5865 

07 Sept.-2001 Fans §8-212-801.8052 
Alternative means: 
+ Banco Central de Venezuela's WEB page 

http://www.bev.org.ve 

e Request form at: compensacion @bev.org.ve 


Clarification meeting 15 Aug.-2001 | 10:00 am Torre Financiera del Banco Central de Venezuela, Avenida 
Urdaneta, Esquina de Las Carmelitas, Salón de Usos Múltiples 
(Activities Hall), Piso 23, (Floor 23), Caracas-Venezuela. 


Public act for the reception of 10 Sept.-2001 Torre Financiera del Banco Central de Venezuela, Avenida 
envelopes containing the statements of Urdaneta, Esquina de Las Carmelitas, Salón de Usos Múltiples 
intention, company qualification (Activities Hall), Piso 23, (Floor 23), Caracas-Venezuela. 
documents, and offers 





Public act for the opening of envelopes | Once the public act for the Torre Financiera del Banco Central de Venezuela, Avenida 
containing the statements of intention | reception of envelopes has taken | Urdaneta, Esquina de Las Carmelitas, Salón de Usos Múltiples 
and qualification documents place (Activities Hall), Piso 23, (Floor 23), Caracas-Venezuela. 


The person retrieving the bidding forms should preferably be duly authorized by the company and provide proof of identification. 


If the companies interested in participating in this bidding process would like to receive information through the Internet, please provide- ; 
name of company, contact person and title, address of main office, telephone number, fax number, e-mail address, and bid number to the 
following e-mail address: compensacion @bcv.org.ve. Please include the complete address you wish to have notices sent to. 


The envelopes containing the economic offers will remain closed and in custody of the Bidding Commission until the Opening Act. 


From 06/Aug./2001 to 24/Aug./2001, both dates included, at 12:00 m, the participants may request the Banco Central de Venezuela offices 
in writing (by e-mail, fax or letter) explanations regarding the bidding form. These requests will be responded in writing and notified to all 
participants, without disclosing the source, at the address indicated by them. 


Statements of intention and any other documentation will in no case be accepted after the envelope opening act has commenced. 
The participating companies shall be notified of the date of the economic offer opening act along with the qualification results. 


Banco Central de Venezuela reserves the right to postpone or cancel the bidding process when deemed fit and no claims should arise as a 
result. 


All notices from the Bidding Commission, the envelope receipt and opening acts, and the clarification meeting will be in Spanish. 


Ay. Urdaneta, Esq. de Las Carmelitas, Torre Financiera, piso 13, ala sur, Phone: (58-212) 801.87.56 
P.O. Box 2017, Caracas- Venezuela 


www.bev.org ve 
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i a @*LONDON!A [ corte cost or your 
ax. Si 2 - “Parey f Pf ; Pa | ‘Quality serviced apartments offering best valica STAY. IN LONDON 
w r Ss ae AMENE, ma E for money -Our-apartments offer great savings E A 7 N z 
i : compared to hotels. Fully serviced, private Comfortable self-contained: serviced studio 
WE bathroom, kichen, TV, telephone. centra! lll flats. in Knightsbridge near Harrods, fully 
= heating, elevator. E “equipped kitchen-dinette, bathroom, phone, 
Centrally located in Kensington area. satellite T.V., central heating. elevator, maid 
E Tourist Board Approved E Service, resident manager. Suit 1-2 persons. 
Ashburn Garden Apartments P| Brochure by Air-Mait: $ 
E 3 Ashburn Gardens Knightsbridge Service Apartments 
a South Kensington; London SW7 4DG, UK am 45 Ennismore Gardens, 
www.ashburngardens.co.uk London SW7 TAQ. 
E info@ashburngardens.co.uk Wo - TEL: 020 7584-4123 
n Fax: 020 7584 9058. 





NOTICE INVITING TENDER FOR WET-LEASE OF AIRCRAFT 












Air India Limited invites offer for wetlease of wide 
bodied aircraft having twin aisle with a capability to 


















Page Hine : Tel: +444 207 370 2663 : 
carry minimum 250 pilgrims and capable of operatin LS Fax: ++44 207 370 6743 hihi Sebago 
non-stop flights between points in India and Jeddah wit SERB ESE mashes : ia 


Businesses For Sale 






a weight per passenger of 135 kgs inclusive of 
baggage for undertaking Haj movement - 2002 with 
aircraft, crew (including cabin crew}, maintenance, 
insurance and fuel & oil provided by the lessor. 






JAPANESE VEHICLE EXPORT 
BUSINESS FOR SALE 


TOURS/TRAVEL BUSINESS 
FOR SALE — VENDOR SEEKS 


STRATEGIC TRADING PARTNER/INVESTOR 


Direct — sell tour general travel 
business, call centre, 17 strong IT team 
£40m stable, growing/aim e Well established and great reputation. 
£250m+, conventional trade both domestically and internationally 
base, consistent profits 
established, e-commerce side & web- if aay ` 
brand, developed/financed already ~ «Fully L.T. (e-commerce) operational, 
profitable trading daily hits over 2,600. average 
Repeat client base, high-margin, low * Owners and management will remain to 
risk; established 15 years assist ‘run business 
Ali Management/owners to remain to 
developérun business i 
Ideal purchaser substantial media, bilingual 
IT, retaif/other large distribution * Excellent profit ratio 
group to assist growth in 
e-commerce and travel side in : 
UK, Europe, USA, world-wide Please apply to james@japanesevehictes.com 
Contact: Box No 4117, or fax 81-52-953-5634 





The period of operation in each phase will be 
‘approximately 32 days. The tentative duration of the two 
phases of Haj 2002 is as follows: 

Phase 1: 12th January 2002 to 16th February 2002 
Phase 2: 25th February 2002 to 01st April 2002 








«Established 1988 = impressive growth, 
current anual turnover USS25mil. plus 







e Exporting to most countries worldwide. 





The above dates are subject to changes as per the final 
dates to be advised by Saudi Arabian authorities. 















* Owners are Westerners and all staff 


Approximate number of pilgrims required to be 
transported in 2002, is 36,369 (plus or minus 5%), from 
-the following cities: 





© Easy to operate and maintain 





















Saale Approx AAS Homepage: www.japanesevehicies.com 
Chennai f 2.983 Ta ae ee aaa a 

Delhi 12.772 Business & Personal 

Hyderabad 3,847 

Kolkata 5,321 We have over 25 years of experience 

Kozhikode 6,450 in facilitating international and offshore 






business with 30 offices and over 350 staff 
around the world 


Offshore Companies 


with bank introductions 


Note that B747 aircraft cannot be operated from 
Hyderabad and Kozhikode. 








Who can apply: 
Interested parties meeting following criteria, only need 


apply: 

A) Scheduled Airlines 

B) Charterers owning their own aircraft 

C} Operators having authority from aircraft owner to 
deploy their aircraft and confirming aircraft 
availability 

Preference will be given to owners of aircraft. 

All aircran offered for mese operations must be un to 

All aircraft offered for these operations must be up to 

20 years of age and possess first airworthiness 

certificate issued not earlier than 05 April 1982. 


ARE YOU 
Trading or investing internationally? 






Seeking tax management solutions? 





Working or living overseas? 






Seeking to protect your assets? 







Setting up a business overseas? 






A tax professional seeking. solutions? 






Then you should contact us. 






The tender document can be obtained from: 
www.airindia.com 


Fintan 






auk 


Or a request can be made to: 
Member- Secretary 
Inter-department Coordination Committee, 
Haj 2002 Operations 
By Sita Telex BOMCBAI or Fax 91-22-615 6083 






Luxembourg Hungary 
Tet: 4 j www.ocra.com 






Email: economist@ocra.com 






The last date for receiving tenders with complete 
documentation is August 20th, 2001, 1700 HRS. IST. 
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Business & Persona 





EST. 1989 


LICENSED CO. 
& TRUST MANAGEMENT 





© Ready made companies 
* Full corporate administration 
* Trade services (L/C, shippin: 
* Banking/Accounting se $ 
* China business development services 
Contact Stella Ho for immediate services 
& company brochure 
NACS LTD 
Room 1108, Albion Plaza, 2-6 Granville 
Road, T.5.T., Kowloon, Hong Kong 
E-maihnacs@ hk 
Tel: (852) 2724 1223 
Fax: (852) 2722 4373 


TS e CONFIDENTIALITY GUARANTEED e BANK INTRODUCTIONS 








The SCF Group, est. in 1989 provides full ranges of offshore services at what we believe are the 
most competitive rates currently available by a licensed professional firm 





_ Tt 
Economist 


TO ADVERTISE 
WITHIN THE CLASSIFIED SECTION 
CONTACT: 
David Wain, 
London 
Tel: (44-20) 7830 7000 
Fax: (44-20) 7830 7111 
davidwain @ economist.com 











Since 1987 The Sovereign Group have been 
assisting individuals and companies to achieve 


SOVEREIGN 


savings in tax. We provide a full range of onshore 


and offshore services designed to save tax for 
you and/or your company. Call us and we will 


VISIT QUR WEBSITE 
SovereignGroup.com 


be pleased to show you how our services 
can save you money and maximise the 


value of your assets. 


business 
& personal 


tax solutions 
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UNITED KINGDOM: 
Simon Den 











the best prices contact us today 


For immediate, friendly advice, please contact: 
Helen Harper LL. B (Hons), Dip, Law, AOI Janson Lotery B.Sc (Hons) 
E-mail: helen@scigroup.com E-mail: janson@setgroup.com 
Charles Baker M.A. (Hons) 
E-mail: charles@scfyroup.com 










NDON: 
90-100 Sydney St., Chelsea, 
London SW3 6NU 
Tel: +44 (B} 20 7352 2274 
Fax: +44 (2) 20 7795 0016 













2nd Citizenship 
2nd Passport 


Belize Passport Consultants Ltd. 
Tel: + 501 1 49830 Fax: + 501 8 23785 












www.Belize.com 







Canadian Immigration Lawyers 


innovative approaches to reproductive health 


Options is a leading provider of project management and consultancy services in 
health, focusing on reproductive health. We have 
experience in over 40 countries and our clients 


© 
include: national governments * the World Bank « Options 


DFID + GTZ + UNFPA œ» the EC » the Asian 
Development Bank, Options, 129 Whitfield St, 
Londen WIT 5EQ, UK. 


e-mail: info@options.co.uk 


Tel + 44 20 7383 2494 











For details visit our website. 


www.options.co.uk 


NEW AUTHORS 


PUBLISH YOUR WORK 
ALL SUBJECTS CONSIDERED 


WRITE GR SEND YOUR MANUSCHIFT TO: 


MINERVA PRESS 
315-317 REGENT ST 
LONDON W1B 2HS. UK 
www. minerva-press,co.uk 















OFFSHORE 
TAX-FREE 


Companies world-wide 


















Formation and administration of 
companies, opening of bank accounts 
tel/fax/mail forwarding service 













UNITED KINGDOM LONDON 














Will your portfolio 
win in rising and 
falling markets? 


HUNGARY 



























fel. 4 -1-217-906-81 ti : 
Free portfolio analysis n 
www.assetalloc.com nl 
E-mail: romania@laveco com tl 
CYPRUS 
Tel: +357.4.636-919 pi 
4636-920 
prus @lavecocom ti 





A GLOBAL PROVIDER OF 
OFFSHORE COMPANIES & SERVICES 


ebsite: www.laveco.com fumes 





www.offshore4business.com 


Emaili: offshore@4business.com 
Tet: +44 (20) 7514 9962 
Fax: +44 (20) 7514 9912 






Conferences 
Stock Price 
Prediction 
















Presentation in London 


September 10 






keyah @infomagic.com 


——_ 


Pe Ae 


www.swiss-bank-accounts.com 
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ua Economic and financial indicators 

































































Overview 
Output, demand and jobs 

se eH : . % change at annual rate 

Aasoctation of archaciig Anaa EAEk T ae eters) See Neate: ae 
p ap: k production (volume) rate 

manufacturing activity fell to 43.6 in July 1qtr 1year 2001 2002 1 year 1 year latest  yearago 
from 44.7 a month before. In June, a re- Australia $43 421 0 +23 #2438 -A4 O° +07 @ 693m 63 
bound in the index had sparked premature Austria #16 +22 Q1 +20 +23 -3.6 May -1.5 Apr 3.8 Jun 37 
hopes that America had reached a turning Belgium +18 +24 Q1 +23 +26 -2.9 May* -1.7 Apr 9.9 Jun* 10.1 
pointin the cycle. Meanwhile, preliminary Britain +10 +21 02  +2.2 +28 -19 May + 5.6 Jun 4.9 May? 5.6 
data showed that America’s GDP growth Canada +25 +26 af +23 +31 = 07 Hay 4.3 Ape 70m 6:6 
slowed to only0.7%atanannualrateinthe Denmark 286 eee te =. KOA Apea R TRA 
second quarter, leaving output only 1.3% France +20 +27 M +22 + 2.5 + 1.9 May -2.5 May 8.8 Jun 95- 
higher than a year eartier—its slowest Germany +15 +16 Q1 +13 +21 -16 May -2.3 May 9.3 Jun 9.6 

Italy +28 +24 01 +20 +23 -1.9 May -1.2 May 9.6 Apr 10.7 
growth since 1991. Thatnumberwas boosted Sapan -08 -01 01 -03 +09 = 87 an <40 May Din AJ 
by an unexpectedly large surge in govern- Netherlands +02 +20 01 +22 +29 -2.0 May +15 Mar ‘1.8 Jun8 2.7 
ment spending; without this, coP would have Spain eet SSS G0 S21- F29 -0.4 May na ë 128m 142 
contracted. Businessinvestmenttumbled by Sweden $246. S03 +23 #28 -1.4 Apr + 1.9 May 4.2 Jun* 5.1 
13.6% atan annualrate, the biggest decline Switzerland +74 +25 Q +18 +21 +5.1 Q* -0.7 May 1.6 Jun* 1.8 
since 1982. Despite the bad news the Dow United States + 0.7 + 1.3 02 + 1.6 + 2.9 -3.6 Jun + 2.5 Apr 4.5 Jun 4.0 
gained slightly over the week on hopes of Euro area +20 +26 M +19 + 2.4 - 0.1 May + 0.5 May 8.3 Jun 8.9 
lower i nterest rates, “Not seasonally adjusted. tNew series. $Mar-May; claimant count rate 3.2% in Jun. SApr-Jun 





The downbeat news pushed the euro toa F 
two-and-a-half-month high againstthe dol- Prices and wages 

























































































lar this week. However, allis not wellin the NOS ee tHe Econcnetat son 
euro area. The Reuters Purchasing Manufac- Consumer prices* consumer prices forecast Producer prices* Wages/earnings 
turer's index of factory activity fell to 47.3 in lyear yearago 2001 2002 lyear year ago lyear yearago 
July, down 0.6 points from a month before. Australia +60 O +32 +40 +24 +5.6 G2 +74 +356 Q1 + 29 
The dropintheaverageindexwasbroadlyin Austria +28 Jun +27 +23 +17 +29 jun +38 +27 dun + 2.0 
line with expectations, buttheGermanindex Belgium +27 Jl +28 +24 +19 + 5.3 May +86 +26 2 + 2.2 
fell by less than expected, while the French atsin ex 3 un $ 33 SA. et om 4 es ar ni ze * t5 Hoy 3 ae 

. . . + 3. un + 2: + fu + é. +1. un +35. + U. + oi 
and Italian indices fell by more. Unemploy- Denmark +2.3 Jun +33 HAs +22 +32 dun 466 a 38 i + 3.6 
ment remained steady in the euro area at France E OS aS eiS kaa ey ee U 
8.3% ofthe labour force in June. French un- Germany +207 Ou 419 42.7 +17 +34 m SA +18 My + 21 
employment edged up from its 18-year-low Italy __ P29 eron 427-420 a23 u 469 SET jn l 
to 8.8%, but Spanish unemployment fell fur- Japan -0.5 Jun -07 -04 -03 +08 Jun -06 +09 Jun + 28 
ther to 12.8%. Netherlands +45 Jn +27 +46 +27 +43 Jun +88 +43 Jun + 3.2 

Spain +42 wn +34 + 3.7 +28 +24 Jun +58 +2.2 06 + 2.4 
apansindustrial outputcontracted forthe © Sag —t ays gn a t tre 
fourth straight month in June,leavingpro- Siedses +33 aa 37 -37 23 +25 te AAE wade + 57 
duction 8.7% lower than a year earlier. In the Euro area +30 We $24. 427. 4419 43.6 ly 453 AAE e264 
same month, unemployment remained ata Not seasonally adjusted. a 7 
record high of 4.9%; consumer prices fell by 
0.5% from a year ago. This is squeezing con- i 
sumers: household spending slumped by a General government spending 
larger than expected 3.3% in the 12 months Sweden has the biggest government among the rich countries, with public spending set 
to June. Meanwhile, anxiety over Junichiro to reach 52% of Gor this year. Denmark and France are the only other countries where 
Koizumi’s promised structural reforms sent spending is more than 50% of cpp. Most countries have seen a sharp fall in government 
the Nikkei 225 to another 16-year low this spending’ share during the past decade. In 1991, for instance, Sweden’s was almost 59% 
week, though it later rebounded. of GDP. The exception is Japan where spending has jumped from 38% to 46% of GDP. 
as % of GDP, 2001 forecast 

In Britain, manufacturing continues to slide 55 


even as retail sales show no signs of slowing. 
The cBI reported that 57% of retailers re- 


ported higher sales than a year ago, while ' - 40 
only 13% reported lower sales, giving a posi- j i 35 
tive balance of 44, sharply higher from last | 
month's reading of +30. But the Chartered i x 
Institute of Purchasing and Supply index of ; i 
manufacturing activity fellagain in July. P ; 
Britain’s GDP growth slowed to 2.1% in the 
year to the second quarter, its slowest for | 
two years. 

i = 5 - i 0 


K trates Moos one 


Source: OECD 


SFR 





Data on more countries are available to 
subscribers on www.economist.com 












































































































































Money and interest rates The Economist commodity price index 
1995=100 
Money supply* Interest rates % p.a. (Aug 1st 2001) ot Rais % change po 
% change on year ago 3-mth money market 2-year 10-year gov'tbonds corporate n eee Binet wai 
narrow broad latest yearago _gov'tbonds latest? yearago bonds Dollar index 
Australia +15.8 + 7.0 Jun 5.04 6.44 5.35 6.07 6.23 7.51 Allitems 69.4 69.3 40.9 -35 
Britain + 6.8 + 7.5 Jun 5.19 6.13 5.19 4.99 5.21 6.31 Food 70.6 70.6 30 si 
Canada +10.5 + 6.6 Jun 4.03 5.65 4.62 5.64 5.79 7.25 Industrials ~ = = 
Denmark +12 -6.9 May 4.80 5.70 4.61 5.11 5.57 7.01 ii xs os asi ae 
Japan +81 +3.2 Jun 0.02 0.11 0.06 1.33 1.68 1.46 oat ae ae ae 
Sweden +7.2 + 5.0 Jun 4.29 4.05 4.60 5.17 5.21 5.41 Metals 68.6 67.3 T51 163 
Switzerland nil + 3.6 Jun 3.19 3.44 2.71 3.31 3.90 4.08 - t . : 
United States + 1.6 +11.3 Jun 3.54 6.54 3.81 5.03 5.97 6.85 Starting index 
Euroareat +42 + 6.3 Jun 4.43 4.85 4.13 6.81 5.10 5,48 Allitems na 167 OS ene 
“Narrow: M1 except Britain and Sweden MO, broad: M2 or M3 except Britain M4, tGermany for bonds, $ July 31st Benchmarks: US 30-year Euro index 
5.53%, Japan No.233 1.34%. Central bank rates: US fed funds 3.75%, ECB refinancing 4.50%, BOJ overnight call 0.01%, BOE repo 5.25%. All items 104.4 104.1 -24 +21 
Sources: Commerzbank, Danske Bank, J.P. Morgan Chase, Royal Bank of Canada, OM Fixed Income Exchange, Warburg Dillon Read, DRI-WEFA, Yen index 
Westpac, Thomson Financial Datastream. Rates cannot be construed as banks’ offers. Allitems 91.7 92.0 +12 +10.2 
a T) 
Stockmarkets $ per oz 268.75 266.15 -0.8 -4.2 
Market indices West Texas Intermediate 
% change on $ per barrel 26.11 26.74 +16 -56 
2001 one record Dec 31st 2000 * Provisional. t Non-food agriculturals. 
Aug 1st high low week high in local in$ 
g : currency terms 
Australia (All Ordinaries) 3,317.0 3,425.2 3,094.3 +16 232 454 -25 
Austria (ATX) 1,236.6 1,245.8 1,052.2 nil -28.8 +15.2 +79 
Belgium (Bel 20) 2,945.0 3,030.4 2,591.6 +10 -200 -26 -88 
Britain (FTSE 100) 5,546.9 6,334.5 5,275.7 + 5.1 -20.0 -10.9 -14.6 
Canada (Toronto Composite) 7,741.4 9,348.4 7,415.5 +15 -32.0 -13.3 -153 
Denmark (KBX) 262.4** 311.5 234.7 + 44 -13.0 - 0.9 - 7.0 
France (SBF 250) 3,277.2 3,820.2 3,084.7 + 6.2 -254  -13.1 -18.6 
(CAC 40) 5,112.5 5,998.5 4,773.2 + 71 -26.1 -13.7 -19.2 
Germany (Xetra DAX) 5,835.2 6,795.1 5,388.0 + 45 -27.6 - 93 -15.1 
Italy (801) 1,610.8 1,948.4 1,555.8 +28 -26.2 -15.9 -213 
Japan (Nikkei 225) 11,959.3  14,529.4 11,579.3 + 0.6 -69.3 -13.2 -20.6 
(Topix) 1,206.9 1,441.0 1,162.0 +15 -58.2 -60 -139 
Netherlands (AEX 551.8 642.3 518.3 + 4.8 -21.3 -13.5 -19.0 
Spain (Madrid SE) 832.5 963.9 798.6 + 4.2 -27.4 - 55 -115 
Sweden (Affarsvarlden Gen) 233.7 293.1 217.2 +73 -41.6 -15.9 -24.9 
Switzerland (Swiss Market) 6,916.4 8,135.4 6,574.0 + 37 -17.8 -15.0 -19.8 
United States (DJIA) 10,510.0 _ 11,337.9 9,389.5 + 1.0 -10.3 - 2.6 -26 
(S&P 500) 1,215.9 1,373.7 1,103.3 + 2.1 -20.4 -79 -79 
(Nasdaq Comp) 2,068.4 2,859.2 1,638.8 + 42 -59.0 -16.3 -16.3 
Europe (FTSE Eurotop 300)* 1,349.3 1,545.5 1,279.0 +53 -20.9 -12.0 -17.6 
Euro area FTSE Ebloc 100) * 1,203.4 1,404.1 1,139.8 + 5.6 -22.4 -13.6 -19.1 
World (MSCI)? 1,075.7 1,249.2 1,014.6 +28 -25.8 na -11.9 
World bond market (Salomon)? 435.0 447.8 420.6 + 0.2 -54 nma -20 





jin euro terms. Morgan Stanley Capital International index includes individual markets listed above plus eight others, în dollar terms. 


Smith Barney World Government Bond Index, total return, in dollar terms. **New index. 


‘Source: The Banker “Her one, 


BIS definition End March 2001 



























































Trade, exchange rates and budgets 
Trade balance*, $bn Current account Exchange rate Currency units Budget 
latest 12 $bn The Economist poll trade-weighted per per per per balance 
months latest 12 mths % of GDP, forecast Aug Ist year ago $ £ euro = ¥100 % of GDP 
2001 2002 Aug ist yearago i 20014 
Australia - 0.1 Jun ~129 ü -30 -30 72.8 n2- 196 32°" 278 An | 355 0.1 
Austria - 5.6 Apr - 4.7 May -2.2 - 2.0 100.1 99.8 ee aa 22A Be pS S6. 
Belgium + 12.1 May +11.2 Mar +42 +4.5 98.7 98.4 45.9 441 65.7 40.3 36.8 0.7 
Britain -44.0 May -192 ù -21 -24 — 106.8 106.95 0.70.67 _- 061 0.56 38 
Canada + 48.2 May +222 Qi +33 +2.6 78.4 80.3 1.54 Le Ee ee 
Denmark + 6.7 May + 4.3 May +16 HLF 101.9 100.5 8.47 816 12.1 745 6.79 2.9 
France = 02 Ma + 14.0 May +17 +18 101.3 101.1 7.46 7.18 10.7 6.56 5.98 -0.5 
Germany + 57.4 May - 17.4 May -0.8 - 0.6 98.2 97.8 223. ZW 3.19196 1.78 “17 
Italy + 3.3 May = 6.1 Ap -03 -0.1 72:3. T 2,203 2,119 3,154 1,936 1,766 -1.3 
Japan + 95.6 May +102.3 May  +2.2 + 2.0 135.9 152.3 1250 109) 179 110 - -6.3 
Netherlands +17.8 My +16.0 ù +41 +40 97.6 97.2 2.51 2.41 349) 1220 2.01 a3 
Spain - 38.2 May - 15.9 Ap -28 -27 40 738 189 182 271 166 152 nil 
Sweden + 12.8 Jun + 5.7 May +21 + 2.3 O 49 84 10.57 -9,26 15:1 929 847 36. 
Switzerland + 0.1 Jun +283 1 411.5 411.5 109.0 106.0 1.72 1.69 2.46 151 138 na 
United States -455.5 May -449.3 M -41 -39 120.0 112.0 = - 1.43 0.88 0.80 EFEN 
Euro area - 12 May = 30.6 My -03 -01 781 78.4 1.14 1.09 163 - EA -0.6 





*Merchandise. Australia, Britain, France, Canada, Japan and United States imports fob, exports 





fob. All others cif/fob. 11990=100, Bank of England. OECD estimate. 





fea Emerging-market indicators ae a 


Overview 


Investors became gloomier about Argen- 
tina's chances of avoiding default on its $128 
billion debt. Although the Senate passed the 
government's austerity plan, international 
reserves fell sharply as tax receipts were 
lower in July. The stockmarket fell by 7% over 
the week. 


The industrial downturn in America and Eu- 
rope took a further toll on Asian economies. 
In South Korea, industrial output fell by 
2.7% in the year to June, the first decline for 
nearly three years. In Singapore, industrial 
production fell by 16.1% in the year to June. 
However, stockmarkets rose over the week in 
both countries. 
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Financial markets 
Currency units Interest rates  Stockmarkets _ . % change on 
per$ per£ short-term Aug 1st Dec 31st 2000 
Aug ist yearago Aug ist % p.a. one in local in$ 
week currency _ terms 
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Sources: National statistics offices, central banks and stock exchanges; Thomson Financial Datastream; EIU; Reuters; Warburg Dillon Read: 
J.P Morgan Chase; Hong Kong Monetary Authority; Centre for Monitoring Indian Economy; FIEL; EFG-Hermes; Bank Leumi Le-Israel; Standard 
Bank Group; Garanti Bank; Deutsche Bank; Russian Economic Trends. 





Data on more countries are available to subscribers on www.economist.com 
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foreword within our diaries to promote your 
company, or highlight corporate events for 
the year ahead on the relevant pages. We 
can even add your logo to our Business Card 
Holder before delivering it with your 
business card already inserted. In fact, the 
possibilities are endless, so why not 
challenge us with a request we have not 
met before? Our Corporate Sales Team will 
be happy to help. 


First-class delivery 


We always aim to deliver the very highest 
levels of service. So in addition to offering 
advice on choosing and customising your 
gifts, our Corporate Sales Team will help 
you to make the most of your budget with 
our generous discounts. They will also be 
happy to advise you about gift presentation 
and door-to-door delivery options. 


To find out more about how we can help 
with your business gift requirements, 
please call our Corporate Sales Team now 
on +44 (0) 20 7830 7000, quoting 
reference A1EC1. Alternatively, complete 
and return the form today. 





The Economist Business Gift Service Request form 
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Iam considering the purchase of: 
C] 1-24 items [C] 25-99 items C] 100+ items 


Please arrange for a Corporate Sales Executive 
to call me as soon as possible on the number 
below. 


| Please arrange for a Corporate Sales Executive 


to call me in____ weeks on the number below. 


Please send me The Economist 2002 Business 
Gift Collection brochure featuring the complete 
range of diaries, accessories and books 
available for customisation. 
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+ 44 (0) 20 7830 7000 
quoting the reference number 
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+44 (0) 20 7495 8167 
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15 Regent Street 

London SW1Y 4LR 
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personal information to contact you with details of 
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Please tick the box if you would prefer not to be 
cantacted for these purposes by: 
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Other Economist Group Companies 

External Organisations 


If you wish to receive communication from the above 
companies, can these be sent to you by e-mail? 

Yes (Note: this applies only to 

your preferences indicated above) 


The 


Economist 





What's the fastest database 
on IBM's fastest computer? 
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Oracle IBM DB2 


Source: IBM press release 
When IBM wanted to show off 
their fastest new computer, 
IBM chose Oracle. 


Interesting. 


ORACLE 


SOFTWARE POWERS THE INTERNET” 





As of June 22, 2001 Oracle, $34.18/tpmC on oracle.com S 
IBM eServer pSeries 680, available 4/13/01. 

TPC Benchmark is a trademark of the Transaction 

Processing Performance Council (TPC). 


Copyright © 2001 Oracte Corporation. All rights reserved, Oracle is.a fegistered trademark, and Software Powers the internet is a trademark or registered trademark of Oracle Corporation 
Other names may be trademarks of their respective owners. 
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The world this week 








The 
August 11th 2001 


A long way from peace? 


>* 





Mexico’s formerly Tulifig In-, vA part of a government plan to 


annual rate, exceeding expec- 
stitutional Revolutionary" bring peace to the island. No, 


tations and heavily beating 





a s 


The killing of ten soldiers and 
anti-Albanian riots in Skopje 
and elsewhere cast doubt on 
the credibility of a western 
peace plan initialled by Mac- 
edonia’s mainly Slav govern- 
ment and ethnic Albanians. It 
would allow wider use of Al- 
banian as an official language 
and broaden the police’s eth- 
nic make-up. 


Violence continued to shake 
Israel and the occupied terri- 
tories. A Palestinian suicide 
bomber killed several people 
in Jerusalem and Palestinian 
gunmen killed a settler in the 
West Bank; the Israeli army 
killed a Hamas activist and 
launched missile attacks on 
Palestinian police posts. 


Delegates to a National Acad- 
emy of Sciences conference in 
Washington, DC, said they 
would press on with pioneer- 
ing efforts to clone humans— 
despite condemnation from 
most scientists and politicians. 





Productivity growth in the 
United States for the three 
months to June hit 2.5% at an 









the first-quarter figure of 0.1%. 
However, revised productivity 
growth in previous years 
dampened the claims of “new 
economy” zealots—average an- 
nual growth between 1996 
and 2000 was 2.5% rather than 
2.8% as previously reported. 


German unemployment 
headed upwards in July for 
the seventh month in succes- 
sion; a sign of the country’s 
continuing economic slow- 
down. Manufacturing orders 
also slipped in June, heighten- 
ing fears of a recession in Eu- 
rope’s biggest economy. 


As the world’s financial 
policymakers agonised over 
what to do about Argentina, 
deposits continued to seep out 
of the country’s banking sys- 
tem. In an effort to prevent a 
wider emerging-market crisis, 
the rmF offered Brazil a new 
$15 billion agreement. Argen- 
tine officials said they also ex- 
pected support. 


Bush holiday 





A ES 
President George Bush began 
a month-long holiday at his 
ranch in Crawford, Texas, on a 
high note, having pushed a 
patients’ bill of rights through 
the House of Representatives. 
It will allow Americans to sue 
their health insurers if care is 
unfairly denied. 


George Ryan, the unpopular 
Republican governor of Illi- 
nois, announced he would 
not seek re-election after all. 





Party won a state electión for 
the first time in two years. Its 
victory in Tabasco gave a 
boost to the party-leadership 
ambitions of Roberto Ma- 
drazo, a populist former gov- 
ernor of that state. 


President Andres Pastrana an- 
nounced that he had sus- 
pended peace talks with the 
ELN, the smaller of Colom- 
bia’s two main guerrilla 
groups. He accused the guer- 
rillas of obstinacy. 


Hugo Banzer, who has cancer, 
stepped down as Bolivia’s 
president a year before the 
end of his five-year term. He 
was replaced by Vice-Presi- 
dent Jorge Quiroga, a conser- 
vative American-educated 
technocrat. 


Real breakthrough? 

A big car bomb blamed on the 
Real RA wounded several 
people in west London. In 
Northern Ireland, the Provi- 
sional (ie, actual) IRA pro- 
posed “a scheme” for putting 
its weapons beyond further 
use. A “historical break- 
through”, trumpeted its politi- 
cal wing, Sinn Fein. Just what 
sort of scheme and when, 
asked unionists? They got no 
answers. 


After proof of police violence 
at the G8 summit in Genoa, 
Italy’s government shifted 
three top policemen sideways. 
It revealed new worries: about 
a meeting of NATO defence 
ministers in Naples in Septem- 
ber, and a grand “world food 
summit” of the Food and Agri- 
culture Organisation, sched- 
uled for Rome in November. 


Corsican separatists de- 
manded a general amnesty 
and the release of around 40 
“political prisoners” from 
French jails as an immediate 


said the government. 


Late president 





Muhammad Khatami was 
sworn in for his second term 
as Iran’s president several 
days late after an unsuccessful 
attempt by his reformist par- 
liament to challenge the 
Council of Guardians, which 
had blocked pro-reform laws 
during his first term. 


The Lebanese army arrested 
150 members, including stu- 
dents and party officials, of 
two right-wing Christian 
groups opposed to the Syrian 
presence in Lebanon. 


Some of the worst fighting for 
years broke out in Somalia as 
rival militias fought for the 
ports of Kismayo and, in the 
previously peaceful north- 
east, Bossaso. A national gov- 
ernment formed last year is 
failing to establish nation- 
wide rule. 


Missile deference 

Joseph Biden, head of the 
American Senate's Foreign Re- 
lations Committee, said after 
talks with China’s president, 
Jiang Zemin, that they had 
“agreed to disagree” on 
whether China was keeping 
to its commitments on missile 
proliferation. 


Kim Jong Il, leader of North 
Korea, left Russia promising 
no new missile tests until at 
least 2003. 





> Islamic leaders in Singapore 
ruled that Muslim men may 
not divorce their wives by 
sending text messages over 
their mobile phones. A court 
in Dubai had recently found 
the opposite. 


In Mindanao, the southern is- 
land of the Philippines, one 


guerrilla group signed a cease- 


fire with the government. But 
another, the Abu Sayyaf, be- 
headed ten of its hostages. 


Afghanistan’s Taliban ar- 
rested eight foreign aid work- 
ers for allegedly spreading 
Christianity. Under a new de- 
cree, they will not face the 
death penalty. But 16 Afghans 
seized with them could be ex- 
ecuted for proselytism. 


DirecTV action 
EchoStar Communications, 


America’s second-largest satel- 


lite-rv firm, entered the con- 
test to take over a rival, 
DirecTV, owned by Hughes 
Electronics, itself a subsidiary 
of General Motors. EchoStar’s 
$32 billion all-share bid may 
dislodge a lower offer from 
News Corp but runs a risk of 
falling foul of America’s anti- 
trust authorities. 


Cisco Systems, a network- 


equipment firm and technol- 
ogy bellwether, revealed that 


Another view 






sales had plummeted in the 
latest quarter by 25% and that 
it had made a profit of a paltry 
$7m. It said that the next quar- 
ter could be worse still. 





Microsoft asked the United 
States Supreme Court to re- 
verse the guilty verdict in its 
long-running antitrust case. At 
the same time, it asked the ap- 
peals court, where the case 
currently resides, not to send it 
back to a lower court to decide 
on remedies. The appeal court 
had overturned previous rem- 
edies but not the verdict. It 
was suggested that the soft- 
ware giant was stalling to 
avoid legal difficulties before 
the launch of its new operat- 
ing system, Windows XP. 


Heavily indebted British Tele- 
com was offered £18 billion 
($25 billion) for its fixed-line 
network in Britain from a con- 
sortium headed by WestLB, a 


ON To THE 


[TURE] 


German investment bank. A 
week earlier, sT dismissed an 
offer of £8 billion for its local 
network from an American 
consortium. 


Deutsche Telekom was ham- 
mered after a mystery seller 
put shares worth €1 billion 
($880m) on the market. Specu- 
lation mounted over both the 
identity and motive of the 
vendor. 


Mid-air collusion 

British Airways revived plans 
for a transatlantic alliance 
with American Airlines that 
failed to take off five years ago. 
The deal would require anti- 
trust immunity, unlikely to be 
granted unless the govern- 
ments of Britain and America 
can agree on a much delayed 
“open skies” agreement to lib- 
eralise air traffic between the 
two countries. 


Airlines suffered from the 
slowing world economy. BA 
announced operating profits 
of £50m ($71m) in the latest 
quarter, a 50% decline com- 
pared with a year ago. KLM 
Royal Dutch announced that 
it would lay off 500 employ- 
ees, nearly 2% of the total. Ca- 
thay Pacific said that profits 
for the first half had plunged 
39% to HK$1.3 billion ($166m). 
Germany’s Lufthansa an- 








nounced that it would cut 
back its long-haul network. 
However, Ryanair, one of the 
world’s biggest budget airlines 
and the most profitable airline 
of any size, announced a 21% 
rise in pre-tax profit for the 
quarter to €27.4m ($24m) as 
customers apparently fa- 
voured cheaper alternatives. 


Buying a beer 





Interbrew, a Belgian brewer, 
announced a deal to swallow 
Beck’s, Germany’s fourth-larg- 
est beer maker, for DM3.5 bil- 
lion ($1.6 billion); Interbrew 
recently took an 80% stake in 
Diebels, a smaller German 
beer maker. The country’s 
highly fragmented brewing in- 
dustry looks set for further 
consolidation. 


Unilever, an Anglo-Dutch 
consumer-goods giant, re- 
ported that profits for the lat- 
est quarter were up by 52% 
compared with a year ago, to 
€900m ($768m). America’s 
Procter & Gamble, the 
world’s leading consumer- 
goods firm, made a quarterly 
loss of $320m, its first for eight 
years, as restructuring costs hit 
the company’s balance sheet. 


In a heavy blow for Bayer, a 
big German drug company, it 
was forced to withdraw Bay- 
col, an anti-cholesterol drug. 
America’s Food and Drug Ad- 
ministration said that 31 
deaths were linked to the 
treatment. The company is- 
sued a profit warning and its 
shares plummeted. 


Correction: In the world this week on 
July 21st, we said that Royal Bank of 
Scotland was purchasing Mellon 
Financial Corporation, an American 
retail bank. In fact, RBS purchased a 
part of a retail bank from Mellon 
Financial, leaving the majority of the 
company intact. 





Other economic data and news 
can be found on pages 80-82 
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it shows in the little extra touches. 
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The Internet’s new borders 


Geographical lines and locations are increasingly being imposed on the Internet. Is this good or bad? 


ONG, long ago in the history 
of the Internet—way back in 
February 1996—John Perry Bar- 
low, an Internet activist, pub- 
lished a “Declaration of the In- 
dependence of Cyberspace”. It 
was a well-meaning stunt that 
captured the spirit of the time, 
when great hopes were pinned on the emerging medium as a 
force that would encourage freedom and democracy. “Gov- 
ernments of the industrial world,” Mr Barlow declared, “on 
behalf of the future, I ask you of the past to leave us alone. You 
are not welcome among us. You have no sovereignty where 
we gather. You have no moral right to rule us nor do you pos- 
sess any methods of enforcement we have true reason to fear. 
Cyberspace does not lie within your borders.” 

Those were the days. At the time, it was widely believed 
that the Internet would help undermine authoritarian re- 
gimes, reduce governments’ abilities to levy taxes, and circum- 
vent all kinds of local regulation. The Internet was a parallel 
universe of pure data, an exciting new frontier where a lawless 
freedom prevailed. But it now seems that this was simply a 
glorious illusion. For it turns out that governments do, in fact, 
have a great deal of sovereignty over cyberspace. The Internet 
is often perceived as being everywhere yet nowhere, as free- 
floating as a cloud—but in fact it is subject to geography after 
all, and therefore to law. 

The idea that the Internet was impossible to regulate dates 
back to when its architecture was far simpler than now. All 
sorts of new technologies have since been bolted on to the net- 
work, to speed up the delivery of content, protect networks 
from intruders, or target advertising depending on a user's 
country or city of origin (see pages 18-20). All of these technol- 
ogies have mundane commercial uses. But in some cases they 
have also provided governments with ways to start bringing 
the Internet under the rule of local laws. 

The same firewall and filtering technology that is used to 
protect corporate networks from intrusion is also, for example, 
used to isolate Internet users in China from the rest of the net- 
work. A recent report on the Internet’s impact in China by the 
Carnegie Endowment for International Peace (cerr), a private 
think-tank based in Washington, pc, found that the govern- 
ment has been able to limit political discourse online. Chinese 
citizens are encouraged to get on the Internet, but access to 
overseas sites is strictly controlled, and what users post online 
is closely monitored. The banned Falun Gong movement has 
had its website shut down altogether. By firewalling the whole 
country, China has been able to stifle the Internet's suppos- 
edly democratising influence. “The diffusion of the Internet 
does not necessarily spell the demise of authoritarian rule,” 
the cerr report glumly concluded. Similarly, Singapore and 
Saudi Arabia filter and censor Internet content, and South Ko- 
rea has banned access to gambling websites. In Iran, itis illegal 
for children to use the Internet, and access-providers are re- 
quired to prevent access to immoral or anti-Iranian material. 
In these countries, local standards apply, even on the Internet. 





Local rules are also being applied in parts of the world 
where access to the Internet is not tightly controlled. Since the 
Internet consists of data sitting inside computers that are lo- 
cated in the real world, it turns out that legal action can be 
taken—and is being taken—against Internet access-providers 
and publishers, using old-fashioned laws, in old-fashioned 
courts. Libel and defamation laws have been applied to online 
publications within several countries, and other laws are be- 
ing applied across borders too. A particularly important exam- 
ple concerns Yahoo!, an Internet portal which includes an auc- 
tion site, and which fell foul of a French law banning the sale 
of Nazi memorabilia. Last November a French judge ordered 
Yahoo! to find a way to ban French users from purchasing such 
items posted on any of its sites, even sites based in America. 
The judge had in mind “geolocation” technology, which can 
work out where individual Internet users are. Although it is 
not perfect, it can identify a user’s country of origin 70-90% of 
the time. Since the technology to differentiate between users 
from different countries exists, it is likely that local lawmakers 
will increasingly require websites such as Yahoo! to use it. 

To American cyber-libertarians, who had hoped that the 
Internet would spread their free-speech gospel around the 
world, this is horrifying. Yahoo! is appealing against the 
French decision, because it sets a precedent that would require 
websites to filter their content to avoid breaking country-spe- 
cific laws. It would also have a chilling effect on free speech, 
since a page posted online in one country might break the laws 
of another. Enforcing a judgment against the original pub- 
lisher might not be possible, but eu countries have already 
agreed to enforce each other’s laws under the Brussels Con- 
vention, and there are moves afoot to extend this scheme to 
other countries too, at least in the areas of civil and commer- 
cial law, under the auspices of the Hague Convention. 

It is true that filtering and geolocation are not watertight, 
and can be circumvented by skilled users. Filters and firewalls 
can be defeated by dialling out to an overseas Internet access- 
provider; geolocation can be fooled by accessing sites via an- 
other computer in another country. E-mail can be encrypted. 
But while dedicated dissidents will be prepared to go to all this 
trouble, many Internet users are unable to change their 
browsers’ home pages, let alone resort to these sorts of mea- 
sures. So it seems unlikely that the libertarian ethos of the In- 
ternet will trickle very far down in countries with authoritar- 
ian regimes. The upshot is that local laws are already being 
applied on the Internet. Old-style geographical borders are 
proving surprisingly resilient. 


Getting real 

In some ways this is a shame, in others not. It is certainly a pity 
that the Internet has not turned out to be quite the force for 
freedom thatit once promised to be. But in many ways, the im- 
position of local rules may be better than the alternatives: no 
regulation at all, or a single set of rules for the whole world. A 
complete lack of regulation gives a free hand to cheats and 
criminals, and expecting countries with different cultural val- 
ues to agree upon even a set of lowest-common-denominator »» 





> rules is unrealistic. In some areas, maybe, such as extradition 
and consumer protection, some countries or groups of coun- 
tries may be able to agree on common rules. But more contro- 
versial matters such as free speech, pornography and gam- 
bling are best regulated locally, even if that means some 
countries imposing laws that cyber-libertarians object to. 
Figuring out whose laws apply will not always be easy, and 
thrashing all of this out will take years. Butit will be reassuring 
for consumers and businesses alike to know that online trans- 
actions are governed and protected by laws. The likely out- 


come is that, like shipping and aviation, the Internet will be 
subject to a patchwork of overlapping regulations, with local 
laws that respect local sensibilities, supplemented by higher- 
level rules governing cross-border transactions and interna- 
tional standards. In that respect, the rules governing the In- 
ternet will end up like those governing the physical world. 
That was only to be expected. Though it is inspiring to think of 
the Internet as a placeless datasphere, the Internet is part of 
the real world. Like all frontiers, it was wild for a while, but po- 
licemen always show up eventually. = 





Emerging markets 


Crunch time 


The United States needs to make up its mind about Argentina—and fast 


AS the Bush administration 
written off Argentina and 
decided to save Brazil? That was 
the impression on Wall Street 
this week after the 1mr’s deci- 
sion to offer Brazil a new $15 bil- 
lion loan package, while merely 
accelerating $1.2 billion of exist- 
ing loans for Argentina. Or is the United States, through the 
IMF, about to ride to the rescue? That was the speculation in 
Buenos Aires, as Argentine officials suggested negotiations on 
at least $6 billion of new loans were well advanced. 
Embattled Argentines may be exaggerating how close they 
are to getting help. But who knows? The Imr, and America’s 
Treasury even more so, have been sending hopelessly mixed 
signals about what support Argentina can expect (see page 56). 
Worse, there is no sign that anyone in Washington has a seri- 
ous strategy either for getting Argentina out of this mess or for 
dealing with an Argentine collapse. The current formula for 
avoiding an Argentine default—draconian spending cuts and 
relatively small amounts of imF money dribbled out over the 
next two years—is not going to work. 





Decisions, decisions 
In the past fortnight Argentina has ensured thatit needs to bor- 
row hardly any money until next year, by adopting a painful 
zero-deficit policy and persuading local banks to swap short- 
term domestic debt for longer maturities. Despite the govern- 
ment'’s new gritty determination, the crisis gets ever deeper. 
Spreads on Argentina’s foreign bonds remain close to all-time 
highs. Worse, Argentines are losing confidence. Bank deposits 
fell $6.1 billion, or 7%, in July. Foreign-exchange reserves have 
fallen too. Unless confidence is restored, this slow-motion 
bank-run will cause a banking crisis, debt default and cur- 
rency collapse. That means that either someone must provide 
enough money to restore Argentines’ confidence in their fi- 
nancial system, or else a collapse must be assumed and out- 
siders should concentrate on minimising the consequences. 
The choice hinges on whether you believe Argentina's fru- 
gal new budget policies offer a lasting solution to its problems. 
If they do, as Argentina argues, then today’s spreads and the 
loss of confidence are just irrational market behaviour. This in 
turn suggests that the correct international response is to offer 
enough financial help—provided fiscal policy stays tight-to 


increase investors’ confidence and reduce interest rates. On 
this view, the imF and the United States should say clearly that 
they will stand behind Buenos Aires with more cash. 

An alternative view, which seems more plausible, is that it 
is too late for tight fiscal policy alone to solve Argentina’s pro- 
blems. Even if the run on deposits is stopped, unpopular and 
recession-deepening budget cuts will fail to persuade inves- 
tors that Argentina’s economy will grow again. Without 
growth, the spectre of default remains. If a crisis is unavoid- 
able, the sooner it happens the better, not least for Argentina. 

Recognising that Argentina needs to restructure its debts 
does not mean writing the country off. There is a huge differ- 
ence between a debt restructuring in co-operation with the 
IMF, supported by official money, and a chaotic meltdown of 
the sort that Russia went through in August 1998. But even un- 
der the best of circumstances this will be hard to manage. 
Changing the terms of any bond contract will land Argentina 
in a legal morass. The world’s biggest emerging-market bor- 
rower will be cut off from debt markets. Domestic banks, 
which hold much of the debt, will be in trouble. In the worst 
case, Argentines could pull out their money, forcing a collapse 
of the currency. Uncontrolled depreciation of the peso would 
lead to widespread corporate insolvency and high inflation. 

And that’s not all. Even with a $15 billion re-built firewall 
across the pampas, Brazil could be in serious trouble if Argen- 
tina collapses. Rich-country banks, too, could feel the pain: Eu- 
rope’s banks have an exposure of over $40 billion to Argen- 
tina; even America’s banks have around $10 billion on the 
line. Politically, a meltdown in Argentina could have long- 
term ramifications. Already, voters are getting fed up with lib- 
eral economics and open markets. 

Engineering a debt restructuring that avoids these risks will 
be hard, and expensive. To help ensure default does not be- 
come a rout, Argentina will need cash from the Imr, and possi- 
bly from rich-country governments. Equally important are 
clear leadership and a single voice from Washington. Argen- 
tina will need help in negotiating with creditors and dealing 
with the plethora of lawsuits that are bound to ensue. And 
even with leadership and cash, there is no guarantee that a de- 
fault will not spiral out of control. With the world economy 
looking wobblier than it has for years, these dangers must be 
taken seriously. But a coherent if risky strategy seems more 
promising than no strategy at all. The United States must make 
a decision about Argentina, and stick with it. = 
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Japan 
Don’t go to Yasukuni 


Japan’s prime minister should stay away from the Yasukuni shrine 


NLESS he has a last-minute 
change of mind, Japan’s 
prime minister, Junichiro Koi- 
$ zumi, will next week ignite a 
` row with China, with South Ko- 
rea (co-host with Japan of the 
2002 football World Cup), with 
: his main coalition partner and 
with much of his own party, including his foreign minister. He 
will do this by visiting a shrine dedicated to the country’s war 
dead on August 15th, which is the anniversary of Japan’s sur- 
render in the second world war. 

Why shouldn't a Japanese prime minister pay his respects 
to his country’s dead? Indeed he should, just as German chan- 
cellors should, and do. But German chancellors do not visit 
places that celebrate the nastier sort of German nationalism, 
let alone the memory of men such as Hitler, Göring and 
Himmler. Mr Koizumi, by contrast, wants to go to Yasukuni 
precisely because it is a symbol of Japanese nationalism, as 
well as a place to commemorate all Japan’s war dead. Why isit 
so symbolic? To some, at least, because of the spiritual pres- 
ence there of General Hideki Tojo and a dozen others con- 
victed as “Class A” war criminals in the 1946-48 Tokyo trials. 
They are not enshrined there lightly, because it is hardly obvi- 
ous that men executed for war crimes have given their lives for 
their country. They are there because, in 1978, the shrine’s au- 
thorities took a deliberate, and secret, decision to admit them. 

Since then, the authorities have rejected all appeals to “re- 
move” the war criminals, including proposals from such 
establishment figures as Hiromu Nonaka, who has served as 
Japan's cabinet secretary and secretary-general of Mr Koi- 
zumi’s Liberal Democratic Party. The shrine’s authorities are 





emphatically not in the mainstream of Japanese opinion on 
this issue. Rather, the shrine—and its adjacent war museum, 
with its kaiten human-guided suicide torpedoes and its ohka 
suicide rocket-bombs—has become a place of veneration for 
all those who believe that Japan has nothing to apologise for 
in its conduct of a war that was forced upon it. 

Even without the war criminals, Yasukuni would remain 
controversial. After its foundation in 1869, it served as the pre- 
eminent shrine of state Shinto, a late 19th-century fusion of an 
ancient religion with modern absolutist government. State 
Shinto was abolished (by the Americans) after the war as be- 
ing widely associated, by Japanese as well as foreigners, with 
the rise of militarism. An official prime-ministerial visit to Ya- 
sukuni, therefore, threatens to erode the separation of state 
and religion laid down in Japan’s constitution. 

With the sole exception of Yasuhiro Nakasone, who went 
“officially” in 1985 but never dared do so again, Japan’s post- 
war prime ministers have treated the shrine with immense 
caution, in fear as much of the Japanese as of the foreign back- 
lash. The others who visited it insisted they were doing so in 
their private capacities. Mr Koizumi rejects that as a fudge, in 
which, at least, he is right. 

Mr Koizumi can still back down, though he has made it 
hard for himself, and he may well think he needs the support 
of conservatives on this matter if he is to offend them with his 
economic reforms (see page 22). But there are other acceptable, 
indeed desirable, ways of showing a decent sort of national- 
ism, such as amending the constitution to allow Japan to play 
its full part in the world’s collective security. And there are 
other, less controversial places Mr Koizumi could visit to 
honour Japan’s uncriminal war dead. For the sake of Japan, let 
him go instead to the Chidorigafuchi Memorial Garden. = 





Thailand 
Reform in reverse 


Thailand’s prime minister has escaped censure—for unexplained reasons 


INCE Asia was first engulfed 

in financial turmoil in 1997, 
no country in the region has 
struggled as hard as Thailand to 
clean up its murky politics. 
Once almost a byword for cor- 
ruption, Thailand emerged as a 
bit of a trailblazer. Its new con- 
stitution set up powerful independent bodies that would hold 
politicians to greater account, monitoring their attempts to 
buy votes and, once in power, keeping a close eye on their as- 
sets and kicking them out of office if they were found wanting. 
Optimists liked to claim that good would come of the econ- 
omic catastrophe, in the shape of cleaner government and an 
end to the debilitating sickness of cronyism. 





On August 3rd, all that went into reverse. On grounds it 
chose not to reveal, Thailand’s Constitutional Court over- 
turned by eight to seven a ruling last year by the new National 
Counter-Corruption Commission, which had found that the 
country’s richest businessman, Thaksin Shinawatra, had con- 
cealed assets worth tens of millions of dollars while serving as 
deputy prime minister. The commission refused to believe his 
explanation—that he had not known that his wife, in whose 
name much of the family fortune was registered, had put large 
shareholdings in the names of his driver, his maid and a secu- 
rity guard. A few weeks later Mr Thaksin’s new Thai Rak Thai 
party, personally financed by its leader, swept to power in a 
general election, even though he faced a five-year ban from 
politics. The Thaksin affair instantly became a test case for the 
independence of Thailand’s new institutions. 
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> — In all the eight other appeals it has heard concerning the 
commission’s verdicts, including one decided on the same 
day as Mr Thaksin’s, the court has upheld the counter-corrup- 
tion body’s ruling. Naturally, the court has every right to over- 
turn a decision in any particular case. But it should, at least, 
give clear reasons if it is to avoid undermining the commis- 
sion’s authority. Reports say the explanation for its unusual 
failure to hand down a detailed opinion was the absence of 
consensus among the eight judges about why they decided to 
exonerate him. Some of them, apparently, only did so on a 
strange interpretation of a rule that contradicted their decision 
in at least one earlier case. 


Elected, therefore above the law? 
What is most worrying about Mr Thaksin is the contempt he 
has repeatedly shown for the workings of both the commis- 
sion and the court. Indeed, at first he refused to testify before 
the commission at all, though he later relented. And even after 
he had won his case last week, he complained that he found it 
“strange” that he, “the leader who was voted in by 11m people 
had to bow to the ruling of the [counter-corruption commis- 
sion] and the verdict of the Constitutional Court, two orga- 
nisations composed only of appointed commissioners and 
judges, whom people did not have a chance to choose”. He 
has hinted that the laws in question have many “wrong as- 
pects” thatneed to be changed, and with his strong majority in 
parliament he will be quite capable of seeing it done. 

Most Thais seem happy with the result, however. Mr Thak- 
sin, an energetic telecoms tycoon who launched Thailand's 
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first satellite, has seemed to offer strong government and new 
hope after years of political weakness and economic pain. He 
has promoted a few interesting ideas aimed at getting money 
into the poor rural areas, where it is badly needed, though the 
results have been patchy. Other promises, such as cleaning out 
Thailand's bad debts, have hardly been dealt with at all. 

In the longer term, Mr Thaksin’s lack of enthusiasm for po- 
litical reform is likely to cost Thailand dear. The promise that 
the country’s relatively superior democracy would promote a 
greater respect for the rule of law and a decline in corruption 
has been one of the main factors keeping investors interested. 
Without that, its attractions may come to seem limited: Thai- 
land lacks the ultra-cheap workforce of Vietnam, the language 
skills of the Philippines or the relatively efficient bureaucracy 
and educated workforce of Malaysia. The comparison with 
Malaysia is particularly apt: for a long time, Malaysians were 
happy to accept strong if unaccountable government from 
Mahathir Mohamad in the interests of economic progress. 
Only in the past few years has it become apparent how badly 
he has damaged the political fabric of his country. 

The stockmarket in Bangkok seemed to sense something 
like this in Mr Thaksin’s case: after rising 4.2% on the first news 
of the judgment—thanks largely to rises in Mr Thaksin’s own 
Shin Corp and associated companies—it promptly fell back 
again. After all, Mr Thaksin’s main measure to help the ex- 
change, which urgently needs much better supervision and 
tighter disclosure rules, has been to propose putting Thai- 
land’s clocks forward an hour, to match those in Hong Kong 
and Singapore. It will take alot more than that. = 





American productivity 


Measuring the new economy 


The miracle of the late 1990s was not quite so miraculous 


I I, IS daunting to consider just 
US business how much turns on the ques- 
% increase on a year earlier tion of American productivity. 
ow á Stockmarket valuations, dizzy 

even now by historical stan- 

figues , __ dards; global financial stability; 

o the outlook for living standards 

Sate ee not just in the United States but 


worldwide; the long-term prospects for combining low infla- 
tion and high employment—all these and more depend on 
whether growth in American productivity really did shift on 
to anew and faster track, as was widely supposed, during the 
late 1990s. Over the past year many of the claims of the new 
economy have been exposed as false: the notion that the busi- 
ness cycle was dead, that spending on information technol- 
ogy was recession-proof, that classical methods of valuing 
shares were henceforth irrelevant, and so forth. Now, how- 
ever, the most important pillar of the new economy has been 
if not demolished at least badly dented. 

Headlines this week announced that America’s productiv- 
ity growth had “surged” in the second quarter—proof, it was 
argued between sighs of relief, that the new economy exists 
after all. Look closer. The “surge” was an increase from growth 
of 0.1% (annualised) in the first quarter to 2.5% (annualised) in 
the second. These quarterly figures are notoriously volatile; 


actually, growth in productivity slowed from 2.5% in the year 
to the first quarter to 1.6% in the year to the second. More im- 
portant, earlier figures, wildly celebrated when first reported, 
have now been revised. They reveal that average productivity 
growth in 1999 and 2000-the very period when most Ameri- 
can economists started to believe in the new economy—was 
2.6%, not 3.4%. Average productivity growth over the past five 
years has been trimmed to 2.5% from 2.8%. 

Some of that 2.5% was “cyclical”, a temporary boost due to 
the booming economy. In addition, much of the rise came 
from an extraordinary spurt of investment in 1T. Spending on 
IT has now collapsed and few expect it to grow so fast in fu- 
ture. Adding this up, the best guess is that America’s long-term 
rate of productivity growth is now around 2% (see page 55). 


Inflated expectations 

This is still a change worth celebrating. Productivity growth of 
2% is much better than the average of 1.4% seen during the pre- 
vious two decades. It is enough to double incomes every 35 
years instead of every 50. It is faster than the productivity 
growth of 1.5% a year experienced during the first industrial 
revolution. It is not far short of the 2.3% average witnessed dur- 
ing the ten years to 1929, the early era of electricity and cars. All 
of which goes to show how inflated expectations had be- 


come—because, good as it may be, 2% is way below the esti- » 
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> mate of 3% believed by Alan Greenspan and most other Amer- 
ican economists at the start of this year. After adding in 
labour-force growth of around 1% a year, America’s long-term 
potential growth rate in real GDP is probably 3% a year. Hopes 
that growth in output could persist at 4% a year or more now 
look unwarranted. Given that policy has been based upon 
them, they were also irresponsible. 

The figures will most likely be revised again—maybe up or 
down. Optimists are also right to point out that the full bene- 
fits of ır investment have yet to show up. Even so, the new 
numbers raise pointed questions about what many compa- 
nies and stockmarket investors have been up to. The belief 
that America had shifted to a much faster rate of growth was 
used to justify not just share prices but also very heavy cor- 
porate borrowing. If future growth proves slower than ex- 
pected, albeit faster than before, then some of these decisions 
by investors and firms will start to look dangerous. 
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Among other things, faster productivity growth was sup- 
posed to mean fatter profits, which would encourage firms to 
invest more and so boost future productivity in a lovely virtu- 
ous circle. But profits have also been revised down. According 
to the old numbers, total company profits amounted to 10% of 
cpp in the first quarter of this year. The revised figures have 
cut this to 8% of Gpp—down from 12% in 1997 and the lowest 
since 1992. Much investment in rr has been less profitable 
than had been thought, making companies’ borrowing look 
even less wise. Equity investors’ punt on perpetually rising 
profits as a share of GDP now looks more ridiculous than ever. 

New-economy fanatics can tell themselves, rightly, that 
America’s long-term prospects, and the world’s, look much 
better than they did five years ago. That is fine. For the shorter 
term, though, they may regret that they bet so much and bor- 
rowed so much not on a solid, plausible improvement, but on 
a miracle that now turns out not to have happened. m 





The Palestinians 


A people under punishment 


Will economic misery make the Palestinians give up the intifada? Unlikely 


URVIVING under occupa- 

tion for 30 years and more, 
the Palestinians concentrated 
on remaining an integrated peo- 
ple. Although successive Israeli 
governments, hoping that they 
could somehow be dispersed or 
absorbed, discouraged indepen- 
dent economic activity in favour of their employment as un- 
skilled labour in Israel, they managed pretty well. Their cur- 
rent uprising against the occupation could be their undoing. 

The humanitarian crisis in the West Bank and Gaza should 
not be compared to the sharper distress in, say, Congo. The Pal- 
estinians are relatively fortunate: the world cares about their 
region, and the UN agency that has looked after their refugees 
since Israel’s establishment averts starvation. Even so, the ten- 
month-old intifada has condemned over half of them to great 
poverty (see page 33). Worse, the fighting, and Israel's methods 
of retaliation, are damaging the gritty strands that bind the 
people together, leaving the stage clearer for ever bloodier and 
more barren violence. 

Israel justifies its economic measures on security grounds. 
This seems reasonable when applied to the ban on most Pal- 
estinian workers in Israel, devastating as that ban is. Under 
threat from terrorist bombs, it is natural that the government 
should try to build a wall between Israel proper and the Pal- 
estinian territories. But, of course, the protection does not 
work as it should: bombers still slip across the border while 
peaceable labourers, with no work at home, are forced to see 
their families clutch at emergency food relief. 

Justifying the “internal closure”—that within the Palestin- 
ian territories—on security grounds is harder. The roads out of 
every town in the West Bank, and just about every village, are 
now blocked by army checkpoints, earth ramparts or deep 
ditches, the inhabitants shut in, barred from everyday contact 
with their fellows and often from basic services, including 
medical ones. The reason givenis the protection of the deliber- 





ately scattered Israeli settlements. Since Palestinian militants 
have declared settlers, together with soldiers, to be legitimate 
targets, the Israeli government protects them with roads and 
buffer zones, where Palestinians are forbidden and their 
houses and farms sometimes demolished. 

In fact, every able-bodied Palestinian will find a dirt track 
out of his village, though the journey will be grinding and take 
hours rather than minutes. The restrictions do not stop people 
of ill-intent. Hence the conclusion that most of the pettier regu- 
lations are punitive, punishing the Palestinians for turning 
down Israel’s best offer (though there is beginning to be some 
revisionist thinking on that) and for rebelling against occupa- 
tion. Do the Israelis hope that if life is made truly miserable for 
them, in every way, the Palestinians will eventually abandon 
the intifada and settle for the little they can get now? 

If so, it would fit with the long-held theories of Israel’s 
prime minister: create the situation on the ground that suits 
you, and force your adversary into accepting it. Ariel Sharon 
became known to the Palestinians in the early 1970s when he 
was in charge of pacifying the rebellious Gazan refugee 
camps. He battered the rebels, eliminating their leaders, driv- 
ing great roads (“Sharon boulevards”) through demolished ar- 
eas, setting up army bases in the hearts of the camps. The paci- 
fication worked, for a time: the camps were calmly wretched 
for most of the next decade. But after that came the first inti- 
fada—and the emergence of militant Islam. 

Can Mr Sharon repeat this policy on a wider scale? He is 
hitting the people hard where it hurts them most, destroying 
their frail economy, straining their social bonds and under- 
mining their political leadership. But success still seems im- 
probable. The mood is too volatile and too angry: with over 
530 Palestinians dead, and over 130 Israelis, the atmosphere 
reeks of blood-revenge, not submission. If there were a realis- 
tic hope of progress towards a decent political arrangement, 
the punished Palestinians might decide that enough was 
enough. But there is nothing on offer except an end to the pun- 
ishment, and that, almost certainly, is not good enough. = 
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Bonn chance 
SIR ~ Your leader on the deal 
struck in Bonn (“Kyoto res- 
cued?”, July 28th) is unduly 
pessimistic, and misses the 
point of the Kyoto Protocol. Its 
aim was never to achieve 
deep emission reductions in it- 
self. Rather, by capping emis- 
sions for industrialised 
countries, it makes reductions 
in greenhouse-gas emissions 
an integral part of decision 
making for individuals, com- 
panies and policymakers. To 
be sure, the absence of Amer- 
ica from the agreement weak- 
- ens it, but it is far from a death 
blow. 

Legislation in California to 
reduce local air pollution is 
widely regarded as the driving 
force behind the current huge 
investment in developing fuel 
cells for cars. In the medium 
term, these are expected to 
have a profound impact on 
pollution from transport. 
Manufacturers did not have to 
wait until the rest of the world 
had adopted similar legisla- 
` tion before taking the hint. 
Similarly, Kyoto gives an in- 
centive to companies and gov- 
emments to find innovative 
ways to cut emissions while 
minimising costs and harness- 
ing other benefits, such as im- 
proved air quality and 
reduced dependence on fuel 
imports. The markets of Eu- 
rope, Japan, Canada and oth- 
ers should provide more than 
enough encouragement for 
large leaps forward in emis- 
sion-reduction techniques. 

ROB BRADLEY 
Climate Network Europe 
Brussels 





Central Italy 


sır - In your article on the af- 
termath of the G8 summit, 
you tell us that the culture of 
the Italian left is largely 
against the market and capital- 
ism, and so against America 
(“Picking up the pieces”, July 
28th). In fact, the left governed 
in Italy (however we judge 
what they have done) up until 
three months ago, and it is still 
in charge in many local insti- 
tutions. Its policy has been 
anything but hostile to the 


market, capitalism, etc—as the 
far-left parties complained. 
The leaders of today’s centre 
left are the same as in past 
years; and the “newcomers” 
(such as Francesco Rutelli) are 
even more centre-oriented 
and moderate than the previ- 
ous ones. 

ALESSANDRO BLASIMME 

Rome 


Bring back Bastiat 


sir - Thank you for the re- 
minder of Frédéric Bastiat’s 
petition against the sun’s un- 
fair competition with French 
candle makers (Economics fo- 
cus, July 21st). Would that 
some French satirist could do 
a demolition job on the Com- 
mon Agricultural Policy or an 
American Bastiat existed to 
expose the fallacy of the de- 
mand for protection of the 
country’s steel firms. Free 
trade is always a radical pro- 
posal, which is why conserva- 
tives (with a big and small c) 
have difficulty with the idea. 

At the same time that Bas- 
tiat was writing in France, Eb- 
enezer Elliot was writing his 
Corn Law rhymes in South 
Yorkshire. He demolished 
with wit the 19th century Tory 
ideology that Britain should 
be protected from exposure to 
what the rest of the world 
could offer. He was equally 
cool on fake egalitarianism: 

What is a Communist? 

One who hath yearnings 

For equal division of unequal 

earnings. 

Idler or bungler, or both, he is 

willing 

To fork out his copper and 

pocket a shilling. 


In the unrelenting struggle 
against protectionism (or to 
use its current modish name, 
anti-globalisation), as well as 
the struggle against isolation- 
ism, the wit of a pamphieteer 
such as Bastiat or the imagery 
of a poet the like of Elliot are 
worth a million ponderous 
editorials or earnest speeches. 
DENIS MACSHANE MP 
Rotherham, South Yorkshire 


SIR ~ Bastiat may not have 
been as innovative as you sug- 
gest. There is an historical ac- 
count predating his essay 


petitioning parliament on be- 
half of candle makers by 
about 1,000 years in which a 
Chinese jester makes fun of a 
governor’s benighted econom- 
ics. When Li Maozhen (856- 
924) established an oil mo- 
nopoly to raise income in the 
poor area he oversaw, he for- 
bade people to use torches so 
that more profit could be 
made from the sale of oil. 
Mocking this, a jester recom- 
mended that moonlight also 
be prohibited so that the need 
for oil would be greater still. 
He got a laugh out of Li but 
did not manage to make him 
see the light. 

BEATRICE OTTO 

London 


Russell’s nuclear response 


SIR ~ Lord Lawson (Letters, 
August 4th) is not alone in be- 
lieving that Bertrand Russell 
advocated a pre-emptive strike 
against the Soviet Union in his 
1948 speech at Westminster 
School: the Daily Worker 
headlined its report “Earl Rus- 
sell calls for atom war.” Rus- 
sell himself denied this 
interpretation in letters to the 
press immediately after the 
talk and was apt to blame a 
communist reporter in the au- 
dience for putting the story 
about for political ends. A 
transcript of the talk reveals 
that what he advocated was 
not a pre-emptive strike but 
“the line of policy which the 
western nations are now pur- 
suing”, namely, “to make it ob- 
vious to the Russians that they 
can’t make war successfully.” 
The real trouble, however, 
came in reply to a question 
about the fate of Britain in a 
nuclear war. Russell said there 
were three alternatives, “if the 
present aggressive Russian pol- 
icy was persisted in”, (empha- 
sis in the original) “:(a) war 
with Russia before she has the 
atomic bombs, ending fairly 
swiftly and inevitably in a 
western victory; (b) war with 
Russia after she has the atomic 
bombs, ending again in west- 
ern victory, but after frightful 
carnage, destruction, and suf- 
fering; (c) submission.” He 
made it clear that he regarded 
each alternative as more cata- 


strophic than the one before. 
But he did not advocate imme- 
diate nuclear war with Russia, 
because he obviously hoped 
that “the line of policy” which 
the western nations were pur- 
suing would deter “the 
present aggressive Russian 
policy.” I cannot say I approve 
of the policy Russell did advo- 
cate on this occasion, but 
(press reports to the contrary 
notwithstanding) it clearly fell 
short of a pre-emptive nuclear 
strike. All the relevant texts 
will eventually be published 
in “The Collected Papers of 
Bertrand Russell”. 

NICHOLAS GRIFFIN 

McMaster University, 

Hamitton, Canada 





The Union gap 


SIR - So, Romano Prodi “la- 
ments the gap between politi- 
cians and citizens” in the EU 
and cites the Irish referendum 
as an example (“Heart attack? 
Here’s an aspirin”, July 28th). 
Kafka would be delighted. An 
unelected politician bewails 
the vote of a democratic coun- 
try, but refuses to do the one 
thing that would immediately 
give legitimacy to his position 
and guarantee that citizens 
would reconnect with the Eu: 
accept the referendum result. 
JAMES NOBLE 


Oxford 


SIR - Your article on the Euro- 
pean Commission’s quest for 
public understanding was jok- 
ingly headlined “Heart attack? 
Here’s an aspirin”. Aspirin is 
in fact the front-line anticoagu- 
lant used to prevent occur- 
rences of coronary throm- 
bosis. Intercontinental air 
travellers worried about deep- 
vein thrombosis should also 
consider taking aspirin after 
supper for three nights before 
travelling—and should re- 
member not to pick up a sou- 
venir in a tattoo parlour. 
NEWELL WHITE 

Norwich Œ 








Executive Focus 


Head of Economic Research & Consulting (Asia) 
Macroeconomic specialist to support our regional growth 
Hong Kong based 


The two key objectives of this role will be to enhance our position as a knowledge 
leader in insurance-related research throughout Asia-Pacific and provide meaningful 
consulting, marketing and lobbying support to all Asia-Pacific Business Groups 


As an acknowledged expert, you will support regional corporate communications 
through the provision of articles and media interviews for trade and financial media, 
the delivery of speeches at conferences and seminars, and by conducting high-level 
gliont forums. You will also define and execute a regional publication plan that 
includes our internationally respected ‘Sigma’ publication series. 


Leading and managing a smali economic research team, you will provide strategic 
planning support to regional executives and actively support them by offering advice 
on business environment developments to their clients 


An accomplished and experienced leader and manager, you must have a 
comprehensive knowledge of macroeconomics and the financial services industry, 
coupled with outstanding writing skills and a confident, outgoing personality to 
communicate and network effectively. You should have a broad cultural horizon 
gained from having studied and worked in international environments. 


This represents a senior appointment with exceptional career potential within 
a well-respected giobal organisation. In the first instance, please send a detailed 
Curriculum Vitae to our retained consultant: Richard Draycott, Whitney O'Neill, 
1405 Prince's Building, 10 Chater Road, Central, Hong Kong. Alternatively, email: 
draycott@whitney.com.hk or fax 862-2537-1011. All applications will be dealt with 
in the strictest confidence. For more information visit: www.swissre.com 


WHITNEYC Swiss Re 


Swiss Re. Solutions beyond the obvious. 


The International Training Centre of 
The International Labour Organization, Turin (Italy) 


Programme Officer 
international Labour Standards & Human Rights 


One year contract - renewable 


As part of the ILO, we provide training and learning opportunities for iLO 
constituents and partner organisations in social and economic development. 
Within this context, the Technical Programme designs and implements training and 
learning activities in the field of international Labour Standards & Human Rights. 


The Role The Person 
Development, administration and University degree in Law. Exceptionally, 
implementation of courses and candidates with ; degree in wait f 

í f el a aye BY sciences or social science, in combination 
a piles ca t5 with required professional experience, 
a ee nh arpana may be taken into consideration. 
Lights ak WOT: 5 years + proved professional 
experience in the field of ILS and 
human rights of which 3 years in an 
international context. 
Outstanding technical knowledge of ILS 
and good knowledge of Human Rights. 
Good knowledge of the principles and 
terminology of international labour law. 
Juridical rigour. 
Excellent knowledge of the functioning 
and evolution of ILO, including field 
Assistance to the Programme structure, and UN. 
Manager in obtaining funds required Excellent training and facilitation skills. 
for the implementation of activities. Up-to-date computer skills. 


Fluency in English and in either French 
or Spanish. Knowledge of a third 
language (Arabic or Portuguese} would 
be an asset, 


Activity manager for individual 
training courses 


Delivery and facilitation of training 
and learning sessions and events on 
ILS and fundamental principles and 
rights at work 


Creation of training and 
promotional material 


Please send a detalied CV (quoting reference 3/2001) by 28 September 2001 
to: Personnel Office, international Training Centre of the ILO, 10, Viale Maestri del 
Lavoro, 10127 TURIN, Italy - FAX n: + 390116936699 - e-mail: Pers@itcilo.it. 


For a detailed job-description, contractual conditions and an application form, please 


visit Centre's website: http://www. itcilo.it/english/bureau/turin/jobs/index. htm 


Director, Portfolio Management 


c. £70K 
London Docklands 





The Export Credits Guarantee Department is the 
UK's official export credit agency helping UK 
exporters to compete effectively in overseas markets 
by arranging finance facilities, credit insurance and 
overseas investment insurance. Commercially-focused 
in our approach, we aim to turn ECGD into a Trading 


Fund and capitalise its business with effect from 2002. 


Central to this ambitious change agenda is the 
creation of a new Portfolio Management Division, 
capable of enhancing the mitigation of £18 billion 
worth of portfolio credit risks.As the new Division's 
Director, you will enjoy a rare opportunity to 
influence ECGD's development at the highest level. 


Reporting direct to the Management Board, your 
prime challenge is to develop and implement a risk 
mitigation programme, including the active 


For further information contact 01325 745170 or visit www.capitaras.co.uk Please send your cv 
together with a covering letter by 29th August 2001, to David Bolt at Capita RAS, Innovation Court, 
New Street, Basingstoke, Hampshire RG21 7JB, fax 01256 383787, email: dbolt@rasnet.co.uk 


Please quote reference B5894. 


The Economist August 11th 2001 


management of risk transfers, the hedging of interest 
rate exposure and the refinancing of guaranteed loan 
book. In a wide-ranging role you will also oversee the 
work of external consultants and advisers, help 
negotiate tailored solutions for larger export projects. 
and participate in international strategy meetings with 
other export credit agencies. 


Almost certainly a senior manager within banking 
or insurance, you will have an in-depth understanding 
of financial markets and of risk management 
techniques, including risk modelling. You will also have 
strong leadership and people management skills, with 
the ability to communicate, negotiate and motivate at 
the most senior levels. 


To find out more about the ECGD visit our 
website www.ecgd.gov.uk 


ECGD is an equal 
opportunities employer 
and actively encourages 
diversity in its 
workplace. We 
welcome applications 
from suitable 
candidates regardless of 
gender, race or disability 
or any other reason 
unrelated to the post 
being advertised. 


CAPITA RAS 


www.capitaras.co.uk 














Centre de recherches pour le 


International Development 
développement international 


SENIOR PROGRAM OFFICER (REF:PR-810) 


The international Development Research Centre (IDRC) is one of the leading institutions in 
the world concerned with generating and applying new knowledge to meet the challenges of 
international development. IDRC supports research in developing countries on key problem 
areas and builds international networks to share and apply this knowledge. IDRC is a Canadian 
Crown Corporation, headquartered in Ottawa, with Regional Offices located in Africa, Asia 
and Latin America, 


IDRC is seeking qualified bilingual candidates (English and French) for the position of Senior 
Program Officer for its Ottawa Office. Working within the Environment and Natural Resources 
Management Program Area, the incumbent will serve principally as a member of the Ecosystem 
Approaches to Human Health (EcoHealth) Program Initiative and also with People, Land, 
and Water (PLAW) Program Initiative. Within the framework of the Centre's corporate strategy, 
the incumbent will initiate, develop, manage, evaluate EcoHealth and PLAW projects and 
perform other related professional activities. 


The position requires the following qualifications: 


* A-Ph.D. degree in a relevant environmental and natural resources management sciences 
discipline, with a strong ecological perspective such as Agricultural Sciences, 
EnvironmentalSciences, Natural Resources Management. 

"Five to ten years of job-related experience, including research background in the field of 
expertise in developing countries as relevant to human health and environmental and natural 
resources management. 

e Comprehensive knowledge of the international environmental and natural resources 
management research field. 

* Experience in collaborative research and institutional networking. 

* Capacity to work in both English and French, knowledge of Spanish is an advantage. 


Resumes should be sent to Competition PR810 no later than September 5, 2001, by e-mail 
to competitions @idrc.ca or by fax to (613)236-5594. Mailed applications should be sent to: 
Human Resources, IDRC, P.O. Box 8500, Ottawa, Ontario, Canada K1G 3H9. 


Candidates can find out more about IDRC and the detailed job description on its website 
(http:/Awww.idre.ca/careers/) 


We thank ali applicants for their interest and will contact those candidates whose skillsand 


experience best match the requirements of the position. 
Canada 


IDRC IS COMMITTED TO EMPLOYMENT EQUITY AND 
ENCOURAGES APPLICATION FROM QUALIFIED WOMEN, 
MEN, VISIBLE MINORITIES, ABORIGINAL PEOPLES AND 
PERSONS WITH DISABILITIES. 





HARVARD | BUSINESS | SCHOOL 


FACULTY OPENINGS 
Harvard Business Schoo! announces faculty positions beginning 1 July 2002, for professorships in 
the following areas: X 
Accounting and Control financial accounting and analysis, management accounting, arid 
performance. measurement and management control, Closing date: 15 January 2002. 
Entrepreneurial and Service Management: entrepreneurial management, high technology start 
ups, and corporate entrepreneurship. Closing date: 3 December 2001. 


Finance: corporate finance, capital markets, investments, and financial institutions. Closing date: 
15. November 2001. 
Marketing: international marketing, business-to-business marketing, product management, new 
product development, marketing organization and systems. Closing date: 31 October 2001, 
Negotiation, Organizations and Markets: Study of negotiation and conflict resolution, the 
motivation and behavior of individuals in organizations, and the design and functioning of markets. 
Emphasis on economic and behavioral perspectives with empirical, theoretical, and experimental 
methodologies. Possible positions also at senior levels. Closing date: 1 December 2001, 
Organizational Behavior: leadership, micro- and macro- organizational behavior and human 
resources management. Closing date: 31 October 2001. 
Strategy: business unit and corporate strategy, global strategy, competitive dynamics, boundaries 
and organization of the firm, technology and strategy, and economic reasoning. 
Closing date: 7 December 2001. 
Technology and Operations Management: management of processes for producing goods and 
services, management of technology, operations strategy, supply chain management/logistics, 
productivity, and quality. Closing date: 15 December 2001. 
Positions entail case method teaching at graduate and executive program levels. Applicants should 
have outstanding records in Ph.D, and DBA programs, and strong potential and interest to do research 
and to. develop teaching materials at the forefront of their fields. Salaries and fringe benefits are fully 
competitive. Candidates should submit current CV; full transcripts of undergraduate and graduate 
work; a list of awards and honors received: copies of publications and current working papers; 
description of courses taught; and three letters of recommendation. If applying for more than one 
position, please submit complete packages for each position. Applications must be received by the 
closing date specified. Women and minorities are encouraged to apply. Please submit materials to: 
Imelda T. Dundas 
Harvard Business School 
Soldiers Field Road 
Boston, Massachusetts 02163 
Equal Opportunity/Affirmative Action Employer 


TOTAL FINA ELF 
Gas Business Analyst 


Fast Track Opportunity into Global Energy 


Competitive salary + outstanding benefits 


THE COMPANY 


* One of the world’s largest integrated energy organisations. 

* Global presence with worldwide operations incorporating the 
exploration, production, refining, retailing and marketing of oil and gas, 
power generation and chemicals. 

* Significant UK player with substantial asset portfolio, proven reserves, 
production capacity and major projects. 780 staff. 


THE POSITION 

* Part of a high profile upstream Gas Business Team handling a substantial 
gas portfolio. 

* Analyse potential and proposed changes in the regulatory environment, 
and formulate responses. 

* Provide analysis of trends and projected developments in UK gas markets. 









NORMAN BROADBENT 





Incorporating NB Selection 


A BARKERS NORMAN BROADBENT COMPANY 





London 


* Gather, manage and communicate industry data to underpin sales and 
investment strategies. 
* Assess market patterns and forecast business trends. 


* Overseas career opportunities. 


THE CANDIDATE 

+ Degree qualified in a business or numerate discipline with a minimum 
of five years’ experience in a commercial role. 

+ Highly developed analytical skilis with an ability to interpret data from 
a variety of sources. 

< A good understanding of the dynamics of the energy market, ideally 
embracing gas sales agreements and infrastructure. 

* — Strategic vision, with ability to link market opportunities to production, sales 
and supply. Good planner. Flexible. Ambitious. 


Please send full CV, quoting reference AB204484 and an email contact address to Nigel Bradburn 
at Norman Broadbent Oil & Gas, 3 Albert Street, Aberdeen AB25 1XX. 
Fax. 01224 621337 Email ab3@normanbroadbent.net Tel. 01224 621011 


>> 


DIL S 


ISO 9002 Registered 






WWW. NORMANBROADBENT.COM 


The Economist August 17th 2001 
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: We Don’t Teach = 
j the New Rules 
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We Write Them. 


http://wh-execed.wharton.upenn.edu/2763.cfm 


Executive Education That Works 


Implementing Strategy Our course consultants can answer questions 
October 14-19, 2001 and provide information on additional dates and 
April 28-May 3, 2002 programs. Please call: 

215.898.1776 or 800.255.3932 ext. 2763 phone 
Finance and Accounting 215.898.2064 fax (attn. 2763) 
for the Non-Financial Manager execed@wharton.upenn.edu e-mail (subject 2763) 
October 21-26, 2001 wh-execed.wharton.upenn.edu/2763.cfm web 
January 6-11, 2002 
April 7-12, 2002 
June 2-7, 2002 


Knowledge Wharton 


Information-Based Strategy: A Free Business Websource. Register today. 
Competing in a Networked World http://knowledge.wharton.upenn.edu 


October 28—November 2, 2001 
senate 2009 Wharton 
Leading Organizational Change ere 


November 11-16, 2001 Executive Education 
April 28-May 3, 2002 The Wharton School 


University of Pennsylvania 











Putting it in its place 


The Internetis perceived as being everywhere, all at once. But geography matters in 
the networked world, and now more than ever 


REWSTER KAHLE unlocks the cellar 

door of a wooden building in San Fran- 
cisco’s Presidio Park. He steps inside, turns 
on the fluorescent lights to reveal a solid 
black wall of humming computers, and 
throws out his arm theatrically. “This”, he 
says, “is the web.” It is a seductive idea, but 
the web isn’t really housed in a single San 
Francisco basement. Mr Kahle’s racks of 
computers merely store archived copies of 
many of its pages which Alexa, his com- 
pany, analyses to spot trends in usage. The 
real Internet, in contrast, is widely per- 
ceived as being everywhere, yet nowhere 
in particular. It is often likened to a cloud. 

This perception has prompted much 
talk of the Internet’s ability to cross bor- 
ders, break down barriers and destroy dis- 
tance. On the face of it, the Internet ap- 
pears to make geography obsolete. But the 
reality is rather more complicated. If you 
«© want a high-speed digital-subscriber line 
(ps1) connection, for example, geographi- 
cal proximity to a telephone exchange is 
vital, because pst only works over rela- 
tively short distances. Similarly, go to re- 
trieve a large software update from an on- 
line file library, and you will probably be 
presented with a choice of countries from 
which to download it; choosing a nearby 
country will usually result in a faster trans- 
fer. And while running an e-business from 
amountain-top sounds great, it is impracti- 
cal without a fast connection or a reliable 
source of electricity. The supposedly 
seamless Internet is, in other words, con- 
strained by the realities of geography. Ac- 
cording to Martin Dodge of University Col- 


lege London, who is an expert on Internet 
geography, “the idea that the Internet liber- 
ates you from geography is a myth”. 

What’s more, just as there are situations 
where the Internet’s physical geography is 
all too visible when it ought to be invisible, 
the opposite is also true. There is growing 
demand for the ability to determine the 
geographical locations of individual In- 
ternet users, in order to enforce the laws of 
a particular jurisdiction, target advertising, 
or ensure that a website pops up in the 
right language. These two separate chal- 
lenges have spawned the development of 
clever tricks to obscure the physical loca- 
tion of data, and to determine the physical 
location of users—neither of which would 
be needed if the Internet truly meant the 
end of the tyranny of geography. 


Down on the farm 

To see just how little the Internet resem- 
bles a cloud, it is worth taking a look at 
where the Internet actually is. The answer, 
in short, is in cities. This is partly a histori- 
cal accident, says Anthony Townsend, an 
urban planner at the Taub Urban Research 
Centre at New York University. He points 
out that the Internet’s fibre-optic cables of- 
ten piggyback on old infrastructure where 
a right-of-way has already been estab- 
lished: they are laid alongside railways 
and roads, or inside sewers. (Engineers in- 
stalling fibre-optic cables in a New York 
building recently unearthed a set of pneu- 
matic tubes, along which telegrams and 
mail used to be sent in the 19th century.) 
Building the Internet on top of existing in- 




















frastructure in this way merely reinforces 
real-world geography. Just as cities are of- 
ten railway and shipping hubs, they are 
also the logical places to put network hubs 
and servers, the powerful computers that 
store and distribute data. 

This has led to the rise of “server 
farms”, also known as data centres or web 
hotels—vast warehouses that provide 
floorspace, power and network connectiv- 
ity for large numbers of computers, and 
which are located predominantly in urban 
areas. A typical example can be found in 
Santa Clara, just off California’s Highway 
101. Itis run by Exodus Communications, a 
web-hosting firm which has nine server 
farms in Silicon Valley and another 35 
around the world. From the outside, the 
farm is a deliberately nondescript build- 
ing. A sophisticated security system, with 
hand scanners and video cameras, keeps 
out unauthorised visitors. Inside, the 
building resembles a jail, rather than a 
farm: it is packed with row upon row of 
computers in locked metal cages, their fans 
whirring and lights flashing. The air is 
filled with the deafening hum of air-con- 
ditioning. There are no windows and few 
people, and the lights are triggered by mo- 
tion sensors, keeping unvisited parts of the 
farm in darkness. Exodus’s customers 
house their computers inside the metal 
cages, which are supplied with power and 
network connections. Most of the world’s 
biggest websites live in buildings like this; 
Exodus hosts 49 of the top 100. 

As if to emphasise how physical con- 
straints apply even to virtual spaces, server 
farms are still rented by the good old-fash- 
ioned square foot. According to figures 
published in April by Salomon Smith Bar- 
ney, worldwide server-farm capacity is 
growing by 50% annually, and will reach 
22m square feet by the end of 2001, despite 
the demise of the dotcoms. Cage space 
turns out to have other uses, too: boastful 
corporate logos hang from many cages, 
and some firms have posted job advertise- » 


> ments in the hope of poaching technical 
staff from rivals. 

The signs are that the storage of in- 
formation is going to become even more 
physically concentrated. One reason is the 
growth of “managed hosting” where, in- 
stead of renting space on a farm for their 
own servers, firms rent the computing ca- 
pacity along with the power and network 
connectivity. In short, they simply hand 
over their data, and leave running the serv- 
ers to the hosting company. As a result, 
there is no longer any need for customers 
to visit farms, so they need not be located 
in metropolitan areas, where space is lim- 
ited and expensive. They can be any- 
where, provided enough power and band- 
width are available. 

In practice the constraint is power. A 
single server farm can consume as much 
power as a small airport, or four large hos- 
pitals. As a result, says Jon Feiber of Mohr 
Davidow Ventures, a venture-capital firm, 
the logical thing to do is to build out-of- 
town server farms with their own power 
stations. Such farms, he suggests, could be 
very large indeed: perhaps a dozen would 
be enough for the whole of the United 
States. Just such a facility, with a 24mw 
gas-fired power station, is being built just 
outside London by iXguardian, a British 
computer-services firm. It will be the larg- 
est server farm in Europe. 

The combination of managed hosting 
and dedicated power stations means that 
data will be increasingly concentrated in 
large farms. The rise of wireless devices 
will drive this trend too: instead of storing 
data internally, such devices will store in- 
formation on the network and access it 
when needed. But users wishing to access 
their data will still be spread out around 
the world. So centralisation will drive de- 
mand for technology that can smooth out 
the Internet's geographical lumpiness and 
speed the delivery of data; in short, tech- 
nology to obscure the physical location of 
Internet content from its users. 


First, hide the data 
One way to do thisis to store copies of pop- 
ular lumps of content in data caches sprin- 
kled around the world. The leader in this 
field, with over 11,000 caching servers in 
62 countries, is Akamai, a firm based in 
Cambridge, Massachusetts. The geograph- 
ical distribution of Akamai’s infrastruc- 
ture is strikingly different from that of Exo- 
dus. Broadly speaking, Akamai needs 
servers near the consumers of content, 
whereas Exodus puts its farms near the 
suppliers of content. Accordingly, Exodus 
has farms in North America, Europe, Aus- 
tralia and Japan, but notin Africa or South 
America. Akamai, on the other hand, has 
servers pretty much everywhere. 
Akamai’s customers, which include 
CNN and Yahoo!, are content providers 
who are prepared to pay to ensure that us- 
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ers around the world are able to access 
their sites smoothly and quickly. Nor- 
mally, when you visit a web server, a de- 
scription of the page you have requested is 
delivered across the network. This consists 
of the page’s text, plus references to any 
graphics (or sound or film clips) associated 
with it. These items are then requested by 
your web browser and delivered across 
the network. Finally, the browser assem- 
bles all the components and displays the 
page. The problem is that while the text 
can be delivered quickly, the “heavy” 
items (such as graphics and video) are 
much larger and take longer to arrive. It is 
these items which Akamai can help to de- 
liver more quickly. 

It works like this. You request a web 
page in the usual way, and the page de- 
scription is delivered. But the references to 
the page’s “heavy” items are modified to 
fool your web browser into requesting 


those items from Akamai, rather than from 
the original web server. Taking account of 
your location on the network, and given 
the prevailing traffic conditions, Akamai 
then delivers the heavy items from the 
nearest available cache, and the page pops 
up much more quickly. By monitoring the 
demand for each item, and making more 
copies available in its caches when de- 
mand rises, and fewer when demand falls, 
Akamai’s network can help to smooth out 
huge fluctuations in traffic. A further bene- 
fit is that the customer’s web server does 
not have to deliver the heavy items, which 
reduces the load on it dramatically and 
makes it less likely to collapse when faced 
with a sudden surge of visitors. 

A number of firms have followed in 
Akamai’s footsteps by moving content to 
the “edges” of the Internet. But there are 
several other ways to speed up content de- 
livery. One alternative approach is being 
taken by the Content Bridge Alliance, a 
group led by a California software firm 
called Inktomi, whose other members in- 
clude aot and Exodus. Rather than setting 





up a network of thousands of caches, as 
Akamai has done, the Content Bridge Alli- 
ance’s plan is to connect existing networks 
and farms together more efficiently in or- 
der to speed the flow of traffic. Yet another 
approach is being taken by Kontiki, a firm 
launched this week by veterans of Net- 
scape. It is one of several start-ups that 
plan to combine Akamai’s approach with 
that of Napster, the infamous music-swap- 
ping service. Essentially, users’ own com- 
puters will be used as caches, so that re- 
cently accessed content can be delivered 
quickly when needed to other users 
nearby on the network. 


Now, find the users 

In parallel with all this effort to obscure the 
physical location of data on the Internet, 
there is growing interest in determining 
the location of its users. Laws and tax re- 
gimes are based on geography, not net- 


work topology; online merchants, for ex- 
ample, may be allowed to sell some 
products in some countries but not others. 
The growth in interest in “geolocation” ser- 
vices, which attempt to pinpoint Internet 
users’ locations based on their network 
addresses, also signals the realisation that 
traditional marketing techniques, based 
on geography, can be applied online too. 
Marie Alexander of Quova, a Silicon Val- 
ley geolocation firm, points out that goods 
and services exist in physical locations, 
and marketing is traditionally done on a 
geographical basis. Rather than messing 
around with fiddly (and privacy-invading) 
one-to-one marketing, she says, many 
firms are instead sticking with the old geo- 
graphical approach, but taking it online. 
Thus different visitors to a website may be 
offered different products or special offers, 
depending on whatis available nearby. 
Quova’s geolocation service, called 
GeoPoint, is based on a continually up- 
dated database that links Internet Protocol 
(1p) addresses to countries, cities and even 
postcodes. If you visit a website that is 
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> equipped with GeoPoint software, your IP 
address is relayed to Quova’s servers, 
which look up your geographical location. 
This information is then used by the web- 
site to modify the page’s content based on 
your physical location. Quova claims to be 
able to identify web users’ country of ori- 
gin with 98% accuracy, and their city of ori- 
gin (at least for users in the United States) 
85% of the time. Other firms, including 
Akamai, Digital Envoy, InfoSplit and Net- 
Geo, offer similar services. 

Once the user’s location is known, ex- 
isting demographic databases, which have 
been honed over the years to reveal what 
kinds of people live where, can be brought 
into play. But although targeted advertis- 
ing is the most obvious application for geo- 
location, it has many other uses. It can, for 
example, be used to determine the right 
language in which to present a multilin- 
gual website. E-commerce vendors and 





auction houses can use geolocation to pre- 
vent the sale of goods that are illegal in cer- 
tain countries; online casinos can prevent 
users from countries where online gam- 
bling has been outlawed from gaining ac- 
cess; rights-management policies for mu- 
sic or video broadcasts, which tend to be 
based on geographical territories, can also 
be enforced. The pharmaceutical and fi- 
nancial-services industries, says Ms Alex- 
ander, which are subject to strict national 
regulation, can be confident that by offer- 
ing goods and services for sale online they 
are staying within the law. Borders, she 
notes, are returning to the Internet. 
Interest in geolocation soared after last 
November's ruling by a French judge re- 
quiring Yahoo!, an Internet portal, to ban 
the auction and sale of Nazi memorabilia 
over the Internet to users in France. The 
ruling was significant because it covered 
sales to French users even from Yahoo!'s 
websites located in other countries. The 
implication is that to avoid breaking 
French law, websites around the world 
where such items are sold must prevent 


French users from gaining access—and geo- 
location technology allows them to do just 
that. Of course, the technology is far from 
perfect; a panel of experts, including Vin- 
ton Cerf, the networking guru who is 
known as the “father of the Internet”, ad- 
vised the judge that determining an 
individual user’s country of origin was un- 
likely to be possible more than 90% of the 
time. But all borders are slightly porous, 
and the French judge decided that 90% 
was good enough. 

Rather than adopt geolocation technol- 
ogy, Yahoo! responded by banning the 
auction of Nazi items across all of its sites, 
and says it has no plans to reinstate them. 
But it is challenging the ruling in order to 
avoid having other such restrictions 
placed on its content by other jurisdic- 
tions. The company, which is based in 
America, has asked a federal court in San 
Jose to declare the French ruling unen- 


forceable in the United States. (Ironically, 
Yahoo! said last month that it would begin 
using Akamai’s geolocation technology to 
target advertising and other content.) 

Critics of the French ruling agree that it 
would set a dangerous precedent, by al- 
lowing one country to interfere with free- 
dom of speech across the entire Internet. 
“If every jurisdiction in the world insisted 
on some form of filtering for its particular 
geographic territory, the web would stop 
functioning,” Mr Cerf declared. Stanton 
McCandlish of the Electronic Frontier 
Foundation, a pressure group, says he ex- 
pects other governments to adopt geoloca- 
tion and other similar techniques to bal- 
kanise the Internet in coming years. But he 
notes that geolocation is merely the latest 
example in a growing trend to impose lo- 
cal controls on the Internet. China, for ex- 
ample, already filters all Internet traffic 
flowing into and out of the country in or- 
der to prevent its citizens from accessing 
particular websites. 

Atthe same time, the French ruling is re- 
garded in some quarters as a logical and 





pragmatic way forward for Internet regula- 
tion; in the real world, after all, multinat- 
ional firms are used to operating under dif- 
ferent laws in different countries. 
According to Lawrence Lessig, a Stanford 
law professor, “the notion that govern- 
ments can’t regulate hangs upon a particu- 
lar architecture of the Net.” As the In- 
ternet's architecture changes and becomes 
more complex, with the addition of ser- 
vices like filtering and geolocation, the 
idea that the Internet is beyond the reach 
of local laws and government regulation 
looks less and less tenable. 


The revenge of geography 

So much for the death of geography. And 
determining the location of Internet users 
seems likely to become even more com- 
monplace, and even more accurate, with 
the rise of wireless Internet devices such 
as smart phones. Already, the first “loca- 
tion-based services” have been launched, 
capable of sending text messages to mo- 
bile-phone users in particular network 
cells. More accurate positioning will be 
possible in future using a number of other 
techniques, such as the satellite-based 
Global Positioning System. Advertisers are 
rubbing their hands at the prospect of be- 
ing able to send precisely targeted offers to 
people near particular shops, or inside a 
sports arena, though privacy concerns 
may yet scupper their plans. Less annoy- 
ingly, users of smart phones may choose 
to call up location-specific information, 
such as maps or traffic updates, or to locate 
a nearby restaurant. According to a recent 
estimate from Analysys, a telecoms con- 
sultancy, global revenues from location- 
based services will reach $18 billion by 
2006—a figure that is regarded as conserva- 
tive by many in the industry. 

Mr Townsend notes that cities are, in a 
sense, vast information storage and re- 
trieval systems, in which different districts 
and neighbourhoods are organised by ac- 
tivity or social group. A mobile Internet de- 
vice, he suggests, will thus become a con- 
venient way to probe local information 
and services. Location will, in effect, be 
used as a search parameter, to narrow 
down the information presented to the 
user. Mobile devices, he says, “reassert ge- 
ography on the Internet.” 

At the moment, Internet users navigate 
a largely placeless datasphere. But in fu- 
ture they will want location-specific in- 
formation and access to their personal 
data, wherever they are—and wherever it 
is. This will be tricky to pull off, and impos- 
sible without taking geography explicitly 
into account. It is undoubtedly true that 
the Internet means that the distance be- 
tween two points on the network is no lon- 
ger terribly important. But where those 
points are still matters very much. Dis- 
tance is dying; but geography, it seems, is 
still alive and kicking. @ 
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China 


Beidaihe beach blues 


BEIDAIHE 


As China’s leaders take their annual seaside break, storms are brewing over future 


policy and whois to get the top jobs 


URING his summer holiday at the 

beach resort of Beidaihe, President 
Jiang Zemin must be getting precious little 
time to relax. In their secluded and heavily 
guarded seaside villas, he and his col- 
leagues need to make some big decisions. 
Over the next two years China will un- 
dergo sweeping leadership changes and, if 
Mr Jiang has his way, refashion its ideol- 
ogy to embrace the country’s fast-growing 
class of capitalists. There are signs that his 
plans are not going smoothly. 

Mr Jiang, like Deng Xiaoping and Mao 
Zedong before him, likes to keep up the an- 
nual tradition of retreating to Beidaihe on 
the Bohai Gulf to escape Beijing's blister- 
ing summer heat. While the masses 
swarm on crowded beaches in the centre 
of town, Mr Jiang and his colleagues enjoy 
a roped-off stretch of prime sea-front well 
away from prying eyes. On a hillside over- 
looking the beach is a tree-shrouded com- 
pound where they meet informally to 
make the decisions that will later be rub- 
ber-stamped at Communist Party gather- 
ings back in Beijing. 

This year’s discussions at Beidaihe are 


particularly crucial. MrJiang wants to cling 
to power well beyond the party’s 16th con- 
gress, due to be held late next year. He is 
prepared to give up his job as party general 
secretary, and the constitution requires 
him to step down as president of China at 
the annual session of parliament in early 
2003. But even though he turns 75 next 
week, he wants to remain chairman of the 
Central Military Commission, in practice 
as powerful a job as any. 

Thatis galling to some of Mr Jiang’s col- 
leagues. His deputy in the party, Li Peng, is 
only 72 and sees no reason why he should 
have to go if Mr Jiang is allowed to stay on. 
Zhu Rongji, the prime minister, is also 72. 
Unusually for a Chinese leader, he actu- 
ally wants to retire, but he is worried that 
his economic reforms may come unstuck 
if the conservative Mr Li manages to stay in 
power without him. Having shaken off its 
gerontocrats by natural attrition in the 
1990s, China is now in danger of lumber- 
ing itself with a whole new set. 

Mr Jiang wants to ensure that next 
year’s congress admits him to the pan- 
theon alongside Deng and Mao as one of 
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communism’s great innovators. But it is 
proving a struggle to rally the party around 
his recent ideological bombshell, the idea 
of admitting the bosses of private enter- 
prises as party members. Mr Jiang all but 
declared this as policy in a speech on July 
ist marking the party's 80th birthday. 

Twelve years ago, soon after he was ap- 
pointed general secretary, Mr Jiang pub- 
licly scorned the idea of recruiting capital- 
ists, and hardliners are enraged by the 
volte face. Letters by conservative ideo- 
logues attacking him have been circulating 
on the Internet. They accuse Mr Jiang of 
breaking the party charter, and warn that 
admitting capitalists could weaken the 
party’s discipline and cause it to break up. 

Mr Jiang has tried to shore up his posi- 
tion by forcing party organs to declare their 
loyalty. Since late last month, expressions 
of support for Mr Jiang’s speech from 
round the country have dominated the 
front page of the party’s mouthpiece, the 
People’s Daily. For days, the same Orwell- 
ian headline has greeted readers: “Thor- 
oughly Study the Speech. Unify Thoughts 
and Actions”. There is no surer sign in 
China of political disunity than such a per- 
sistent media campaign. 

Mr Jiang is trying to keep the party con- 
servatives in check. Officials have been 
quietly warning the authors of the Internet 
letters, as well as journals under the con- 
trol of hardliners, to desist from their at- 
tacks. They have also blocked some web- 
sites carrying the hardliners’ views. 


The man who will almost certainly take » 
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> over from Mr Jiang as general secretary 
after next year’s congress, Hu Jintao, has 
praised the July 1st speech as a “Marxist 
programmatic document”. Mr Hu is in- 
deed sympathetic: scholars close to him 
have been studying Europe’s social-demo- 
cratic parties—presumably to see how 
their experiences might help China’s Com- 
munist Party transform itself into a more 
broadly representative organisation. 

But Mr Hu cannot be a happy man. He 
faces the possibility of years over- 
shadowed by a semi-retired Mr Jiang. And 
he knows that he was Deng Xiaoping’s 
choice as Mr Jiang’s successor, not Mr 
Jiang’s. At Beidaihe Mr Jiang will keep up 
his efforts to secure a top position for his 
own favourite, Zeng Qinghong. Last year 
Mr Jiang failed to persuade the normally 
compliant Central Committee to make Mr 
Zeng a voting member of the Politburo. 
Some leaders resent what they see as Mr 
Jiang’s preference for former Shanghai- 
based officials such as Mr Zeng. 

For all the mini-personality cult that Mr 
Jiang enjoys, he does not have the cha- 
risma and experience needed to impose 
his will on the party in the way Deng once 
did. Many officials privately question his 
judgment, on matters ranging from 
China’s entry to the World Trade Organisa- 
tion to the handling of relations with Tai- 
wan and America. Winning the bid to hold 
the 2008 Olympics in Beijing must have 
been a big morale-booster, but not enough 
to ensure smooth sailing at Beidaihe. m 


Japan 


Shrine wars 


TOKYO 
Will Mr Koizumi go to Yasukuni? 


O MATTER that television cameras re- 

cently caught his closest aide scouting 
out Yasukuni Shrine in preparation for a 
visit. No matter, too, that he promised be- 
fore his appointment that he would defi- 
nitely go. Junichiro Koizumi, Japan’s prime 
minister, still insists that he is “thinking 
long, hard and without prejudice” about 
whether to go to the shrine that com- 
memorates war criminals alongside the 
war dead, on August 15th, the anniversary 
of Japan’s surrender at the end of the sec- 
ond world war. 

If he decides to go, as he probably will, 
Mr Koizumi can at least count on some 
support from his own party, the Liberal 
Democrats (LDP). True, both Makiko Ta- 
naka, the foreign minister, and Hiromu 
Nonaka, the former chief cabinet secre- 
tary, have voiced strong objections, and 
others, such as Koichi Kato, a former secre- 


Commemorating heroes, or criminals? 


tary-general, cautiously disapprove. But 
others still listen to the Japan Association 
of War-Bereaved Families, a powerful 
though ageing support group with close 
links to Yasukuni, which could, in its hey- 
day not that long ago, rustle up a million or 
so votes for the LDP. In fact, it is partly be- 
cause Mr Koizumi turned to it for support 
during the party’s leadership battle in 
April that he pledged to go officially to Ya- 
sukuni when he won, says Minoru Morita, 
a political commentator. 

Mrs Tanaka has toned down her prot- 
ests after a high-volume dispute with Mr 
Koizumi last week. It started when Mrs Ta- 
naka refused to replace Japan’s ambassa- 
dor in Washington, in a personnel shuffle 
to clean up the scandal-ridden foreign 
ministry. She gave way, but then clashed 
again with Mr Koizumi over the name of 
the new ambassador. Mrs Tanaka, whose 
popularity rivals the prime minister’s, was 
almost sacked, backing at the last minute. 

But New Komeito, Mr Koizumi’s biggest 
coalition partner, bitterly opposes the visit 
to the shrine. The party is backed by the 
Soka Gakkai, a Buddhist organisation that 
was persecuted during the war by leaders 
of state Shinto, for which Yasukuni served 
as the principal shrine. But New Komeito’s 
disfavour has, in some ways, made it 
harder for Mr Koizumi to back down, since 
many LDP politicians resent the alliance. 
Opposition parties, led by the Democratic 
Party of Japan, are also against the prime 
minister’s Yasukuni visit, but naturally 
carry less weight with Mr Koizumi. 

Both Korea and China are furious that 
the prime minister should even consider 
visiting the shrine. Last month Tang Jiax- 
uan, China’s foreign minister, sent a mes- 
sage to Mr Koizumi telling him not to go. It 
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sparked anger from the Japanese right over 
what they called foreign interference. Ko- 
rean and Chinese anger is the more heated 
because it follows a row over Japan’s his- 
tory textbooks, which the education min- 
istry vets. 

One reason why Mr Koizumi is being 
stubborn in the face of so much contro- 
versy is that the voters, the group best able 
to influence him, are split. Many do not un- 
derstand why Korea and China are upset, 
or what an official visit to Yasukuni actu- 
ally means. Such ignorance stems from de- 
cades of poor education in modern his- 
tory, says Mr Morita. 

So Mr Koizumi may feel he has little to 
lose, and much to gain, by going ahead 
with his Yasukuni plans. Even though his 
approval ratings are high, he fears losing 
the respect of the voters if he abandons his 
pledges. His other election promises, to 
push ahead with painful reforms to help 
revive the economy, and, even more popu- 
larly, to reform his own party, will meet 
strong opposition, especially within the 
LDP. Mr Koizumi, who lacks strong sup- 
port within his party, knows he must rely 
on his huge popularity among the voters 
and his carefully fostered image as a man 
who sticks to his word to get the job done. 

But, say critics, Mr Koizumi has so far 
failed to grasp the long-term risks of going 
to Yasukuni. Nationalists are becoming 
more vocal and emotional, which, in turn, 
is fostering new distrust of the prime min- 
ister. He also risks endangering Japan’s re- 
lations with its neighbours just as it is 
about to host football’s World Cup with 
Korea and celebrate the 30th anniversary 
of the resumption of diplomatic relations 
with China next year. It may not be long 
before Japan ends up isolated in Asia. m 
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The Philippines 


South Sea trouble 


MANILA 
A ceasefire in Mindanao is unlikely to 
bring pernament peace 


PLEBISCITE on August 14th is sup- 

posed to begin a new era of peace and 
development in the southern Philippine 
region of Mindanao, after more than three 
decades of Muslim separatist insurgency. 
The plebiscite, which offers autonomy to 
parts of the large island of Mindanao and 
some neighbouring islands, follows from 
a 1996 peace agreement between the gov- 
ernment and the rebel Moro National Lib- 
eration Front (MNLF). In exchange for the 
promise of a vote on autonomy, the MNLF 
abandoned its campaign for full indepen- 
dence for the traditionally Muslim areas of 
the predominantly Christian country. But, 
unfortunately, things are not proving quite 
so simple. 

In 1996 the government put the MNLF’s 
leader, Nur Misuari, in charge of four 
mainly Muslim provinces that already had 
limited autonomy, and promised funds for 
economic development. Mr Misuari’s 
hope was that by bringing prosperity to 
the area under his administration, he 
would encourage neighbouring provinces 
to vote in the forthcoming plebiscite to be- 
come part of a larger region, with more of 
its own powers. 

But the 1997 Asian financial whirlwind 
dried up the supply of money for develop- 
ment, and Mr Misuari spent what little 
money there was on employing his fol- 
lowers instead of improving the lives of 
his constituents. Most voters are now ex- 
pected to reject the offer to become part of 
an expanded autonomous region, so Mr 
Misuari has demanded-—in vain-the post- 
ponement of the plebiscite. 

Meanwhile, the MNLF has removed Mr 
Misuari as its leader, and on August 7th it 
formed an alliance with another Muslim 
separatist group, the Moro Islamic Libera- 
tion Front (MILF). The MILF opposed the 
1996 agreement and the plebiscite. But 
peace talks between it and the government 
have at least been revived, and on August 
7th the MILF agreed to a ceasefire. 

Months or years of negotiation now lie 
ahead if the MiLr’s demand for full inde- 
pendence is to be reconciled with the gov- 
ernment's insistence that the Philippines 
must not be dismembered. Even so, the 
government hopes that, simply by stop- 
ping the fighting and keeping the rebels 
talking, it can give Mindanao a chance to 
begin exploiting its potential in agricul- 
ture, mining and trade with neighbouring 
Malaysia, Indonesia and Brunei. Econ- 
omic development, the government's the- 


ory goes, will diminish separatist senti- 
ment among the Muslims. 

The flaw in this strategy is that Minda- 
nao is unlikely to develop unless the guer- 
rillas give up their weapons. This is im- 
probable, given the centuries-old custom 
in Muslim areas of bearing arms. A previ- 
ous ceasefire between the government 
and the MILF quickly broke down. Many 
MNLF fighters still carry weapons. Then 
there are the “lost commands”—armed 
parties of former MILF or MNLF guerrillas 
loyal only to their own chiefs. 

Some leaders of a third Muslim separat- 
ist group, the Abu Sayyaf, are former 
MNLF guerrillas who have turned to kid- 
napping for ransom. The Abu Sayyaf once 
again demonstrated its capacity for vi- 
cious mischief when it beheaded ten hos- 
tages taken on August 2nd. The govern- 
ment regards the Abu Sayyaf as bandits, 
and refuses to negotiate with it. But even if 
the government eventually manages to 
make peace with the MILF as well as the 
MNLF, a Mindanao infested by armed ex- 
rebels without a cause will hardly be con- 
ducive to development. m 





Indonesia 
Megawati names 
her team 


She puts stability and competence 
above reformist zeal or political ties 


HOUGH her accession as Indonesia’s 

president had been planned for 
months, it still took Megawati Sukarnopu- 
tri more than two weeks to announce her 
cabinet. The delay was marked by lengthy 
negotiation between her advisers and ri- 
val parties, and raised fears that factional- 
ism would cripple her new government. 
On August 9th, however, Miss Megawati 


It was worth the wait 
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reassured both her countrymen and the 
markets, naming a 32-strong team that is 
stocked with professionals. 

Like her predecessor, Abdurrahman 
Wahid, Miss Megawati has made conces- 
sions to her rival parties. She included 
ministers from each of parliament’s main 
factions, proclaiming that “national unity 
will be the first priority”. Miss Megawati 
had already agreed to this principle before 
Mr Wahid’s removal, and with only 31% of 
parliament's seats she would have been 
punished had she reneged. Yet profes- 
sional managers, rather than party hacks 
or retired generals, will nevertheless fill 
more than half of the posts in her cabinet, 
and only four of her ministers will come 
from Golkar, the tainted party of Suharto 
and the second-largest in parliament. 

To take charge of the two most trouble- 
some responsibilities—the economy and 
the armed forces—Miss Megawati chose 
ministers who are considered reasonably 
competent and honest, and who are not 
beholden to any political faction. The new 
co-ordinating minister for economics is 
Dorodjatun Kuntjorojakti, now ambassa- 
dor to the United States. Mr Dorodjatun, 
whom Mr Wahid had considered for the 
same post, studied economics at Berkeley 
University. But unlike the “Berkeley ma- 
fia” that ran the economy for Suharto, Mr 
Dorodjatun was jailed for protesting 
against Suharto’s economic policies. Miss 
Megawati hopes that his Washington con- 
tacts will help her deal more effectively 
with the mr, which suspended aid under 
Mr Wahid. 

A technocrat, Boediono, got the other 
main economic post, that of finance minis- 
ter. Mr Boediono served in the 1998-99 
government of B.J. Habibie, and optimists 
hope his knowledge of the bureaucracy 
will complement Mr Dorodjatun’s dip- 
lomatic skills. Miss Megawati has made 
use of her party's best economic hands. 
She has put Laksamana Sukardi—a former 
banker whom foreign investors respect-in 
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> charge of state enterprises, and Kwik Kian 
Gie at the head of the economic-planning 
agency. The markets applauded. 

Miss Megawati has also filled the most 
important military-related posts with peo- 
ple intended to reassure onlookers. Susilo 
Bambang Yudhoyono, a retired general, 
will co-ordinate security policy. He is a 
mild reformist, and served in the same 
post under Mr Wahid before the flailing 
president sacked him in a bid to maintain 
power. Miss Megawati has continued Mr 
Wahid’s practice of naming civilian de- 


fence ministers, by appointing Matori 
Abdul Djalil, a leading member of Mr Wa- 
hid’s faction who turned against him in the 
final weeks. In all, the new cabinet con- 
tains four retired generals. 

Although it is a reassuring team, re- 
formers want to know who will be Miss 
Megawati’s attorney-general: surprisingly, 
no one was named among the first 32. Will 
she choose someone who will go after cor- 
rupt politicians and businessmen, or duck 
doing so in the interests of stability? The 
hardest decision has been left till last. m 





Indonesia 


The Black Bats strike back 


POSO AND TENTENA 


In the Indonesian island of Sulawesi, violence between local Christians and 


Muslim migrants from Java is rising 
E IS said that a group of killers in Sula- 
wesi hold magic properties that make 
their enemies powerless when they pass. 
They are the Black Bats and they move at 
night through the heart of Indonesia’s 
strange-shaped island of twisting penin- 
sulas. Black is the colour of war, bat soup a 
local delicacy. To the Christians, the Black 
Bats are heroes defending their ancestral 
lands. They are spoken of with reverence. 
To Muslims, they are murderers. 

Once the Pamona people were feared 
head-hunters. Today they are God-fearing 
Christians, with their headquarters in the 
picturesque highland town of Tentena, 
where the Central Sulawesi Christian 
Church has set up a crisis centre to help co- 
ordinate their “defence”. 

Down on the coast is the enemy. The 
Muslims control coastal Poso town and 
much of the lowlands. But the lie of the 
land helps the Christian side, as does their 


traditional knowledge of its byways,_ 


plants and animals. The three-year Poso 
war peaked last year. Most of the victims 
were Muslims. Men who followed the 
army round the rivers and creeks weeks 
later picking up bodies counted more than 
300 Muslim dead who were considered 
identifiable. The total was far higher, but 
how high is anyone’s guess. Many had 
their heads missing. Poso’s Muslims 
would not eat fish for months. 

Christian losses were lower. According 
to the crisis centre, at least 37 died. Rinaldy 
Damanik, general secretary of the church 
synodin Tentena, estimates total Christian 
losses were probably around 100. Now the 
war is back with a vengeance, with well 
over a dozen dead this year. The cause is 
the death sentences handed down to three 
Christians for last year’s killings. No Mus- 
lims have been sentenced to death for any 
of Indonesia’s ethnic bloodshed. “Jihad 





[holy war] forces” from outside are joining 
in on the Muslim side, turning this into a 
true war of religion. Tit-for-tat attacks by 
each side on the Christian “red zone” or 
the Muslim “white zone” have become 
commonplace, with hundreds taking part 
in huge battles. Christians claim the para- 
military police have joined in on the Mus- 
lim side, using automatic weapons. 

In the Muslim areas, long, flowing Ara- 
bian-style dress is increasingly common, 
as is the headscarf. In Tentena every house 
still standing has a cross prominently 
marked on its wall. Though it is sur- 
rounded by large swathes of Christian ter- 
ritory and is virtually impregnable on the 
shores of the giant Lake Poso, Tentena is 
also hemmed in. There are Muslims not 
only to the north, but also to the south, 
whence come virtually all supplies. There 
are no flights in or out of Tentena. 

If a dog comes to your home, you will 
give him food. If a dog is treated like that, 
will you not treat a human even better? So 
say the traditions of the Pamona people. 
But now, driven out of the coastal areas 
their ancestors once possessed, the Chris- 
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tians of Poso district feel the guests have 
abused their welcome. 

Historically, this part of Sulawesi was 
largely left alone by outsiders, until 1892, 
when the Dutch colonial government 
moved in to establish control. A strident 
missionary campaign followed. Today 
nearly all the descendants of the original 
inhabitants are Christians. But the Dutch 
presence also opened the door to Muslim 
migrants from other parts of Sulawesi. Be- 
ing fishermen, they settled along the coast. 
After independence, the governmentin Ja- 
karta moved in more migrants: Christians, 
Hindus from Bali, and many Javanese 
Muslims, who were given land to farm 
alongside the indigenous people. 

The Poso war was first triggered by an 
argument about Christian youths drink- 
ing alcohol near the mosque in Poso town. 
In the background was a deep dispute 
about jobs for the boys in the local admin- 
istration. Christians say an informal ar- 
rangement had existed to rotate the job of 
district head between the two groups. 
Muslims from other areas tried to stop 
that, to push the Christians out and place 
their own people in all the main posts. In 
corrupt Indonesia, that probably means 
that lucrative government aid and con- 
tracts would be directed to their people. 

The ordinary Muslims paid the price. 
Most of their cocoa and coconut planta- 
tions are now going wild. Muslim refugees 
have horrific tales to tell of sons as young 
as nine being trussed up and led away, 
never to be seen again, by men in black 
masks and capes. The two sides fought 
with bows and arrows, spears and home- 
made guns welded together from bits of 
spare piping, deadly to a range of around 
80 metres. Advent Lindo Lateka, the de- 
scendant of a former chieftain, emerged as 
the Christian leader and died on the battle- 
field. But his forces “won”. Or so they 
thought at the time. 

Now Tentena is a virtual mini-state of 
its own, largely beyond the reach of Indo- 
nesian power. The police keep their heads 
down. The Christians distrust the local po- 
lice and prefer to deal with the army, 
which they regard as more neutral. Chris- 
tian youths openly wander round Tentena 
with their ramshackle guns and mount 
vigilante checks on cars coming in and out. 

Like Aceh and the Moluccas, Poso is a 
problem with no obvious solution. Recon- 
ciliation has been attempted and failed. 
Ex-President Abdurrahman Wahid even 
came to witness a peace ceremony. A few 
months later itis all happening again. 

Poso is not the only part of Sulawesi to 
have this delicate mix of Christians and 
Muslims. The entire island is a patchwork 
of Christian and Muslim areas, and a few 
mixed ones. If island-wide war has not 
happened yet, it is only because both sides 
are terrified of what religion has done in 
the Moluccas, just to the east. m 


United States 


7 or? > LTS 


2 


State budgets 


Red ink rising 


PROVIDENCE, RHODE ISLAND 





The states are in financial trouble again; and it’s their fault 


(19 ORTH CAROLINA”, says Richard 
Moore, the state’s treasurer, “is a 
microcosm for the federal situation.” 
Which is not good. Tax revenues in the 
state are $500m lower than budgeted for. 
Spending is higher, and the state has not 
yet passed a 2001 budget, missing the 
deadline by months. Instead, the governor 
has declared a fiscal emergency, cutting 
proposed spending, suspending some 
payments, and transferring all govern- 
ment surpluses to one general fund. 
Moody's, the rating agency, has the tri- 
ple-a rated state on “negative outlook”. 
Welcome to the forgotten part of Amer- 
ica’s fiscal system. Budget-watchers focus 
mostof their attention on the federal behe- 
moth; but its component states spend 
much more than is generally realised—and 
they are in trouble. “This year isn’t good 
and I'm afraid next year may be worse,” 
says Scott Pattison, the new chief executive 
of the National Association of State Budget 
Officers, as he peers down into the extrava- 
gantly marbled halls of the Vanderbilt 
family retreat in Rhode Island, where the 
state governors have come to dance the 
evening away at their annual meeting. 
The states spend almost $1 trillion a 
year (see chart 1 on next page), half the 
amount spent by the federal government. 
During the 1980s, the states’ budget sur- 
pluses helped to offset vast federal deficits. 
Their budgets are also useful barometers. 


They tend to be more sensitive to down- 
turns. And because all states except Ver- 
mont are legally required to run balanced 
budgets, state politicians face spending 
trade-offs as soon as revenues dip, so po- 
litical rows appear earlier. 

The barometer is signalling “Rain”. In 
fiscal 2001 (which ended on June 30th), 
state revenues increased by 4.5% in nomi- 
nal terms. This sounds respectable but 
isn’t. The rise was half whatit had been the 
year before and was the slowest since 
1993—a time when the budget position of 
the states was widely deemed the worst 
since the 1930s. And the 4.5% rise masks 
big variations. High oil prices helped en- 
ergy-rich states (Alaska, Oklahoma, New 
Mexico) raise revenues by more than 10%. 
But the take fell in Michigan and Wiscon- 
sin and was flat in several other industrial 
states, confirming the severity of the reces- 
sion in manufacturing. 

Moreover, if you adjust the overall rise 
for inflation and legislated tax changes to 
get at underlying revenue growth, the pic- 
ture is even grimmer. According to the 
Rockefeller Institute of Government at the 
State University of New York in Albany, 
the adjusted real increase was just over 2% 
in the past six months (see chart 2). And 
that was helped by unexpectedly strong 
growth in personal income taxes, buoyed 
by capital gains (which are taxed as in- 
come). As the full consequences of the 
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stockmarket’s slump feeds through, in- 
come taxes, which account for more than 
half of some states’ revenues, will slow 
further next year and could even fall. 

States get around a third of their reve- 
nues from sales taxes. This should have 
helped because consumption is the bit of 
the economy that has held up best so far. 
But in the first quarter of this year the year- 
on-year growth in sales taxes was a nomi- 
nal 3.3%, compared with an 8.2% jump in 
the first three months of 2000. Adjusted 
for inflation and tax changes, the rise was a 
miserable 0.3% and sales taxes may fall a 
little in fiscal 2002. But even that would be 
better than corporate income taxes. These 
slumped nearly 10% in the past six 
months, the biggest drop since 1983. 

States cannot, however, blame the 
slowing economy for all their woes. Dur- 
ing the heady days of the 1990s, they 
launched programmes that look unafford- 
able now. Between 1990 and 1998, the real 
cumulative growth was 30%—about $630 
more per person. The Cato Institute, a 
think-tank in Washington, pc, reckons 
that two-thirds of the windfalls of the 
1990s, when actual revenues exceeded 
forecast ones, went on new spending. 

The states argue that some of this was 
due to costs beyond their control. Spend- 
ing on Medicaid, the health-care safety net 
for the poor (and the third-largest item on 
many state budgets), jumped by 14% this 
year, thanks to costly new technology and 
the increasing demands of an ageing 
population. They also blame the federal 
government for devolving spending 
responsibilities to them without enough 
concomitant revenue, 

This argument is bogus. During the 
1990s, federal grants to the states rose by 
around half in real terms, to $241 billion in 
2000. Despite its recent rise, medical infla- 
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> tion fell during most of the 1990s. Most im- 
portant, welfare rolls have halved because 
of the astonishing success of the 1996 wel- 
fare reform. 

The combination of lower-than-ex- 
pected taxes and higher-than-justified 
spending is causing a mad scramble to 
make budgets balance. Seventeen states re- 
vised their plans in the middle of this fiscal 
year, cutting spending, cancelling or delay- 
ing capital projects, issuing more debt and, 
in four states, raising taxes (by more than 
5% in Arizona and New Hampshire). 

Almost all had to draw on their re- 
serves. These are best measured as the 
year-end balances (see chart 3). They fell 
by an aggregate $10 billion in 2001 to $34 
billion, the first drop since 1992. True, that 
still covered 8.2% of spending. But in fiscal 
2000 the cushion had been 11.5%. 

Last year, the Centre on Budget and Pol- 
icy Priorities found that only three states 
had enough reserves to maintain spend- 
ing through a three-year recession without 
tax rises: lowa, Maine and North Dakota. It 
isnot certain that any now do. Anda dozen 
states are starting to make Wall Street ner- 
vous. The rating agencies like the states to 
keep a balance of at least 5% of spending. 
In 2000, 40 states were above that point. 
Now 36 are. 

Bad as all this sounds, it has been 
worse. John Engler, the governor of Michi- 
gan, says that those who think it is a crisis 
have no sense of proportion. “Some of us 
were looking at billion-dollar budget holes 
[in the early 1990s]. It isn’t that bad.” He is 
right. The rainy-day reserves are higher 
than they were between 1980 and 1996. 
And states cut taxes by a net $1.8 billion in 
fiscal 2001, the seventh year of tax cuts. 

All the same, the states’ fiscal pinch ex- 
poses the structure of their tax systems for 
the ugly mess it is. Most states are too de- 


Correction: In our article about the Democrats ("More 
questions than answers”, July 21st) we said that the 
Democratic Leadership Council had championed school 
vouchers. This is wrong. Although some members of 
the pic have supported local experiments with 
vouchers, the oLc has never backed them as a matter of 
public policy. 


pendent on revenues from the consump- 
tion of goods and from manufacturing 
firms. The tax base is shrinking as the econ- 
omy switches to services. 

For many years, increasing revenues 
enabled them to paper over this defi- 
ciency. In some cases, the boom years en- 
couraged them to make matters worse by 
removing stable elements of consumption 
from their tax bases (for example, Florida 
announced a tax holiday for clothing sales 
this year; Virginia has cut its tax on grocer- 
ies). This has left them more dependent on 
big-ticket items that fall disproportionately 
during a slowdown. 

Moreover, the budget squeeze may 
have big political consequences. In 1990, 
before the last bout of fiscal trouble, the 
Democrats controlled 29 governorships. 
By 1995, Republicans controlled 30. Of 
course, the states’ fiscal problems were 
only one reason for this turnabout. Still, 
the troubles could swing the pendulum 
some way back in 2002, when the Republi- 
cans will be defending 13 governorships, 
compared with the Democrats’ seven. 

The budget squeeze is already endan- 
gering the states’ deserved reputation for 
bipartisanship. Almost everywhere par- 
ties, governors and state legislatures are 
bickering about numbers. Seven missed 
their budget deadlines. Three have not 
passed a budget yet. 

In Tennessee, facing a deficit of $550m- 
880m, legislators abandoned the idea of 
introducing a state income tax after protes- 
ters threw stones through the windows of 
the legislature. Eventually, they balanced 
the budget by dipping into the state's to- 
bacco-settlement cash, which was meant 
to be off limits. The governor vetoed the 
budget. The assembly overrode the veto. 
The governor has called for a special ses- 
sion to change the dysfunctional tax sys- 
tem—his third attempt in as many years. 

Much of this had to do with partisan 
guerrilla warfare. But in California, where 
Democrats control the governorship and 
both legislative houses, the politics was no 
more seemly. The governor agreed to an 
increase in the sales tax (triggered auto- 
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matically by the decline in the state’s bal- 
ance sheet) and to the use of $1.3 billion in 
transport money to balance the budget. 
But opponents introduced “poison-pill” 
amendments which could undo this deal 
and cause more trouble next year. 

For George Bush and Congress, there 
are any number of dangerous portents in 
all this; that state revenues tend to fall ear- 
lier than federal ones (and the first signs of 
a decline in the states appeared a year ago); 
that years of tax cuts and higher spending 
can lead to a sudden collapse in even the 
plumpest financial cushion; and that, 
when this happens, fiscal troubles that 
have a modest economic impact have big, 
unpredictable political consequences. Not 
the happiest background for the coming 
federal budget battle. m 


High-speed rail 
Trop peu, trop 
tard, trop Amtrak 


CHICAGO 
Fast trains may be coming to the 
mid-west—and stopping too often 


HE roads are clogged. The airports are 

worse. Might fast trains provide relief 
for America’s frustrated travellers? A co- 
alition of nine mid-western states has 
plans for a rail system that would whisk 
travellers between the region’s big cities at 
high speeds and connect them to points 
beyond with a network of slower trains 
and buses. Strangely enough, Congress, 
which would have to pay much of the cost, 
is warming to the idea. 

The Midwest Regional Rail Initiative 
(MWRRI) is a joint venture between nine 
state transport agencies, the Amtrak rail 
system and the Federal Railroad Adminis- 
tration. The coalition has unveiled detailed 
plans and cost estimates for a 3,000-mile 
rail system with Chicago as its hub that 
would connect cities such as Detroit, Mil- 
waukee, St Louis and Minneapolis at »» 





> speeds of up to 110 miles per hour (some 
50-75mph slower than French or Japanese 
trains, but enough to wow the mid-west). 

Randy Wade at Wisconsin’s Depart- 
ment of Transportation claims that the re- 
gion is ideally suited for high-speed rail. 
Over distances of several hundred miles, 
such as the 280-mile trip from Chicago to 
Detroit, rail is potentially faster, more com- 
fortable and more productive than car tra- 
vel. It should be cheaper than flying and 
delivers passengers into the city centre, 
rather than to distant airports. And cities in 
the mid-west are already connected by 
freight rail lines that can be upgraded to ac- 
commodate faster trains. MWRRI thinks 
that a well-run system could attract nearly 
10m riders a year by 2010. 

Such transport visions are two a penny 
and often worth as much (ask any Euro- 
tunnel shareholder). The General Ac- 
counting Office recently estimated the cost 
of a national high-speed system to be $50 
billion-70 billion. But both the Senate and 
the House are considering bills that would 
enable Amtrak, America’s quasi-public 
passenger rail agency, to issue up to $12 bil- 
lion in bonds to pay for capital improve- 
ments in 11 designated high-speed rail cor- 
ridors. The bonds would not pay interest; 
bondholders would receive federal in- 
come-tax credits instead. 

Such stealth subsidies are unlikely to ir- 
ritate voters, impatient with traffic jams 
and cancelled flights. “You can't imagine 
congestion getting better anywhere— 
ever,” says Mr Wade. Tom Daschle and 
Trent Lott, the Democratic and Republican 
leaders, are among the bill’s 51 co-sponsors 
in the Senate. The White House has not 
taken a position yet; but, while he was gov- 
ernor of Texas, George Bush cut the ribbon 
when Amtrak began running the Texas Ea- 
gle from San Antonio to Chicago. 

The bill making its way through Con- 
gress would provide a down-payment on 
the Mwrri plan, which can be built step 
by step. The full system will need lots more 
money, to pay among other things for the 
trains and improved infrastructure. Even 
supporters concede that high-speed rail 





would do well to cover its operating costs, 
never mind the capital investment. Politi- 
cians will have to be sold on the social 
benefits of getting Americans off the high- 
ways and runways. 

Which they might be, except for the 
most potent enemy of passenger rail in 
America: Amtrak itself. Critics of federal 
spending for high-speed rail do not oppose 
the idea in principle; they just think that 
giving Amtrak control over something like 
$12 billion in capital spending is insane. 

America’s passenger rail system, which 
was deregulated in 1997, is supposed to 
cover its operating costs by December 
2002. It won't. Amtrak has done little to 
trim inefficient routes or reduce bloated la- 
bour costs. It loses an average of $20 on ev- 
ery ticket it sells and several hundred dol- 


lars a ticket on some routes, says Senator 
John McCain. In June, Amtrak mortgaged a 
portion of New York’s Penn Station in ex- 
change for a $300m loan to cover costs 
through to the end of its fiscal year. 

The politicians themselves are partly to 
blame. One reason why Amtrak is so lousy 
is its penchant for stopping its trains at ev- 
ery city on its route that has an influential 
politician just in case he (or one of his vot- 
ers) happens to be standing on the plat- 
form. “Most senators treat Amtrak as a 
low-grade entitlement programme,” says 
one congressional staff member. There 
will be nothing high-speed about an ex- 
press from Chicago to St Louis that stops 
nine times in between. This is one industry 
where people in America badly need to 
talk to the French. m 


Foggy Bottom Academy 
George junior’s first term as president of the student body has been, on balance, a > 


success. In the final week before the summer holiday, he surprised us all by passing 
his preliminary examinations in health-care studies and energy. Together with a 4 


solid achievement in his economics classes, this gave him three credits for the term- 
































a good start. 

Economics George has been concentrating on fiscal studies this term. B J 
He has shown a commendable interest in supply-side iM E 
theory, though his decision to return the overpayment 
of school fees to parents is worrying the trustees of the 
school pension plan. 

Mathematics Cc & 
ia com 

Foreign languages George has made good progress in Russian and has b (S 

Civics George is working on a special project about the role of D & 
churches, mosques and other religious organisations Ww 
in the provision of social services. This is a praise-worthy 
aim, but George has so far shown little understanding . 
of the separation of church and state. Must do better. 4 

Biology and ethics George has been studying the subject diligently However „No 
he did not hand in his examination on stem cells in time. (“grade 

} 

Environmental Our Japanese teacher, Mr Kyoto, reports that George has C 4 

studies been inattentive in class and keeps interrupting to dispute re 
his lessons. Y bi 

Relations with The joint outings with our Russian colleagues at the B i 

other schools Ivan the Terrible (formerly Lenin) Middle School were a a 
adjudged a success. But George needs to learn that it is 2 
not always in his interest to refuse to work with n 
other schools just because he disagrees with them. A 

George came to us with a reputation for civility and being able a 

to work with people. He has only partially justified that reputation. His low-key i 

style has come as a relief afte affected the a 
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Bill Clinton's real home 
It’s Arkansas, 
stupid 


LITTLE ROCK, ARKANSAS 
Blow his memoirs, wait for his library 
and the chance he might run again 


Ta toe band of Democrats will gather 
in the little town of Arkadelphia this 
Saturday, August 11th, for their annual 
Clinton Day Dinner. The former president, 
who this week signed a deal worth $10m 
to write his memoirs, will not be there—he 
calls Harlem his home these days—but Ar- 
kansans have not forgotten him. 

Last week a sizeable crowd in Little 
Rock listened to Bill Clinton talk about his 
planned presidential library, which will 
cost anywhere up to $200m. A local tele- 
phone company has already given 
$250,000 towards its race-reconciliation 
centre. After his speech, some of the audi- 
ence chased Mr Clinton down, you 
guessed it, President Clinton Avenue to 
snap his picture, get his autograph or beg 
him to run for the Senate next year. 

That looks premature: the probable 
Democratic nominee for next year’s race, 
Mark Pryor, is an old friend of Mr Clinton. 
But Little Rock still whispers about the pos- 
sibility of a deal with another Democrat, 
Senator Blanche Lincoln, whose term ends 
in 2004. The prospect of a battle with Mike 
Huckabee, the Republican governor and 
Enemy of Bill, who has eyes on that Senate 
seat, could tempt the great author back 
into the fray. Ms Lincoln could be found a 
local job—such as, well, Mr Huckabee's. 

Mr Clinton's long-suffering supporters 





Sticking around? 


seem to have blamed the move to New 
York on his Yankee wife. The glass-and- 
steel Clinton library, on which work starts 
soon, will overlook the Arkansas river in 
the 28-acre William Jefferson Clinton Presi- 
dential Park. It will hold the country’s larg- 
est collection of presidential papers and 
artefacts, now temporarily housed in a for- 
mer car dealer’s showroom. 

The library, like its namesake, is not 
without controversy. It still faces a couple 
of lawsuits, one of which asks awkward 
questions about the money that Little Rock 
raised to buy the land the library needs. 
The city issued $16.5m in park revenue 
bonds, backed by the fees that visitors pay 
at Little Rock’s zoo and its golf courses. Bet- 
ter, some argue, if the money had gone to 
the zoo itself and the city’s parks, which 
badly need it. In many parks, public lava- 
tories have been shut for lack of money. 

Roland Remmel, an elderly and popu- 
lar Arkansas politico known for giving 
away walking-sticks called Rollie Sticks, 
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Spin doctors 
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has launched a one-man campaign to raise 
money for the reopening of the parks’ lava- 
tories. But even his disgruntlement did not 
stop him presenting Mr Clinton with a Rol- 
lie Stick last week on the street named after 
the former president. 

Little Rock’s leaders estimate that the 
Clinton library will put nearly $60m into 
the city’s economy in its first five years. The 
River Market District, near the library site, 
is thriving as a new entertainment and 
shopping centre. Heifer Project Interna- 
tional, a hunger-relief organisation, plans 
a multimillion-dollar project nearby. 

This week Hot Springs, where Mr Clin- 
ton spent most of his early years, releases 
its first batch of Bill Clinton baseball cards. 
Hot Springs says it has had calls about the 
cards from all over the world. And Mr Clin- 
ton, in return, hasn’t forgotten Hot Springs. 
He plans to build a Camp David-like re- 
treat on a lake there, to which he can invite 
notables from around the globe—and per- 
haps think about that Senate run. m 


Cloning still looks far too dangerous to attempt 


E CLONING a human being were as 
easy as reproducing a media storm, 
then Severino Antinori, an Italian doc- 
tor, and Panos Zavos, an American re- 
searcher, would be masters of their craft. 
In March, the pair caused a furore in 
Rome when they announced that they 
would start cloning a human being by 
the end of the year. This week, the 
controversial couple, together with Bri- 
gitte Boisselier, the head of Clonaid, the 
cloning arm of the Raelians (a slightly 
weird sect), repeated the trick for the 
cameras at America’s National Academy 
of Sciences. 

The academy is supposed to present 
a report on cloning to Congress in the 
next month. Dr Antinori says his goal is 
to tackle male infertility. Genetic mate- 
rial from men who are unable to have 
children (even with the latest fertilisa- 
tion techniques) will be put into eggs, 
and the embryos allowed to develop 
into babies. Such nuclear transfer pro- 
duced Dolly the sheep, the world’s first 
cloned mammal, four years ago. As for 
Clonaid, its more disturbing ambitions 
include a plan to clone a dead child. 

Just how far the cloners’ experiments 
have progressed is a matter of much 
speculation. With so many infertile peo- 
ple desperate to have children, money is 
not the problem. Although one of Clo- 
naid’s prospective backers is having sec- 
ond thoughts, both Dr Antinori and Dr 
Boisselier claim to have enough cash (at 


least $1m) to clone a person. There are 
plenty of volunteers willing to donate 
cells or provide a cosy womb for the 
cloned creation. 

Nor is location much of an obstacle. 
Shaun Pattinson, a legal expert at Shef- 
field University, points out that, al- 
though governments talk tough on 
cloning, few have actually banned it. 
Britain’s Parliament, for example, passed 
a law this year allowing so-called “thera- 
peutic” cloning for the purpose of creat- 
ing stem cells for research, but it has yet 
to enact the government’s promised ban 
on reproductive cloning. America must 
wait to see if the Senate will uphold the 
recent vote in the House to prohibit all 
forms of human cloning. 

The real hurdle for the cloners is their 
expertise (or complete lack of it). Even 
experienced animal cloners need hun- 
dreds of egg cells to produce only a 
handful of live cows or sheep. The diffi- 
culty lies, not so much in actually mov- 
ing nuclei about or manipulating 
embryos, but in understanding what 
goes wrong along the way. Problems in 
gene development lead to high rates of 
death and deformity in cloned animals, 
for reasons that scientists scarcely under- 
stand and have little means of prevent- 
ing. Until these problems can be worked 
out in animals, the road to human clon- 
ing could be filled with needless casual- 
ties. That prospect should be more than 
a little troubling for the two doctors. 
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HE Democrats are supposed to be the “mommy party” and 

the Republicans the “daddy party”. Voters expect the Repub- 
licans to deal with manly problems like the economy and de- 
fence while the Democrats worry their pretty little heads about 
education and the environment. But for how much longer? 
George Bush is doing more on his four-week holiday at his 
ranch in Crawford, Texas, than taking invigorating walks in the 
100-degree heat. He is masterminding a Republican sex change. 

Just before Mr Bush skipped steamy Washington for some- 
where even hotter, the White House dropped a series of heavy 
hints about things to come. Henceforth macho issues like taxes 
and energy will take a back seat to “values” (whatever they are), 
communities (ditto) and families. Mr Bush will unveil plans to 
provide prescription medicines for seniors and a welcome mat 
for immigrants. He will talk endlessly about his plans for educa- 
tion and faith-based care: His cringingly named “home to the 
heartland” holiday has already included the president helping 
put up a new house for a needy single mother. 

The reason for this embrace of mommy issues is not hard to 
find. Mr Bush’s job-approval rating is a solid if unspectacular 
57%. But he does poorly with women and moderates. He also 
suffers from a widespread feeling that he is out of touch with or- 
dinary people—that he cares more about corporate bosses than 
working stiffs. The new values agenda is intended to put a hu- 
man face on the administration. It is also meant to make good 
Mr Bush’s repeated promise during the election that he is a dif- 
ferent sort of conservative—a compassionate conservative. 

The further Oprah Winfreyisation of American politics is not 
an edifying prospect. But emphasising values has a long and dis- 
tinguished tradition in American life. James Madison argued 
that republican governments require a higher degree of virtue 
among their citizens than do other forms of government. 
Thomas Jefferson argued that one of the benefits of self-govern- 
ment is that it helps to form character. Opinion polls repeatedly 
show that Americans regard moral decline as one of the most 
urgent problems facing the country—and that combating it re- 
quires a mixture of voluntary effort and government initiative. 

Whether this new phase in Mr Bush’s presidency owes more 
to Oprah or Madison will become less important than whether 
values can be given political substance. William Galston, who, 


poor man, was Bill Clinton’s values man for a while, points out 
that it is hard to sustain the president's involvement when more 
urgent issues command his attention. Cultural trends, he adds, 
are particularly difficult to change. Mr Bush also faces a couple 
of problems that are specific to his brand of conservatism. 

First, embracing mommy issues could lead inexorably to em- 
bracing mommy solutions. Compassionate conservatism was 
supposed to tackle liberal issues with conservative solutions. 
Rather than ceding things like poverty or education to Demo- 
crats, as the elder Bush had, the president would point out that 
the best way to reduce poverty is to discourage illegitimacy and. 
the best way to improve education is to challenge the public- 
school monopoly with vouchers. Yet on education, his signature 
issue, Bush junior has mutated into Bush senior, surrendering 
his tiny voucher provision without a fight, watering down tests 
and failing to speak out against bilingual education, despite the 
evidence from California that getting rid of it improves the per- 
formance of non-English-speaking children. 

Mr Bush’s second problem is that the most innovative bit of 
his moral agenda—his faith-based initiative—is a Pandora’s box. 
The separation of church from state matters hugely to many vot- 
ers, and not just because they want a secular government. Chet 
Edwards, the Democratic congressman whose district includes __ 
Mr Bush’s ranch, worries that federal regulations will “make our 
houses of worship an arm of the government”. America’s priv- 
ate churches, he points out, are full, whereas churches in Europe, 
where there is greater state involvement, are empty. 

The cynical view is that none of this matters. Mr Bush 
doesn’t actually have to fix inner-city schools or cure homeless- 
ness. He just has to persuade swing voters that he cares about 
people other than company bosses. But, even judged in these 
terms, many of the ideas that the administration has come up 
with look insubstantial or worse. There is talk about making it 
easier for grandchildren to e-mail their grandparents, persuading: 
news organisations to report more good news and promoting -` 
films that “do not further racial stereotypes”. Republican enthu- 
siasm for these ideas will hardly be increased by the factthat > 
some White House officials are going around saying that they 
want to deliver Clintonism without Clinton. 



















































The preacher mustn’t mutter 
Worse, the whole thing may end up drawing attention to Mr 
Bush’s biggest weakness: his poor performance as a communi- 
cator. There are few greater tests of a president's rhetorical skill 
than his ability to address moral issues. Remember John Ken- - 
nedy's injunction that Americans stop asking what their coun: 
try could do for them? But so far Mr Bush has been at his- 
weakest in using the bully pulpit. He has a way of looking small - 
and out of place when he speaks in public—like a schoolboy. *. 
who has been put on the podium by mistake. In addressing 
moral issues, Mr Bush will need to walk a particularly fine line. 
between sounding judgmental and coming across as merely 
vacuous. The worry is that he will fall flat on his face. i 
Mr Bush demonstrated at the Republican convention that he 
is a master of the politics of mood music. He may also be able to 
persuade people that his education reforms, for all their flaws, 
provide the substance that his new agenda needs. But dealing 
with mommy issues is likely to prove much harder than dealing 
with the good old Republican staples that dominated Mr Bush’s 
first six months. Perhaps a four-week holiday is too short. @ 
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Central America has been trying to get itself together for over 160 years. Coulda 
new development plan from Mexico give it the push it needs? 


Ik 1839 John Lloyd Stephens, a lawyer 
and adventurer, was dispatched by the 
United States to find the government of the 
Central American Republic and to estab- 
lish diplomatic ties. His ten-month trek 
through the jungles made him famous as 
both a travel writer and an archaeologist, 
but as a diplomat he was less successful. 
“After diligent search,” he reported, “no 
government found.” 

There was none. The short-lived Cen- 
tral American federation had already be- 
gun to split into the separate republics of 
Guatemala, Honduras, El Salvador, Nicara- 
gua and Costa Rica; Panama appeared 
later, a splinter of Colombia. Small, mostly 
poor, and vulnerable to economic change 
and natural disasters, they would have 
much to gain from refederation, or at least 
co-operation. But their attempts at integra- 
tion have been fitful. 

The original five linked up in the Cen- 
tral American Common Market (CACM) in 
1960, but its progress was halted first by a 
brief war between El Salvador and Hon- 
duras, and then by guerrilla conflicts in 
several countries. In the past decade the 
wars have ended, the common market has 
been revived, exports have risen and econ- 
omic growth has returned. Regional insti- 
tutions have proliferated and several 
grand integration schemes have been pro- 
posed. The latest proposal is the Puebla-to- 


Panama Plan, a development plan ped- 
dled by Mexico’s new president, Vicente 
Fox, for the south of his country and for 
Central America. This week the region’s fi- 
nance ministers met at the Inter-American 
Development Bank (1pB) in Washington to 
discuss how to raise money for it. But de- 
spite all this, the dream of uniting Central 
America seems as distant as ever. 


Trying to merge unequals 

Combined, the population of the Central 
American six is similar to that of Califor- 
nia, but their Gpp is smaller than that of 
Mississippi. They face many common pro- 
blems, which would be easier tackled 
jointly, according to “Central America 
2020”, a recent study of the region’s pros- 
pects commissioned by the European Un- 
ion and the United States Agency for Inter- 
national Development It reports that only 
10m Central Americans are real consum- 
ers; total demand is worth less than that in 
Mexico city. Coffee is a main export, but all 
of Central America sells less than Viet- 
nam. Much of the isthmus has been 
scarred by environmental damage, which 
exacerbates its vulnerability to natural di- 
sasters (the floods of Hurricane Mitch in 
1998 hit deforested areas especially hard). 
Businesses tend to be small and weak, and 
to lack credit. Health and education sys- 
tems, and political institutions, are also 
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generally weak (though Costa Rica’s are an 
exception). As well as corruption, several 
countries suffer from a post-war surge in 
violent crime. Poverty and inequality are 
deep-rooted. Only one Guatemalan in five 
goes to secondary school, but Guatemala 
city has more helicopters per person than 
any other city in the world, for example. 

In the 1960s the goal of integration was 
to create a protectionist trade block. Now, 
says Oscar Santamaria, the head of the 
Central American Integration System, 
“integration is not seen as an end, but as a 
means to development”. As well as a cus- 
toms union, most officials say that in the 
long term they want European-style inte- 
gration, with closer political links and a 
single currency, probably the dollar. 

But even the customs union is not yet a 
reality. Since 1996, the trend has been 
away from a common external tariff: aver- 
age external tariffs among the five CACM 
members vary from 4% to 12%, and some 
countries still levy tariffs on their neigh- 
bours’ exports. Miguel Lacayo, El Salva- 
dor’s economy minister, estimates that ta- 
riffs, other charges and customs delays at 
borders cost 2-3% of regional GDP a year. 
Neither is business always enthusiastic for 
change. Flour millers that enjoy national 
monopolies have resisted free trade, for ex- 
ample. Though the financial industry is 
slowly consolidating, the five countries 
still have 125 banks between them. 

Behind that spotty progress lie big ob- 
stacles to integration. The first is the as- 
tounding variation in development (see 
map). Costa Rica’s GDP per person is six 
times that of Nicaragua, a gap almost as 
large as that between the United States 
and Mexico. History has a lot to do with it. 
Costa Rica, whose economic backbone 
was family-run coffee farms set up by » 
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» European migrants, has been a democracy 
for half a century. El Salvador, Guatemala 
and Nicaragua were plantation econo- 
mies, and have suffered civil wars of vary- 
ing lengths. Honduras remained stable, al- 
beit under mainly military rule, until 1982, 
but has been condemned to poverty by 
difficult geography and poor soil. Panama 
has stood apart, sustained by its canal, 
banks and free-trade zone. 

So Central America rarely functions as 
one. Richer Costa Rica and Panama, scared 
of being dragged down by their poorer 
neighbours, have always been sniffier 
about integration (Panama is not even a 
member of CACM). The other four are 
working alone on, for example, standar- 
dising registration procedures for foods 
and medicines. The fastest pace of integra- 
tion has been set by El Salvador and Guate- 
mala, which are planning a bilateral cus- 
toms union with common collection of 
customs revenue. El Salvador last year 
joined Panama in adopting the American 
dollar as its currency; Guatemala now 
uses the greenback alongside its quetzal. 
Last year, with Honduras, the two fast- 
movers signed a free-trade treaty with 
Mexico. Costa Rica has struck its own free- 
trade deals with Canada and Mexico. Pan- 
ama has been left out of regional trade 
deals with Chile and the Dominican Re- 
public. Belize, a tiny former British colony, 
is keen to join the fun; its officials try to 
learn Spanish, but they are only observers 
in most regional discussions. 


Another year, another plan 
All in all, there are some 30 regional bo- 
dies, from a parliament (in Guatemala) toa 
court of justice (in Nicaragua) to a disaster 
prevention centre (in Panama). But they 
have little or no power. Guatemala and 
Costa Rica, for instance, do not recognise 
the court. Important institutions are miss- 
ing, too: there is no mechanism for settling 
trade disputes, nor any regional body to 
negotiate trade deals with third countries. 
Enthusiasm for integration ebbs and 


flows according to the whims of govern- 
ments. At present El Salvador is keen, but 
Costa Rica, Honduras and Nicaragua are 
preoccupied with forthcoming elections. 
Anachronistic border disputes do not 
help: Honduras and Nicaragua slapped 
punitive tariffs on each other’s goods last 
year as they squabbled over a patch of sea. 
Enter Mexico’s Mr Fox. One of the big- 
gest difficulties he faces is to narrow the 
gap between northern and southern Mex- 
ico, which rivals those between Central 
American countries. Doing that while also 
helping the region looks like a good way to 
rustle up more money. Mr Fox's ambitious 
Puebla-to-Panama Plan would link nine 
states in southern Mexico to the isthmus 
with new roads and electrical and tele- 
coms links. The plan also calls for inte- 
grated disaster prevention; better health, 
education and housing; investment pro- 
motion; stronger national and regional in- 
stitutions; and environmental protection. 
Nice idea, albeit not quite original. The 
Central American part of Puebla-to-Pan- 
ama draws on a proposal by the now- 
defunct Harvard Institute for International 
Development and INCAE, a Costa Rican 
business school, formally adopted by the 
region’s presidents in 1999 (not that they 
did much with it). This advocated “clus- 
ters” of development in four industries: 
textiles, high-value agribusiness, electron- 
ics and tourism. Puebla-to-Panama also 
gives a nod to the “Central America 2020” 
report, which calls for less reliance on ex- 
port-led growth and more support for 
small businesses, and a more participa- 
tory approach to development. 
Opponents of the new scheme worry 
that the talk about protecting the environ- 
ment and helping the poor will remain 
just talk, and that the plan will create un- 
controlled industrial growth of the kind 
that has turned Mexico's border with the 
United States into an environmental and 
social disaster. “Central America doesn't 
have a clear agenda of its own,” says Rob- 
erto Gochez of Funde, a left-wing think- 


tank in San Salvador. “The institutions are 
weak and the rules, for example in negoti- 
ating free-trade agreements, have often 
been ignored.” 

The scheme’s backers have other ques- 
tions to answer, such as how to pay for and 
execute it. The Puebla-to-Panama financ- 
ing committee is supposed to presenta first 
report by September. But Enrique Iglesias, 
the 1pB’s president, has admitted that it 
will be hard to drum up enthusiasm until 
the projects are better defined. 

That may take a while, both because of 
the plan’s complexity but also because of 
the way it is run. A central staff of just 12 
people, based in Mexico city, will parcel 
out tasks to committees involving every- 
one with an interest: state and local gov- 
ernments, social groups and business 
organisations. That way, hopes Hector Fe- 
reira, the project's deputy director, it may 
not be rejected as a diktat from Mexico city. 

Perhaps, but it also means things will 
happen more slowly, and local problems 
are likely to hold things up. One obstacle is 
the Zapatist rebellion in Mexico’s southern 
state of Chiapas. Mr Fox’s efforts to end the 
rebellion have failed, the state remains 
tense and full of soldiers, and the Zapatists 
are sceptical of capitalist development. 

That Puebla-to-Panama is the first dev- 
elopment plan for Central America with a 
single outside backer (Mexico) may help it 
forward. But its success will still depend on 
the politicians who must put it into prac- 
tice, and in particular on how keen, organ- 
ised and honest they are—all of which va- 
ries greatly from one country to another. 
As a modern-day Stephens might observe: 
“After diligent search, many governments 
found, some better than others.” m 





Bolivia 
One-year 
wonder? 


LA PAZ 
The new presidentisin a hurry 


ORGE QUIROGA is not a typical Latin 

American politician. Boyish, intense, 

workaholic, American-educated and flu- 
ent in English, he comes across as what he 
once was: a sales manager for IBM. On Au- 
gust 7th he was sworn in as Bolivia's presi- 
dent. But he has only a year to test whether 
his brand of conservative technocracy can 
lift one of South America’s poorest coun- 
tries out of its discontents. 

Mr Quiroga replaces Hugo Banzer, who 
has stepped down after only four years of 
his five-year term because he has cancer, 
The change is a generational one. Mr Ban- 
zer had been a central figure in Bolivia’s 
politics since the 1970s, when he ruled asa »» 





» military dictator. Mr Quiroga, aged 41, is 
Bolivia's first president to be born after the 
country’s nationalist revolution of 1952. 

Mr Quiroga, who was the vice-presi- 
dent, leads the modernising wing of Mr 
Banzer’s conservative National Demo- 
cratic Action (ADN) party. He has little in 
common with the retired generals who 
made up Mr Banzer's inner circle. But he is 
likely to stick with many of his former 
boss’s policies. He has praised Mr Banzer 
for having turned Bolivia from a coca econ- 
omy to a gas economy. 

Unfortunately, Mr Banzer’s success in 
eradicating most of Bolivia’s coca crop, 
and thus much of its drug industry, has 
come at a cost in jobs. Despite the benefits 
of natural gas, the economy has been lan- 
guishing, a victim of external squalls. Un- 
employment and crime are rising, and the 
government is unpopular, partly because 
of corruption scandals. Bolivia risks a 
“profound crisis”, says Carlos Calvo, the 
head of the private business association. 

Mr Quiroga has good relations with the 
United States, and with the international 
financial institutions. That could be help- 
ful. Although creditors approved an “en- 
hanced” debt-relief scheme for Bolivia in 
June, more is needed to get the economy 
moving. With government revenues fall- 
ing, Mr Quiroga has said he will cut spend- 
ing on bureaucracy. He has also promised 
to attack political patronage and corrup- 
tion, partly by creating a civil service. 

The old guard in the apn, and its co- 
alition partners, have given Mr Quiroga a 
free hand in forming his cabinet. But a gen- 
eral election is only ten months away. Ten 
months, however, is a long time in Boliv- 
ian politics: almost half of its 79 previous 
governments lasted less than a year. @ 





Mexican politics 


Love in the PRI 


MEXICO CITY 
Mexico’s former ruling party reverses 
its losing streak 


Fo: the Institutional Revolutionary 
Party (prt), a narrow victory in the elec- 
tion for governor of the state of Tabasco on 
August 5th was a breath of life. The party 
that ruled Mexico for 71 years had been 
looking as sorry as a stray dog: not only did 
it lose the presidency last year, but it had 
not won a state poll in almost two years. 
Victory is particularly sweet because 
the election was a re-run of one held in Oc- 
tober and annulled because of alleged 
vote-rigging by the pri and Tabasco’s gov- 
ernor, Roberto Madrazo. This time the PRI 
won by a fairly convincing margin, of al- 
most five percentage points. Its candidate, 
Manuel Andrade, aged 35, had two de- 


cades of local political activism behind 
him. 

Another winner, though, is Mr Ma- 
drazo, who had slunk off to the United 
States after the October fiasco. Broadly 
speaking, the pri is split between moder- 
nisers, who ran the previous government 
and dominate the current party leader- 
ship, and traditionalists like Mr Madrazo, 
who tend to favour protectionism and a 
strong state. Since losing the presidential 
nomination in 1999, Mr Madrazo has had 
his eye on the party chairmanship. The Ta- 
basco election was widely seen as a test of 
his credibility for that job. 

Anew leader is badly needed. So, too, is 
a strategy. Out of power, the PRI does not 
know where to put itself in the political 
spectrum. The right is occupied by Presi- 
dent Vicente Fox’s conservative National 
Action Party (PAN). The fuzzy, social- 
democratic centre arguably belongs to Mr 
Fox himself, never a traditional PAN man. 
For the past dozen years, the left has been 
the province of the Party of the Demo- 
cratic Revolution (PRD), many of whose 





leaders were pri dissidents. 

The pri’s confusion makes for strange 
bedfellows. Last month it joined the PRD 
in sponsoring a meeting in Mexico of the 
Socialist International. Does this mean itis 
heading leftwards? No, says Fidel Herrera, 
a PRI senator: “We want to take the broad 
centre. We can accommodate everything 
from socialism to Christian democracy.” 

The prr’s efforts to woo young voters, 
who shunned it in the presidential elec- 
tion, are equally haphazard. They range 
from a proposal for an all-inclusive “youth 
law” on how the state should deal with 
young people’s needs, to a dating service 
on the party’s website, exhorting people to 
“find love in the PRI”. 

The leadership also wants at least a 
third of the delegates to its party congress 
in November to be under 30. That is when 
Mr Madrazo, who at 49 is young by PRI 
standards, will make his leadership bid. If 
he were to win, many modernisers would 
leave the party. So though Tabasco may 
have made the prt happy for now, it could 
mean tears later on. # 
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The cost of the intifada 





Pain, unequally spread 


JERUSALEM 


The Palestinians suffer most, but loss of confidence affects the region too 


N THE brutal slugging match that the inti- 

fada has become, there are few winners. 
Israeli makers of barbed wire and concrete 
blocks are doing a brisk trade. So is the 
makeshift industry servicing the check- 
points that have turned the occupied terri- 
tories into an archipelago of barricaded 
towns and villages: car-washers, peanut- 
vendors and the small boys who, for a 
shekel, will ferry shopping bags past Israeli 
guns. But aside from the terrible toll in 
lives, the unrest is costing dearly in terms 
of livelihoods, hurting not just the Israeli 
and Palestinian economies, but all their 
neighbours’ too. 

As in the fighting, the pain is hardly 
equal. Palestinian incomes were a tenth of 
Israeli ones a year ago. Now they are a 
twentieth. “We are like a camel living onits 
hump,” says Rafik al-Natshe, who runs the 
Palestinian ministry of labour by fax from 
a training institute in Hebron, because he 
cannot be sure of getting to its Ramallah 
headquarters some 40km (25 miles) away. 

Of them people bottled up in the Gaza 
strip, four-fifths have fallen below the pov- 
erty line, compared with one-third before 
the intifada; more than half survive on 
emergency UN rations. Two-thirds of the 
workforce is idle (compared with one-fifth 
before), either because they cannot go to 
jobs in Israel, or because local businesses 
have closed for lack of supplies and mar- 


kets. The West Bank, partitioned at gun- 
point into some 60 islands, hardly fares 
better. Poverty has quadrupled to cover 
more than half the population, and well 
over a third are unemployed. The trip from 
Hebron to Ramallah takes less than an 
hour along the bypasses built exclusively 
for Israeli settlers. For Palestinians it is a 
three-to-four-hour journey, punctuated by 
eight or more changes of transport and 
long walks in between, depending on how 
often Israeli soldiers bar the bumpy back- 
roads to which Palestinians are restricted. 

The 28 hotels of Bethlehem, a town that 
lives from tourism, are lifeless shells. He- 
bron’s crumbling old city is an eerie ghost 
town. The Israeli army has locked its 
35,000 residents under a near-permanent 
curfew to “protect” the 500 armed Israeli 
colonists who live in their midst. 

“Frankly, we are strangling them,” says 
an Israeli economist. Yet he does not be- 
lieve the tactic will work. The Palestinians 
remain cushioned by strong families, by 
aid from abroad that may amount to some 
$500 a head this year, and by a gritty will 
to survive. The Palestinian Authority's 
120,000 employees have taken pay cuts, 
but Arab money keeps the government 
afloat even though Israel refuses to transfer 
the customs revenues that used to provide 
two-thirds of its income. 

The withheld funds, some $30m a 
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month, help offset the increased cost of Is- 
rael’s occupation. But this does not com- 
pensate for the halving of Israel's $2 bil- 
lion-a-year trade with the territories, or the 
50% plunge in its tourism receipts since the 
intifada erupted, or the slump in building 
caused by the cutting-off of cheap Palestin- 
ian labour. Israel’s economic growth, a 
heady 6% in 2000, is expected to tumble 
well below 2% this year, its lowest level 
since the 1970s. Still, this represents little 
more than a pinch for an economy in 
which living standards are on a par with 
Western Europe's. 

If Israeli productivity approaches Ger- 
man levels, this is largely because of the 
success of one sector. High-tech industries 
have accounted for a third of Israel's econ- 
omic growth in the past decade. Now, in- 
conveniently, this industry's global woes 
are adding to Israel's troubles. Damage 
from the intifada looks paltry next to the 
$63 billion in paper value lost in the past 18 
months by the 100-odd Israeli technology 
stocks listed on foreign exchanges, a sum 
equal to more than half of Israel’s GNP. 

Of course, the losers were nearly all for- 
eign punters. A glance at the booming sub- 
urbs of Tel Aviv, agleam with start-up fac- 
tories, suggests that plenty of vigour 
remains from an economic high point just 
before the intifada began. Over $4 billion a 
year in aid from abroad does not hurt, ei- 
ther. Israel’s high degree of globalisation is 
also a useful insulator. Half a dozen of its 
top companies, for example, are full- 
blown multinationals that make most of 
their money elsewhere. 

As the unrest drags on, however, and as 
the world economy slows down, even Is- 
rael’s robust economy is feeling squeezed. 
Property prices in Jerusalem, where Israe- 
lis and Palestinians often clash, have al- 
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> ready fallen 20% since last year. Analysts 
attribute this year’s 50% decline in direct 
foreign investment, and the withdrawal of 
$1 billion in portfolio investment, to world 
market factors rather than security con- 
cerns. But a successful industrialist notes 
that customers now refuse to come to Is- 
rael. People don’t like to put their money 
where they themselves fear to tread. 

Foreign investors’ worries have already 
severely dampened neighbouring econo- 
mies. Lebanon’s government borrowed on 
a huge scale through the 1990s, largely in 
the hope that an approaching peace would 
allow it to reclaim its role as a regional ser- 
vice centre. Debt-servicing now eats up a 
ruinous 85% of its revenue, with no im- 
provement in prospect. 

Jordanian businesses bet on peace, too, 
spending over $1 billion on building hotels 
in the past three years. A 40% drop in west- 
ern visitors means that most of these are 
either half-finished or half-empty. Jor- 
dan’s top investment bank expects the 
country’s economic growth this year 
barely to match its population growth of 
3.3%. And although Syria and Egypt largely 


Israel and the Greek patriarchate 
The state backs off 


JERUSALEM 


have their own administrative bungling to 
blame for their current economic dol- 
drums, the general tension has not helped. 
Egyptian stock indexes, for example, are 
thudding along at all-time lows. 

The cost of lost confidence is hard, if not 
impossible, to quantify. However, it is sig- 
nificant that Israel and all its neighbours 
enjoyed high growth in the early 1990s, 
when the 1991 Madrid conference and the 
subsequent Oslo accords had begun to 
make peace seem not just nearer, but inev- 
itable. After 1996, however, even as the 
world boomed, all these countries started 
to slump. That was a year of terrorist 
strikes in Israeli cities and a new, hardline 
Israeli government under Binyamin Net- 
anyahu, whose foot-dragging on Oslo be- 
gan to destroy the general optimism. 

The region’s economies, all very dis- 
tinct, barely trade with one another. 
Clearly, however, gloom as well as opti- 
mism is infectious. Now, with the Palestin- 
ians and the Israelis concurring about one 
thing only—that matters will get far worse 
before they perhaps get better—the gloom 
may spread even faster. m 


Whatis Israel’s interest in the new Greek Orthodox patriarch? 


YZANTINE is the only way to de- 

scribe Israel's attempts to influence 
the election of a new Greek Orthodox 
patriarch of Jerusalem to succeed the 
late Diodoros. The election, by a synod 
of senior clerics, is set for August 13th. 

On August 6th the government 
sheepishly informed the High Court that 
it was revoking its “irrevocable decision” 
issued in May to disqualify five of the 15 
candidates competing for this venerable 
office at the head of the largest and old- 
est Christian church in the Holy Land. 
The justice minister, who signed the ban 
had apparently been got at by officials 
purporting to be acting in the national 
interest. Later he had to reverse it. 

But whom were they trying to help or 
hinder? One of the five banned prelates, 
Irineos, metropolitan of lerapolis, is 
thought to be favoured by the Palestin- 
ian Authority. But another, Timothy, 
metropolitan of Vestra, is considered 
close to Israel. Among the faithful—the 
Greek Orthodox patriarchate ministers 
to some 400,000 adherents in Israel, Pal- 
estine and Jordan—rumours abound of 
shadowy deals and double-crossings. 

Since its establishment in 451, the pa- 
triarchate has accumulated some of the 
finest parts of Jerusalem. Its policy is to 
lease rather than to sell. The Israeli gov- 
ernment is a major lessee. Relations 





Who will succeed Diodoros? 


have generally been excellent until this 
crude attempt at election-rigging. Senior 
Orthodox clerics condemned it as “a 
most unacceptable interference inthe _ 
life of the patriarchate, the oldest church 
in the world.” Now that the minister has 
backed off, efforts to influence the elec- 
tion can resume their traditional modes 
of discretion and subtlety. 

One group with little to say about the 
matter is the Palestinian flock in nearby 
Bethlehem. Caught in nightly exchanges 
of fire, to them ecclesiastical politics may 
seem remote. 





AIDS in Botswana 


A new approach 


GABARONE 
AIDS-hit Botswana is trying free 
anti-retroviral drugs 


OTSWANA has the highest rate of HIV 

infection in the world: 350,000 of its 
1.7m people have the virus that causes 
AIDS. Over a third of its young adult popu- 
lation, the most productive and the most 
sexually active, are worst hit. Well over 
half of those aged between 25 and 29 years 
have the disease. Every hour, says the gov- 
ernment, a baby is infected. The overall 
rate is not slowing. Average life expectancy 
has fallen from 60 years to 40 and may 
drop to below 30 by 2010. Botswana's 
economy, an African success story, may 
stop growing at its current rate of about 
5.5% a year and expand instead at under 
2.5%, says the IMF. “We are frightened,” 
says President Festus Mogae, “Wouldn't 
you be frightened?” 

Can Botswana beat it? Behaviour is 
changing, but slowly. To chip away at the 
stigma that surrounds the disease, some 
politicians have begun to take Hv tests in 
public at one of half a dozen new centres. 
But too few ordinary people opt for them. 
A mere one in ten of those who are in- 
fected knows it. The use of condoms is en- 
couraged—one slogan advises, “Stay alive 
and condomise”—and the government 
says it gave out 12m of them last year. But 
studies suggest few are used. 

Newspapers are full of advertisements 
warning against unsafe sex, and messages 
have been broadcast for so long that villag- 
ers call the illness the “radio disease”. But 
after 15 years of public-awareness cam- 
paigns to change sexual behaviour, the in- 
fection rate is still rising. 

So now the government is trying a 
route unique in Africa: free anti-retroviral 


drugs. “It is probably a test case. This is the 


only developing country with an ad- 
vanced, comprehensive approach,” says 
Donald de Korte, a Dutchman who heads 
the project. For five years, most of the 
drugs—which limit opportunistic disease, 
and make a patient less infectious to oth- 
ers—will be given free by Merck, a pharma- 
ceutical company. An extra $100m (from 
Merck and the medical foundation started 
by Microsoft's Bill Gates) is to be spent on 
training nurses, education, more condoms 
and creating more hospital beds. 

The hope is that the drugs will both 
help infected people and encourage every- 
one to change behaviour. Until now, peo- 
ple turned down Hiv tests because no ef- 
fective therapy was on offer. Why take a 
test, and risk the stigma of being known to 


be a carrier, if no treatment was available? »» 
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But since the government said in February 
that it would provide drugs free to all resi- 
dents, the testing centres have seen a 
boom in custom. As people learn of their 
infection—or lack of it-they may be more 
likely to change sexual behaviour. They 
may even begin to talk about the disease 
and how to manage it. 

Botswana is relatively rich. Last year its 
GDP per person was over $3,500—vastly 
above the African average—and thanks to 
diamond exports it had foreign reserves of 
more than $6 billion. It also gets some 
Aips-treatment drugs free. But even with- 
out the gifts, the $1-a-day cost of triple-ther- 
apy drugs for each patient is manageable. 

Providing anti-retrovirals is only part of 
the solution. The country also needs a 
good health infrastructure, testing labora- 
tories, lots of well-trained nurses and doc- 
tors. Once begun, anti-retrovirals must be 
taken for life. Infected mothers, who take 
them to avoid infecting their babies during 
childbirth, must also use powdered milk; 


Refugees 


Flight into penury 


breast feeding may pass on the disease. 

Some Batswana are already getting free 
anti-retrovirals. Debswana, a mining com- 
pany owned by the government and De 
Beers, which runs the diamond cartel, said 
in March that it would give anti-Arps 
drugs to any employees who needed 
them, and to up to one wife per worker. 

If it works, Botswana’s example will 
encourage other countries in Africa to fol- 
low suit. Some will be reluctant. Most of 
sub-Saharan Africa lacks Botswana's 
wealth, health system, foreign assistance 
and political leadership. And though the 
rates are high in Botswana, the sheer num- 
bers of infected people are higher else- 
where. Slow-to-respond South Africa next 
door has at least 4m. The cost and logistics 
of handing out pills there are daunting. 
What would it take to have a similar ap- 
proach in Botswana’s southern neighbour, 
in five years’ time? Mr de Korte says: “In 
South Africa, if we have no change in five 
years’ time? It will already be too late.” m 


The UN agency for refugees is facing a cash crunch 


EFUGEES may find themselves even 

worse off than usual this year. Faced 
with the prospect of a $150m budget short- 
fall, the United Nations High Commis- 
sioner for Refugees (UNHCR), which helps 
to look after more than 22m refugees and 
displaced people, has cut its 2001 budget 
by over $100m to $862m. It is shedding 
800 members of staff and closing down 
nine offices, including seven in Africa. 

Unlike the UN secretariat, which gets its 
money from mandatory government pay- 
ments, UN agencies rely on voluntary con- 
tributions. The money for the UNHCR, of 
which 95% comes from governments, is 
rarely enough; moreover, it does not al- 
ways arrive when it is most needed. So the 
agency usually just scrapes by, carrying 
over funds from previous years, or freezing 
its budget temporarily. But Ruud Lubbers, 
the former Dutch prime minister ap- 
pointed to run it last January, has decided 
it must cut its coat according to its cloth. 

By being a bit dramatic, Mr Lubbers 
wants to draw donors’ attention to the 
agency's chronic shortage of money. He 
has embarked on a campaign to persuade 
rich countries that, for each of their citi- 
zens, they should contribute $1 to the refu- 
gees’ cause. So far, few have done so. 

Over the years, the agency’s “clientele” 
has expanded from refugees—those who 
flee across borders—to “internally dis- 


placed persons” (1pps), who have been 
driven from their homes but have not 
crossed a border. The proliferation of wars, 
from Africa to the Balkans, has created 
soaring numbers of refugees and IDPS, 
and the UNHCR has had its hands full. Set- 
ting the $1-a-head target may bring minds 
to bear on the problem, but itis unlikely to 
raise much extra cash. Most industrialised 
countries are failing to meet UN targets for 
development aid, and the proportion of 
GDP they give to poor countries fell last 
year to the lowest level for years. 


His cup runneth not over 


t Who wants to help? 
UNHCR's spending per refugee, $ 


1992 93 94 95 96 97 98 99 2000 
Source: UNHCR 
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The UNHCR might do better to seek 
more private money. Private contribu- 
tions, from individuals, companies and 
foundations, typically make up less than 
5% of UNHCR’s annual income. By com- 
parison, the UN Children’s Fund (Unicef) 
derives a third of its $1 billion budget from 
private sources. Its fundraising relies 
heavily on a network of national commit- 
tees, some of them almost as old as the 
agency itself. Active in 37 countries, these 
are chartered by Unicef to organise cam- 
paigns on its behalf; they have helped to 
make Unicef Christmas cards, first mar- 
keted in 1949, best-sellers. An army of 
movie stars and sports celebrities has been 
recruited as goodwill ambassadors to pro- 
mote the agency and bring in the dollars. 

Cynics may argue that it is far easier to 
raise money for children than for refugees, 
but UNHCR could do better than it does. It 
is hardly a household name. Its network of 
national associations has only six groups, 
understaffed and under-equipped. To be- 
come better known, it plans to spend $4m 
this year strengthening its existing associa- 
tions, creating new ones and organising 
fundraising events. Angelina Jolie, a Holly- 
wood actress, may soon bear the torch for 
the agency. But UNHCR greeting cards are 
notin prospect: the refugees do not wantto 
be seen copying the children. m 
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Macedonia 


War or peace? 


OHRID 





Even with a peace deal signed, the danger of war in Macedonia is acute 


ONSIDERING the firepower, wealth 
and prestige of the international clubs 
they speak for—NATO and the European 
Union—the western negotiators who have 
been trying to bring peace to Macedonia 
are remarkably gloomy about their ability 
to ensure a happy future for one small 
European country. And whether or not the 
agreement initialled this week by Macedo- 
nia’s Slav and ethnic-Albanian politicians 
wins broad approval, there are plenty of 
reasons for the cautious note being struck 
by Francois Léotard, a Frenchman who 
speaks for the Eu, and his fellow mediator 
James Pardew, an American diplomat. 
Even if a 3,500-strong NATO peace- 
keeping force is successfully deployed and 
relieves Macedonia’s ethnic-Albanian re- 
bels of some of their weapons—as is fore- 
seen by a plan known as Operational Es- 
sential Harvest—there is enough hatred, 
mistrust and opportunism in the country 
to keep tensions strained, and guns sput- 
tering, for a long time to come. Hence the 
warning this week from Mr Léotard that 
Macedonia had all the ingredients for an 
internal war every bit as bloody as the pre- 
ceding wars that took up to 200,000 lives 
in various bits of ex-Yugoslavia over the 
past decade. Mr Léotard should know: he 
served as French defence minister during 


Bosnia’s bloodbath in the mid-1990s. 

The pessimists’ two main arguments 
reinforce one another. One is the self-con- 
fidence of the ethnic-Albanian fighters of 
the National Liberation Army, who killed 
at least ten government soldiers in an am- 
bush on August 8th, on the road between 
Skopje, the capital, and Tetovo, an Alba- 
nian stronghold. The other main ground 
for gloom is the tough stand being taken by 
some of Macedonia’s Slav politicians— 
particularly the vMro party led by Ljubco 
Georgievski, the prime minister, and Ljube 
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Boskovski, who as interior minister over- 
sees the police and several shadowy para- 
military organisations. 

In the few days before this week’s sud- 
den escalation, the negotiations in Ohrid, 
a peaceful lakeside resort, had sparked 
some flickers of hope, with agreements 
sealed on issues that had hitherto been 
highly contentious. For instance, the two 
sides reached an understanding not only 
on the use of Albanian as an officially re- 
cognised language, but also on the even 
thornier issue of the police. Javier Solana, 
the Evu’s foreign-policy chief, trium- 
phantly announced that from 2002 on- 
wards the ethnic-Albanians’ contingent in 
the police force would be in line with their 
share of the total population. That share is 
itself disputed: the Albanians say they 
amount to at least a third of the popula- 
tion, whereas the Slav Macedonians put 
them at no more than a quarter. 

But the perkier message from the per- 
petually smiling Mr Solana was damp- 
ened by a fresh outburst from the prime 
minister and interior minister, who sud- 
denly insisted that the handover of weap- 
ons, due to be overseen by NATO, must 
take place before any peace deal could be 
signed. Not so, insisted the weary media- 
tors; disarmament and the ratification of a 
peace deal must work in parallel. In practi- 
cal terms, in the best imaginable circum- 
stances, this would mean that British, Ital- 
ian, French, German and possibly Czech 
soldiers would set foot on Macedonia’s 
scorching northern plains by mid-August, 
and Albanian rebels would start handing 
over Kalashnikovs just days afterwards. 

British officials were insisting this week 
that NATO's intervention would be pretty » 
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> brief—one or at most two months—and 
would not proceed at all unless there was a 
durable ceasefire, and rock-solid agree- 
ment between Macedonia’s rival peoples. 
But that will be elusive, to judge by the ran- 
corous tone of this week’s peace talks. 
After backing down on their demands for 
early disarmament, the vMro hawks 
tried to throw in extra demands for con- 
stitutional change. And just in case peace- 
makers might be in any doubt of the seri- 
ous nature of the rebels’ threat to the coun- 
try’s stability, Mr Boskovski’s special 
police units shot dead five members of an 
ethnic-Albanian rebel group discovered 
hiding in Skopje. 

Neither should there be any illusion 
that a disarmament programme, even if 
eventually carried out, would spell the 
end of armed Albanian nationalism, ei- 
ther in Macedonia or in other bits of the 
southern Balkans. However many weap- 
ons they hand over, there is little to stop 
the fighters hiding their best equipment in 
the mountains on the Kosovan border, ter- 
rain they have controlled since February. 

To an increasing extent, western dip- 
lomats and soldiers in the southern Bal- 
kans acknowledge that they have under- 
estimated militant Albanian nationalism; 
and that hopes of co-opting or “taming” 
it—by turning a blind eye to smuggling or 
worse—were unrealistic. In Kosovo, in par- 
ticular, the international protectorate’s 
claim to be fashioning a law-governed, 
multi-ethnic state is wearing thin. Western 
governments had hoped that setting up 
the Kosovo Protection Corps, a notionally 
civilian force, would absorb the energies 
of the battle-hardened Albanian rebels 
who had fought in parallel with NATO to 
wrest the province from Serbian control. 

But it has become painfully obvious 
that senior kpc men have been deeply in- 
volved in the armed uprising by ethnic Al- 
banians against Macedonia’s more-or-less 
pro-western, NATO-friendly government. 
In June, for example, the Bush administra- 
tion published a list of people banned 
from entering the United States—and 
whose assets there were being frozen— 
because they were fomenting rebellion 
against Macedonia’s government. Five on 
the list turned out to be top men in the sup- 
posedly respectable kpc. Hans Haekke- 
rup, the Dane who governs Kosovo on be- 
half of the uN, insisted that the five should 
be suspended from the corps, although 
America was at first reluctant to share with 
him the intelligence on which their ban- 
ning was based. 

Administering Kosovo has always in- 
volved a series of delicate judgments 
about when to crack down on, and when 
to turn a blind eye to, the linked phenom- 
ena of ethnic violence, smuggling and 
other forms of crime. The deepening crisis 
in Macedonia suggests that some judg- 
ments have been wrong. m 
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Italy 


The fruits of office 


Has Italy’s prime minister found a legislative fix for his judicial problems? 


AYS before Italy's general election, 

Gianni Agnelli, the octogenarian hon- 
orary chairman of Fiat, the country’s big- 
gest industrial group, scolded the foreign 
press for “passing judgment on a potential 
prime minister, treating our voters as if 
they were the electorate of a banana re- 
public”. On May 13th that potential prime 
minister, Silvio Berlusconi, won a hand- 
some victory. 

Last week the lower house of Italy's 
parliament, where Mr Berlusconi’s co- 
alition enjoys a majority of over 100, 
passed a bill, one of the new government's 
first, that deals with the crime of false ac- 
counting. The bill would shame even the 
voters of a banana republic. 

If it is approved in September without 
amendment by the upper house, the Sen- 
ate, where Mr Berlusconi's coalition has a 
smaller majority, and is then signed by 
Carlo Azeglio Ciampi, Italy’s president, the 
bill will become law. In that event, the ver- 
dict in two of the three criminal trials in 
which Mr Berlusconi is currently a defen- 
dant would be irrelevant. Whether inno- 
cent, as he maintains he is, or guilty of the 
alleged offences, Mr Berlusconi, who is It- 
aly’s richest man, would be cleared. 

How come? Reform of Italy’s false- 


Nice taste 


accounting laws has been discussed for 
some time. The magistrates who launched 
the mani pulite (clean hands) investiga- 
tions into corruption in 1992 have used the 
current legislation to prosecute a string of 
businessmen, including Mr Berlusconi. 
The previous government introduced a 
modest bill to reform the false-accounting 
laws, but parliament did not find time to 
enactit before the election. Mr Berlusconi's 
government has now presented this bill 
again—but with crucial amendments. 

One of these means that the bill now, 
in effect, decriminalises most offences of 
false accounting in private companies. 
This is because prosecutors will not be 
able to bring charges except in response to 
a complaint from a party—a shareholder, 
say, or a creditor—who is able to show 
damage as a result of the alleged fraud. Sec- 
ond, prison sentences, currently up to five 
years, are greatly reduced. Third, as a direct 
result of this reduction, the statute of limi- 
tations comes into effect much earlier. At 
present, a defendant can be convicted of 
an offence of false accounting for up to 15 
years after the offence was committed. Un- 
der the bill, this period is cut to a maxi- 
mum of seven years and six months. 

Two parliamentary committees drafted >> 









> and passed the new bill. One of these was 
the judicial-affairs committee, which is 
chaired by Gaetano Pecorella, a member 
of parliament for Forza Italia, Mr Berlus- 
coni’s party, who is a practising criminal 
lawyer. Mr Pecorella backed the crucial 
amendments, which were introduced at 
the committee stage. He is also, astonish- 
ingly, currently defending Mr Berlusconi 
against charges, which Mr Berlusconi de- 
nies, that he bribed judges. So is Niccolo 
Ghedini, another Forza Italia deputy who 
is a practising criminal lawyer sitting on 
the same parliamentary committee. 

The two criminal trials in which Italy’s 
prime minister is currently a defendant on 
charges of false accounting involve private 
companies that he owns. The first relates 
to alleged irregularities in the purchase of 
a footballer by Ac Milan, a football club he 
owns, and the second to alleged falsifica- 
tion of the accounts of Fininvest, his main 
holding company. He also faces further 
possible charges of falsification of the con- 
solidated accounts of Fininvest. All these 
alleged offences of false accounting relate 
to 1993 or before. So, under the new bill, if 
enacted, they would be covered by the re- 
defined statute of limitations. Under Italy’s 
penal code, this extinguishes the crime. 

In a separate legislative step last week, 
the Senate approved an accord that would 
establish guidelines for judicial co-opera- 
tion between Italy and Switzerland. The 
accord had been bogged down in parlia- 
ment for the past three years. Under it, evi- 
dence obtained by Italian magistrates from 
their Swiss counterparts may be chal- 
lenged in Italian courts if it has not been 
obtained in accordance with procedural 
rules that apply in international treaties. 
The accord is subject to ratification by the 
lower house later this year. 

In Mr Berlusconi's current trial for cor- 
rupting judges, the alleged trail of money 
from Mr Berlusconi via intermediaries to 
the judges relies heavily on evidence ob- 
tained from bank accounts in Switzerland. 
If the accord is ratified, and if Mr Pecorella 
and Mr Ghedini are able to find procedural 
defects in the way evidence was gathered 
in Switzerland, Mr Berlusconi may be off 
the hook on these charges as well. 

This autumn, the parliament may also 
debate a governmental plan to resolve Mr 
Berlusconi’s conflicts of interest. Under it, 
as proposed (but rejected by the opposi- 
tion), the speakers of the two houses 
would name a three-person watchdog to 
point out legislation that might lead to 
such conflicts, for him or other ministers. 

Mr Berlusconi failed in an attempt dur- 
ing his first spell as prime minister in 1994 
to pass a law, known to its foes as the de- 
creto salva ladri(save-the-thieves law), that 
would have let off people under investiga- 
tion by the mani pulite. This time, the pro- 
posed false-accounting legislation is much 
more likely to become law. Bananas? w 


German immigration 


Help wanted 


FRANKFURT 
Germany’s interior minister wants to 
loosen immigration controls 


NEMPLOYMENT is up, and a general 

election is little more than a year 
away. An odd moment for a politician to 
offer a welcome to foreign workers? Not, 
these days, for Otto Schily, Germany’s in- 
terior minister. Once Mr Schily said, “The 
boat is full.” Now he wants more hands in 
the engine room. Employers complain that 
Germany's unemployed are short of skills; 
and the proportion of retired people in the 
population is set to rise sharply in the com- 
ing decades. It seems that only foreigners 
by the hundreds of thousands (qualified 
ones, please) can do the job. 

Mr Schily’s plan broadly follows the re- 
cent report of a commission he set up, 
headed by Rita Siissmuth, a parliamentar- 
ian from the biggest opposition party, the 
Christian Democrats. Should his proposal 
become law, Germany will offer immedi- 
ate entry, for an indefinite time, to highly 
qualified foreign workers. Other hopefuls 
will be awarded points according to crite- 
ria such as age, qualifications and knowl- 
edge of German, and if they score enough, 
in they too will come. They will have to fol- 
low an “integration course”, learning Ger- 
man language and history, or risk losing 
their work permits. In principle, this marks 
a big change. In Germany, the norm has 
been to accept as permanent immigrants 
only people with strong blood ties. Mr 
Schily’s points system has been borrowed 
from Canada, a country with a history of 
selective economic immigration. His ver- 
sion may be tight: his draft calls it an “addi- 
tional, optional instrument” that will ap- 
ply in the first instance “only to a very 
limited number of immigrants.” 

Mr Schily would like his plan to be- 
come law next year. But backing from his 
own party, the Social Democrats, and its 
junior coalition partner, the Greens, 
would not suffice. The government is in a 
minority in the upper house, and he will 
need some votes there from the Christian 
Democrats and their Bavarian sister party, 
the Christian Social Union. So, at the risk 
of irritating the Greens, he has already 
taken some steps towards a deal. 

Immigrants admitted under the points 
system will be allowed to arrive with their 
children. But if they want these to follow 
later, there will be an age limit: up to the 
child's 12th birthday, not after (as against 
the 18th birthday proposed by the Greens 
or the tenth by the Christian Democrats). 

So far, the right-wing parties are hesi- 
tant. But Mr Schily faces other judges too, 








Come on in, says Schily 


the foreigners he is wooing. Cem Ozdemir, 
an MP (of ethnic-Turkish descent) who 
speaks on home affairs for the Greens, says 
that Germans have long had the false idea 
that “in the third world everyone sits on 
packed suitcases”, dreaming of living in a 
German “paradise”. The government's 
“green card” scheme, intended to attract 
up to 20,000 computer experts, especially 
from India, has not been a big success. 
Many people preferred America. “We 
need to make ourselves more attractive,” 
says Mr Ozdemir. Still, Mr Schily is taking 
the first step. = 


France 


Watch your wallet 


PARIS 
Crime is the voters’ biggest worry these 
days in France 


ITH practised ease, the pickpockets, 

mere children from Eastern Europe, 
yet again relieve the tourists, cramming 
into the Metro on their way to the Louvre, 
of cash and credit cards. With equal effi- 
ciency the teenage mugger from the hous- 
ing estates round Paris spots a business- 
man in mid-conversation and snatches 
away his cell phone. Meanwhile the duo 
on a motorbike weave through a traffic- 
jam looking for an open car-window and 
another handbag to grab. 

Are these isolated incidents of the kind 
that occur in any big city? Of course, but 
unhappily not as isolated as before. Ac- 
cording to police figures, thefts involving 
violence in public areas were up by 41% in 
the first half of this year compared with 
the first half of 2000, crime in the Metro by 
25%, pickpocketing and handbag-snatch- 


39 


» 





> ing by 13%. True, fewer cars were stolen 
and fewer banks hit by armed robbers. But 
overall the capital's crime figures were 7% 
up. Nationally, the rise was almost 10%. 

No wonder crime has become the 
number-one worry of the voters. Presi- 
dent Jacques Chirac recently advocated 
“zero tolerance”, New York-style. As, at first 
sight, well he might: last year, according to 
one report, France overtook the United 
States in criminality, with 4,244 crimes per 
100,000 people compared with the Amer- 
ican figure of 4,135. 

Or did it? Most countries’ crime statis- 
tics are open to large questions; the direc- 
tor of criminal studies at France’s national 
research centre has strongly criticised the 
methods used to make the comparison 
with America. France’s police, seeking 
higher pay and more members, have an in- 
terest in raising public fears (a police union 
earlier put the increase in crime at 12%). 
They are keen too to show the ill effects of 
the greater difficulty they have keeping 
suspects in custody, after a recent strength- 
ening of the presumption of innocence. 

No matter. The political question is 
how to lower the figures. The government 
has promised an extra 3,000 police. But 
there are already 146,000 national police 
answerable to the interior ministry, and 
101,000 gendarmes, controlled by the de- 
fence ministry. Add 13,000 municipal po- 
lice, employed (according to local budgets 
and political tastes) by various town and 
village councils, and France is not obvi- 
ously underpoliced. A better step might be 
to encourage the various forces to collabo- 
rate: the gendarmerie, responsible for the 
countryside and small towns, and the na- 
tional police, responsible for towns of 
20,000 inhabitants and more (which is 
where 75% of all crimes take place), are no- 
toriously jealous of each other. 

One other answer, judged legal for the 
first time in France last month, is to impose 
night-time curfews on the young and po- 
tentially delinquent. Already Orleans, 
some 100km (65 miles) south of Paris, is 
banning children under the age of 13 from 
roaming the night-time streets of its “diffi- 
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Light fingers in the city of light 


cult” areas. On the south coast Antibes, 
Cannes and Nice are applying the idea to 
tourist spots. 

Not all adults are happy. France's poor 
suburbs indeed breed delinquency, and 
the delinquents are becoming more mo- 
bile. But, as Bertrand Delanoé, the Socialist 
mayor of Paris, argues, curfews stigmatise 
some areas and so have a “segregationist 
logic that threatens to worsen the pro- 
blems they are supposed to resolve.” 
Moreover, he points out, plenty of laws al- 
ready exist that authorise the police to take 
idle youngsters off the streets at night, for 
their own and everyone else’s protection. 

Nor, he might add, is crime a solely 
dusk-to-dawn affair. Even at midday in 
this “city of light”, keep an eye on your 
handbag, your wallet, your credit cards 
and especially your mobile phone. m 





Women in Spain 


Beaten by men 


MADRID 
Spanish women are better treated than 
before—but they still have a way to go 


ALK into many a Spanish bar and 

you will find this admonition among 
the proverbs inscribed on the wall: La 
mujer en casa, con la pata quebrada (“Keep 
the woman at home, with a broken leg”). 
The advice is often followed. According to 
Miguel Lorente Acosta, a doctor who 
teaches medical law at Granada Univer- 
sity, more than 22,000 cases of domestic 
violence against women were reported 
last year, compared with 17,500 in 1997. 
And that—reported in his book grimly enti- 
tled “Mi Marido Me Pega Lo Normal” (“My 
husband beats me the usual amount”)—is 
just the tip of the iceberg. 

The figures do not prove that cases are 
rising, probably rather that women are 
readier to report them. The issue is now on 
the political agenda. Last year Jose Bono, 
the socialist premier of Castilla-La Man- 
cha, proposed publishing a list of guilty 
men, and the central government has 
promised an extra 13 billion pesetas 
($68m) for prevention and help for vic- 
tims. Even so, says Dr Lorente, many case 
files are “lost” by the largely male police: 
88% of them in 1990, still 43% a decade on. 

The role of women in Spanish society 
has changed fast since the country became 
a democracy after General Franco died in 
1975. He had swept away liberal reforms 
introduced in the 1930s, when Spain was a 
republic. For women specifically, these in- 
cluded a benevolent divorce law and cer- 
tain property rights. In the 1930s many 
women played a big part on the left, often 
fighting side by side with men in the pro- 





Men liked it that way 


Republic militias during the 1936-39 civil 
war. But after it the new regime, for the 
most part applauded by the church, put 
them backin the home as wives and moth- 
ers, with divorce forbidden and working 
outside frowned on. 

Change began in the 1960s when Spain 
opened up to tourists. Faced with compe- 
tition from sexually liberated north Euro- 
peans, Spanish women “declared war on 
them, on men and on their elders”, in the 
words of Lucia Graves, author of “A 
Woman Unknown”, which recounts her 
life as an Englishwoman married to a 
Spaniard at the time. That aggressive self- 
assertion continues. 

Not wholly successfully. At universi- 
ties, women students now outnumber 
men. A typical couple has one or two chil- 
dren these days, a far cry from the days 
when families of eight or ten were com- 
mon. But Spanish women still face the pro- 
blems of their sisters in northern Europe. 
Their progress at work is often blocked, 
their pay often lower than men’s. Jose 
Maria Aznar, Spain's centre-right prime 
minister, had four female cabinet minis- 
ters in his first term of office, three now— 
but an entirely different three. The Econo- 
mist’s correspondentis frequently the only 
woman at gatherings with businessmen 
or officials. And there is precious little “sis- 
terhood” among Spanish women. 

A new complication has arisen with 
the arrival of immigrants from Latin Amer- 
ica and North Africa. Last year women’s 
groups joined forces to seek a ban on a 
book by one of Spain’s foremost Muslim 
leaders in which he set out ways for the 
faithful to beat their wives without leaving 
external marks. 

The fight against domestic violence is 
bringing an ugly backlash. The number of 
domestic murders has increased: from 33 
in 1997 to 47 in 2000 (or 68 that year, in the 
view of women’s groups). And the provo- 
cation is often that the victim had reported 
her aggressor’s earlier mistreatment. An- 
other Spanish saying continues to ring 
true: “I killed her because she was mine, 
and if she were to rise again, she'd die.” m 


| Charlemagne Anatoly Kinakh 








Ukraine’s smooth new prime minister looks unlikely to stop the rot 








SEPEN orders are being issued. Ukraine must integrate 
fully in the world economy. There must be democracy and 
market reform. Both must be rooted in civil society, with human 
rights, freedom of speech, the rule of law and public control of 
the state. The country needs more small businesses and a stron- 
ger middle class. It also needs open government, which citizens 
can scrutinise on the Internet. 

Hang on a moment. Is this Sweden? Or is Anatoly Kinakh 
really talking about hapless, impoverished Ukraine, plagued by 
cronyism, incompetence and authoritarianism, notorious for 
political murders, murky scandals and corruption? Indeed he is. 
Whatever the shortcomings of Mr Kinakh’s new government, 
you can't fault its ambitions, particularly in the PR department. 

The difference extends beyond propaganda, though. Start 
with the atmosphere in the prime minister's office. Mr Kinakh’s 
predecessor, Viktor Yushchenko, was lively and likeable, but 
chaotic. Appointments might run four hours late by the end of 
the day or not happen at all. His waiting-room swarmed with 
nervous supplicants. Piles of papers covered every flat surface. 
His staff included opportunists and oddballs. Mr Kinakh’s style 
could hardly be more different. He and his aides radiate a 
slightly chilling self-discipline. Punctuality reigns. Decisions are 
made quickly and with little faffing around—or even discussion. 

The first results since he took office in late May are mildly en- 
couraging. With the formerly deadlocked political system now 
working smoothly, parliament has passed some long-awaited 
laws, including a new criminal code. The government eagerly 
seeks advice on improving corporate governance. Tedious reg- 
istration and insurance requirements for foreigners have gone. 

But it will take more than fine words and quick fixes to dispel 
the scepticism about Mr Kinakh, and Ukraine generally. He has 
taken over after a disgraceful year in the country’s short history, 
marked by a botched investigation into the murder of a journal- 
ist, by the cynical use of state power against the opposition, and 
by the leaking of bugged conversations that made the country’s 
leaders sound like a bunch of foul-mouthed thugs. 

The outside world would love it to be different. Ukraine and 
its 50m people are important for Eastern Europe's future. With 
good government and a bit of luck, it could be a stable, prosper- 
ous neighbour for the European Union. Yet it risks becoming a 


cesspit of poverty, crime and disease. Foreign policy is shaky, 
too. Sometimes Ukraine flirts with NATO, sometimes with neu- 
trality; sometimes it seems fated to become part of anew Rus- 
sian empire. Ten years of generous western aid have fostered 
corruption more than change. 

At first sight at least, Mr Kinakh looks an odd choice to sort all 
this out. Originally a shipyard engineer, his last job was running © 
the industrialists’ association, a stronghold of Ukraine’s crony 
capitalism. His most obvious qualification for the prime minis- 
tership was that he was unobjectionable, as well as being loyal 
to the president, Leonid Kuchma—which others might consider a 
dubious recommendation. Mr Kuchma, and officials and ty- 
coons close to him, are to blame for many of the country’s ills. 
They sniped at, then ditched, Mr Yushchenko, who was strongly 
backed by the West and popular with Ukraine’s long-suffering 
people. One of his leading ministers, Yulia Timoshenko, trod on 
some sensitive toes by trying to reform the energy industry. She 
was fired, briefly jailed and now heads the opposition. 

It is possible but unlikely that Mr Kinakh marks a sharp break 
with this dismal past. He argues that the powerful interests that 
used to block reform have changed their minds, There is now a 
“critical mass” for legality, openness and honest competition, `- 
Certainly, some changes are afoot in Ukrainian business. Asin `. 
Russia, managers who used simply to loot their companies are 
thinking a bit more long-term. But there is no change of heart in. 
greedy bureaucracies such as the customs service. Mr Kinakh 
smoothly concedes that there are lots of problems—and 
smoothly gets back on message. Change, he argues, is irrevers- 
ible. Reform of the bureaucracy is just a question of time. Fight- 
ing corruption means raising public-sector salaries (his own is 
about $450 a month). Ukraine must join the WTO as soon as 
possible, to help make Ukrainian business more competitive. 


When charity meets scepticism 
For sure, Mr Yushchenko’s two years in office laid useful founda 
tions. According to (questionable) official figures, the economy, | 
having shrunk by half after the Soviet collapse, is growing ata 
spanking 10% a year—much faster even than oil-rich Russia's. But 
Ukraine’s lucrative and murky energy industry in particular 
seems to be slipping back to its bad old ways. 

As for politics, the doubts overwhelm. Mr Kuchma and his 
pals are practised and ruthless in abusing power to keep it. The» 
rectors at Ukraine’s universities, for example, are told to send 
their students to official demonstrations and to keep them away _ 
from anti-Kuchma ones. Electoral fraud is widespread. The main _ 
state-run television channels virtually ignore popular figures 
such as Mr Yushchenko and Mrs Timoshenko. The gap between ` 
Mr Kinakh’s noble ambitions and Mr Kuchma’s habits will 
widen once campaigning starts next month for the general elec: 
tion in March. The authorities show no sign of tolerating a 
proper opposition. 

Mrs Timoshenko says Mr Kuchma’s model is Turkmenistan, 
an ex-Soviet police state in Central Asia with a bizarre presiden- 
tial personality cult. That may be too harsh. Butit isa fair bet 
that he is less interested in seeing Mr Kinakh engage in thorough 
reform than in managing Ukraine more smoothly, improving its 
image and making some changes that will not hurt the rich and 
powerful. Perhaps things could be worse. Like Russians, many 
Ukrainians just want some stability—even as their country rots, 
the talented leave and the gap with the rest of Europe grows. @ 
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Britain 


Northern Ireland 


History or bunk? 





At the beginning of the week, the peace process seemed to be taking aleap 
forward. By the end of the week it was teetering 


66 ISTORIC” and “important” said the 

Irish and British governments 
when the body charged with overseeing 
the decommissioning of terrorist guns said 
the Irish Republican Army had explained 
how it would put its arms “completely and 
verifiably beyond use”. Announcing the 
breakthrough on August 6th, John de 
Chastelain, the Canadian general who 
heads the body, said he was satisfied that 
the proposal initiated the process of de- 
commissioning. On August 9th, the IRA 
confirmed it had agreed a scheme to de- 
commission its weapons, but implied that 
the offer might be withdrawn if it was not 
taken seriously. 

That the 1RA was prepared to say any- 
thing at all about getting rid of its guns is 
indeed progress. But, upon examination, 
the announcement seemed less momen- 
tous than advertised. General de Chaste- 
lain gave no details of the method to be 
used for decommissioning, nor when it 
would begin. The move began to look like 
a scheme cooked up by Britain’s Prime 
Minister, Tony Blair, Ireland's Taoiseach, 
Bertie Ahern, and Sinn Fein, the IRA’s po- 
litical wing, to boost the stock of David 
Trimble (above). Mr Trimble, the Ulster 
Unionist leader and the main man on the 
unionist side pushing the peace process, 
announced in June that he would resign as 
first minister of the Northern Ireland As- 
sembly unless there was movementon de- 
commissioning. His resignation is due to 
come into effect on August 12th. 

In any event, unionists were unim- 


pressed. Jeffrey Donaldson, an Ulster 
Unionist hardliner, dismissed the an- 
nouncement. Even Mr Trimble did not 
seem to think that it went far enough. On 
August 8th, he said that the Assembly 
should be suspended unless the rA went 
further. “Even at this late stage,” he said, 
“the republicans can still save the process 
and save the Assembly by acting. But if 
they don’t act, it is they who have put the 
institutions at risk.” 

With the peace process stuck once more 
in argument, and with tensions higher 
after a bomb blamed on the splinter Real 
IRA exploded in London on August 2nd, 
the British government was faced with the 
problem caused by Mr Trimble’s resigna- 
tion—what to do about the Assembly. Un- 
like most Northern Irish deadlines, the Au- 
gust 12th one is written into legislation, 
and therefore immutable. 

As The Economist went to press, one of 
two outcomes seemed likely. Mr Trimble 
said that he wanted the Assembly to be 
suspended: he cannot rejoin the govern- 
ment unless decommissioning actually 
starts. The British government seemed to 
favour that option too: it hopes that after a 
summer break tempers might have cooled 
and the rra’s decommissioning scheme 
will progress in a way that begins to wear 
down or reduce unionist suspicion. 

The alternative—which Sinn Fein fa- 
vours—would be to dissolve the Assembly 
and call new elections, which would prob- 
ably be held in October. That course 
would have the advantage of restoring le- 
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gitimacy to the rather shaky institutions 
set up by the Good Friday Agreement of 
three years ago, and the disadvantage of 
increasing the power of Mr Adams and the 
fire-and-brimstone unionist, the Reverend 
lan Paisley, at the expense of their more 
moderate counterparts, the nationalist 
John Hume and Mr Trimble. The idea of 
Mr Paisley and Mr Adams as first minister 
and deputy first minister is almost surreal. 

The rise of the extremists is, ironically, a 
consequence of the peace process. On the 
unionist side, this is because compromise 
has always splintered the movement. To- 
day’s Ulster Unionists are the remnants of 
the monolithic party which governed 
Northern Ireland for 50 years. Hardliners 
have always been alert for signs of weak- 
ness in unionist leadership. Mr Trimble’s 
protracted armwrestling with republicans 
has allowed Mr Paisley to denounce him 
as a traitor and a dupe. 

On the nationalist side, Mr Hume is re- 
cognised as one of the main architects of 
the peace process. He has outshone the 
rather lacklustre politicians who have 
dominated Northern Irish politics, and 
turned himself into an international figure 
as the leader of the moderate nationalist 
movement he did so much to shape. But 
Mr Hume is 64, and the spre has an ageing 
membership, worn by the long years of vi- 
olence. Mr Adams is 12 years younger, and 
has been a similar force for reconstruction 
inside the republican movement. He leads 
a young and vigorous party, which treats 
parliamentary politics with the enthusi- 
asm of a novice. 

Most important, Mr Adams has guns 
behind him, and Mr Hume does not. By fo- 
cusing, as it had to, on disarming terrorists, 
the peace process has kept the spotlight on 
Sinn Fein and the 1rA. The nationalists 
who were already committed to peaceful 
means have been sidelined. 

In the general election in June, for the 
first time, Sinn Fein won more votes than 
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> the spip. The election left the four main 
parties bunched tightly together. The uur 
is still at the top, with 26.8% of the total 
vote. The pup gained ground, to replace 
the spuer as the second largest party, with 
22.6% of the vote. sr’s share of the total 
was 21.7%, the SDLP’s 21%. The betting is 
that, if another election were called, the 
drift in the peace process since the general 
election would benefit the pup and sr and 
worsen the UuP and SDLP positions. 

How bad for peace is the moderates’ 
loss of ground? Not, perhaps, as bad as 
might first appear. For the extremists are 
not the people they once were. That is 
most obviously true of Sinn Fein. The 
1R4’s political wing is now so wholly com- 
mitted to politics rather than war that its 


main argument with the uur is over the 
unionists’ refusal to sit with sr’s ministers 
in meetings with the Irish government. 
What's more, sf knows full well that its 
strength is the result of its commitment to 
peace. If that weakens, so does its power. 

It is harder to draw much comfort from 
the growing clout of the pup. Mr Paisley’s 
entire political career has been devoted to 
opposing any unionist move towards ac- 
commodating nationalists, and he has the 
scalps of previous unionist leaders to 
prove it. Yet even the pup, these days, ac- 
cepts that Northern Ireland’s future in- 
volves some sort of power-sharing. Peace 
has not come to Northern Ireland, but the 
process of trying to bring it about has 
changed the place forever. m 





Out of the loop 


Bids for bits of BT are showing up the company’s failure to define a strategy 


TS debt crisis may be behind it, but BT’s 
-A strategy~or lack thereof—is once again 
under scrutiny. Over the summer, the 
combination of a rights issue and the sale 
of various minority stakes in overseas op- 
erators has reduced its debt from £30 bil- 
lion ($42 billion) to around £17.5 billion. It 
‘has announced plans to spin off its wire- 
less arm, BT Wireless, leaving behind a 
rump fixed-line business, Future Bt (“Lega- 
cy BT is more like it,” says a cynical ob- 
server). But now that the fuss over its debt 
has died down, the new focus of specula- 
tion is two offers made recently for bits of 
BT’s infrastructure, which have called the 
firm’s strategy into question. 
The first bid, from a consortium called 





Earthlease, consisted of an offer of £8 bil- 
lion for BT’s “local loop”—the 28m pairs of 
copper wires that run from its telephone 
exchanges into homes and offices. A rival 
bid came from WestLB, a German invest- 
ment bank, which offered £18 billion for 
BT’s entire fixed-line infrastructure, includ- 
ing exchanges and long-distance lines. In 
both cases, BT would keep its existing cus- 
tomers, but would pay to use the network 
to provide services to them. BT has re- 
jected Earthlease’s offer, and is thought to 
be highly unlikely to accept WestLB’s. 
Should it have said yes? 

The argument is finely balanced. On 
the “no” side, both bids are regarded as too 
low; valuing the local loop is difficult, but 












£25 billion is widely thought to be nearer 
the mark for the whole network. Yet even 
at a higher price, selling off the infrastruc- 
ture does not make sense, say sceptics, 
since the local loop in particular is re- 
garded as one of BT’s most valuable assets. 
Mike Williams, an analyst at Deutsche 
Bank, worries that if Br simply became a 
retailer, it would be unable to balance pric- 
ing pressure with ability to manage its 
costs, and would get squeezed. 

A broader, but unspoken, objection is 
that selling off the infrastructure would let 
competitors in, since they would then be 
able to offer services over the network too. 
BT is already supposed to allow third par- 
ties access to its local infrastructure—so- 
called “local-loop unbundling”—but has 
done an excellent job of ensuring that, in 
practice, very few lines have been unbun- 
died. Last year, 40 operators expressed in- 
terest in using unbundled lines to offer ser- 
vices such as broadband Internet access 
and video. But BT’s foot-dragging, together 
with the difficulty of raising capital, means 
that most of these operators have dropped 
out. So far, BT has unbundled a grand total 
of 146 lines in the whole country. 

Largely as a result, Britain has by far the 
lowest take-up of broadband Internet ac- 
cess of any of the G7 nations, andis 22nd in 
the oxcD—behind Portugal and the Czech 
Republic. B1’s strategy seems to be to wait 
until all of its would-be competitors have 
given up, at which point it will have the 
market for sexy services such as broad- 
band Internet access to itself. ar denies 
this, of course, and blames a lack of con- 
sumer demand. 

The chief aim of the Earthlease and 
Westxs bids is to enable real unbundling 
to go ahead. Unlike BT, a company that 
owned just the infrastructure would 
clearly have an incentive to get as much 
use out of it as possible, by making it avail- 
able to new operators to provide all sorts 
of new services. That said, those in favour 
of a sell-off point out that there are a num- 
ber of ways in which st would benefit. 

For a start, BT gets a very low return on 
capital employed in its local loop: just 
0.2%, according to figures in its most recent 
report to Oftel, the telecoms regulator. So 
selling infrastructure should appeal to BT 
shareholders. It would also get the regula- 
tors off BT’s back, since it would no longer 
have an infrastructure monopoly. EU regu- 
lations mean that unbundling will have to 
happen eventually anyway; by selling off 
its infrastructure now, BT would raise lots 
of cash to spend on developing new ser- 
vices. Given the current financial climate, 
competitors will find it hard to raise 
money, giving BT a head start. 

What does s1’s lack of interest in sell- 
ing its infrastructure reveal about its strat- 
egy? The bids for the infrastructure have 
prompted some analysts to suggest that 
rather than selling its infrastructure and » 





> becoming a pure service-provider, it 
would make more sense for BT to sell its re- 
tail operation and concentrate on being a 
pure infrastructure provider (perhaps can- 
celling the wireless spin-off, too). sT has 
proposed splitting its infrastructure and re- 
tail operations into separate divisions, but 
seems to want to retain control of both. 

It comes down to this: is BT's core asset 
its wires, or its customers? Choosing the 
former is safer, the latter more difficult, but 
with more scope for long-term growth. 
The speculation about which of these 
routes the company should take—and the 
fact that its current plan seems to be to do 
neither—is symptomatic of BT's failure to 
define its strategy. BT seems to be suffering 
from managerial paralysis. Either that, or 
its refusal to sell its infrastructure stems 
from a desire to continue as a lumbering, 
dinosaur-like monopoly, and to put off 
having to face real competition for as long 
as possible. m 
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Victorian music halls outraged 19th-century moralists, but are exciting modern 


artists and impresarios 


ESPITE all the drunkenness, obscenity 

and prostitution, the Victorian music 
hall realised the dream of today’s cultural 
gurus. It achieved that elusive combina- 
tion of mass appeal with a cutting edge, 
admitting no distinction between high 
and low culture. That partly explains why 
the few music halls that have survived are 
now attracting the attention of performers 
and conservationists. 

At their zenith, there were hundreds of 
music halls across Britain, thronged with 
the working poor of London and the 
newly industrialised cities of the north. 
They evolved when entrepreneurial land- 
lords, exploiting the popularity of im- 
promptu sing-alongs, started hiring profes- 
sionals to perform in back rooms. In the 
1840s, the landlords began to build exten- 
sions (sometimes very grand), to accom- 
modate the crowds. The income came 
largely from drink sales, and many music- 
hall songs mocked the abstinence and 
prudery of the Victorian middle classes. 
Popular themes included drink (a salva- 
tion), marriage (a disaster), work (a curse) 
and (even then) the caprices of public 
transport. But the halls also offered opera, 
drama and a variety of other distractions. 

By the 1890s, though, they had become 
victims of their own success. They aroused 
the righteous indignation of members of 
the temperance movement, who set up 
less degenerate “coffee music halls” 


(which didn’t last). Theatres lobbied 
against their rivals, which were beset by 
new licensing regulations. The entrepre- 
neurs started cleaning up their acts to at- 
tract higher-class patrons. Most of the 
grand music halls have since been demol- 
ished, bombed, or converted beyond rec- 
ognition. 

A few, though, survived. The splendid 
City Varieties, in Leeds, has been in con- 
stant artistic use. Built above a pub in 1865, 
it could once pack in 1,500 revellers; now it 


Spice Girls, c1895 


accommodates 531 in greater comfort. The 
patrons of Hoxton Hall, in London, were 
once lubricated by a basement bar, and en- 
tertained by trapeze artists and performing 
dogs. In 1879, it was bought by temperance 
campaigners. It now hosts arts-education 
programmes, as well as some music-hall 
revivals and experimental theatre. 

Alongside these two, several defunct 
music halls are being reclaimed as places 
of entertainment. The Malt Cross in Not- 
tingham, which first opened in 1877, was 
restored in 1998. The Britannia in Glasgow, 
opened in 1860, was once the heart of a 
four-storey Victorian theme park, boasting 
a basement zoo and a freak show. It func- 
tioned until 1938, when it was cut in half 
by a false ceiling, with the lower part used 
for storage and the top half left to rot. Con- 
servationists have recovered steel rivets 
that were hurled at unsatisfactory per- 
formers, and a curious quantity of men’s 
fly buttons, justifying the Britannia’s 19th- 
century reputation as a hotbed of vice. The 
aim is to reclaim it for exhibitions and per- 
formances. 

The most dramatic rejuvenation has oc- 
curred at Wilton’s Music Hall, hidden 
down an alley in London's East End, which 
was built behind a pub in 1858. Divas once 
raced over from the Covent Garden opera 
house to perform their arias. Nevertheless, 
when some local Methodists attended a 
performance they “prayed that god would 
break the power of the devil in the place”; 
and in 1885, they took it over. After they 
left, Wilton’s fell into serious disrepair. 

In 1999, Broomhill Opera moved in. 
The quirky programme of opera and musi- 
cal theatre—a reasonable approximation 
to that of the 1860s—has been a roaring 
success. Local residents pay what they can. 
In an age when the “high” and “low” arts, 
and their audiences, have become po- 
larised, the sweaty, bawdy Victorian mu- 
sic hall could point the way to a more in- 
clusive artistic culture. m 
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Semiconductor manufacturers 


The great chip glut 


KUCHING, SARAWAK 





East Asia has become addicted to making microchips. The result could be chronic 
global overcapacity for this basic high-tech commodity 


A. in the jungle of Borneo, in the 
Malaysian state of Sarawak, provides 
clues about what ails the global semi- 
conductor industry. Sarawak has done 
well in the past few decades—timber, gas 
and oil have made it comparatively rich, 
and headhunting (of the traditional sort) 
went out of fashion over a generation ago. 
In the 1990s, though, Sarawak’s govern- 
ment got ambitious and decided it was 
time to build a modern, high-tech indus- 
try. Semiconductors sprang to mind. 

A first attempt, in 1996, failed. A second 
fared better, and this year a $1.7 billion wa- 
fer fabrication plant, or “fab”, opened in 
the swamp. Two more are planned. The 
fact that 1st Silicon, as the swamp-fab’s op- 
erator is called, will be supplying micro- 
chips at a time when virtually nobody in 
the world seems to want any is awkward 
but beside the point, says Claudio Loddo, 
its chief executive. “Silicon drives develop- 
ment; silicon is the benchmark of the fu- 
ture,” he explains. “Otherwise your peo- 
ple remain dumb.” 

Mr Loddo’s company is part of a pan- 
East Asian phenomenon that represents 
one side of the semiconductor industry’s 
woes: oversupply. The other, better under- 
stood, side concerns demand, which has 
dropped precipitously this year. During 
the recent tech bubble, western makers of 


computers, mobile phones and other elec- 
tronic gadgets speculated by stockpiling 
microchips. When the bubble burst, they 
were stuck with those inventories and 
stopped ordering more. The price of stan- 
dard memory chips has dropped by 80% 
over the past year, and global sales are 
down by half. Fancier logic chips are faring 
almost as badly, and rumours abound that 
Intel is about to cut the price of some of its 
chips by up to 50%. If the chip industry ad- 
justed to demand by cutting supply, its 
pain would last only until demand recov- 
ers. Thanks to East Asia’s chip obsession, 
however, the industry is more likely to 
keep adding capacity, thus making its own 
problems worse. 

The addiction to microchips has a his- 
tory. Japan entered the industry first, in the 
1970s. South Korea, Taiwan and Singapore 
followed in the 1980s and 1990s. In South 
Korea, Samsung and Hyundai, the coun- 
try’s two largest industrial conglomerates, 
turned their semiconductor units into two 
of the world’s three biggest memory-chip 
makers (the third is America’s Micron 
Technology). In Taiwan, Taiwan Semi- 
conductor Manufacturing Company 
(TSMC) and United Microelectronics Cor- 
poration (UMC) pioneered the “foundry” 
concept—contract-manufacturing chips 
designed by other companies—and domi- 
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nate this part of the industry today. In Sin- 
gapore, Chartered Semiconductor Manu- 
facturing imitated the success of the 
Taiwanese. 

Invariably it was governments, rather 
than markets, that kick-started the move 
into chip-making. In some countries, such 
as Taiwan, the involvement was direct and 
temporary: both Tsmc and UMC were 
spun off from government-funded re- 
search projects into publicly listed compa- 
nies. In other cases, the involvement was 
indirect and open-ended: in South Korea, 
for instance, the government leaned—and 
continues to lean—on commercial banks to 
finance the move into chip making by the 
country’s family-controlled conglomer- 
ates. The benefits for economic develop- 
ment seemed to justify this approach, and 
Singapore and Malaysia, too, accepted the 
idea without question. 

As yet, the pain is too new to challenge 
this mindset seriously. The most desperate 
chip maker, for instance, is South Korea’s 
Hynix Semiconductor, formerly named 
Hyundai Electronics Industries. It has 
been making spectacular losses (to the 
tune of $1 billion in the second quarter 
alone) but, in time-honoured fashion, re- 
ceived a government-brokered $4 billion 
rescue package from its creditor banks in 
May. (Not surprisingly, Hynix’s rivals in 
America are now lobbying the World 
Trade Organisation to intervene against 
this subsidy.) Gestures to cut capacity have 
been largely symbolic. Hynix has sus- 
pended only one of its fabs, in Oregon. 

The big foundries in Taiwan and Singa- 
pore are more open about their difficulties, 
but no more intent on cutting capacity. 
UMC reported a loss for the second quarter 
and says that capacity utilisation crashed » 
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> from 70% in the first quarter to under 30% 
now—about the same as at TSMC. Even so, 
none of them plans to cut capacity seri- 
ously. UMC will close some fabs, but only 
to upgrade them to higher technologies. 
The Malaysians are adding capacity as fast 
as they can. Besides the new fabin Borneo, 
this year they also opened a foundry on 
the mainland. 

All this is nothing beside the capacity 
thatis about to come onstream in China. In 
Shanghai alone two new fabs are under 
construction, another two are on the draw- 
ing board, and over a dozen more are in the 
early planning stages. As ever in Asia, the 
government is not far behind the scenes. 
The fab project that has caused the greatest 
excitement, for instance, happens to be 
chaired by the son of Jiang Zemin, China’s 
president. China is likely to outdo its 
neighbours in chip making. Its universities 
produce more engineers than the rest of 
East Asia combined, and the people they 
churn out still demand only a fraction of 
their counterparts’ salaries. And China, 
alone in the region, has a huge domestic 
market to feed. It is the only country in the 
world where sales of computers and mo- 
bile phones are still booming. 


Compulsion disorder 

Will East Asians continue in their enthusi- 
asm for chips, regardless of whether the 
economic conditions are favourable? Scott 
Foster of the Tokyo office of Lehman 
Brothers reckons that “all other Asians are 
gradually turning South Korean. The 
symptoms are compulsive building of ex- 
cess capacity and a firm belief that no mat- 
ter how far prices drop, if they only add 
even more capacity, things will be OK.” 
Andy Xie, an economist in Hong Kong 
with Morgan Stanley, thinks that seeing 
“men in white coats” in their semiconduc- 
tor fabs fools Asian politicians and ty- 
coons into thinking that they have caught 
up with developed economies. 

It is ironic, therefore, that the real effect 
on East Asian economies of continuing to 
nurture a chip industry may be a return to 
old ills. Malaysia’s economy, for instance, 
used to bob up and down with the world 
price of palm oil, tin and other commod- 
ities. It now bounces with the world mar- 
ket for microchips. Electronics—most of it 
semiconductor-related—comprises 60% of 
the country’s exports and 42% of its GDP. 
Rudie Chan, an analyst at ING Barings in 
Kuala Lumpur, estimates that a 20% drop 
in electronics exports slices three percent- 
age points off Malaysia's GDP growth. 
Meanwhile, Hynix alone accounts for 
some 4% of South Korea’s exports. 

As East Asia’s economies struggle up 
the much-touted “value chain”, therefore, 
they might simply be replacing one vi- 
cious commodity cycle with another—and 
ruining the global economics of an impor- 
tant industry in the process. i 
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Satellite television 


Another twist in the tale 


Acounterbid for DirecTV has put Rupert Murdoch’s nose out of joint 


66 IRECTV is the be-all and the end-all 
for Rupert Murdoch,” confessed 
one News Corporation colleague a few 
weeks ago. So it was with dismay that the 
media giant greeted the news on August 
5th that EchoStar, a Colorado-based satel- 
lite company, had thrust in a rival bid for 
Hughes Electronics, whose chief asset is 
Directv, America’s biggest satellite-televi- 
sion operator. Will this spell the end for Mr 
Murdoch's ambitions to create the world’s 
first global satellite-television network? 

EchoStar’s last-minute all-share offer, 
worth $32.3 billion, came just ahead of a 
board meeting of General Motors, which 
owns 30% of Hughes. Members were due 
to consider the latest details of a long- 
standing bid by Mr Murdoch for Directv. 
Now, they have a rival pitch to contem- 
plate. Charlie Ergen, EchoStar’s boss and a 
one-time professional blackjack player, 
whose previous offer for Directv was re- 
buffed by its managers, this time appealed 
directly to shareholders. 

The bid is brazen not only in its timing. 
With 6m subscribers, EchoStar is little over 
half the size of the business it wants to 
swallow, and heavily in debt. Combining 
the two firms would propel the merged 
group to the top of the multi-channel 
pay-Tv league (see chart on next page). Mr 
Ergen, unburdened by self-doubt, claims 
he could find synergies worth $56 billion. 
It would also, he argues, establish “the 
only fully competitive alternative to the 
powerful us cable/broadband providers.” 

Mr Ergen, who has built a satellite-rv 
business from nothing in six years, has lit- 


Part of the Murdoch dream 


tle to lose. If he wins over Gm’s sharehold- 
ers, he will catapult himself into the media 
big time. If he fails, because News Corp im- 
proves its own offer, he will have forced 
Mr Murdoch to stretch himself even fur- 
ther financially. Even if he only manages 
to delay a sale to News Corp, he will at 
least have distracted Hughes from getting 
on with the running of Directv, which has 
been losing market share. 

For Mr Murdoch, the timing could 
scarcely be worse. For years, he has 
dreamed of creating anecklace of satellites 
around the world. His chain already 
reaches from Japan (Sky Perfecrv) and 
Asia (Star) across to Latin America and Eu- 
rope (BSkyB). The missing link is North 
America, home to mostof his content busi- 
nesses, such as 20th Century Fox and Fox 
News Channel. If Mr Murdoch can secure 
Directv, he will have created a truly global 
operation with nearly 100m subscribers. 

In one sense, Mr Murdoch’s preoccupa- 
tion with satellite is odd. Satellite Tv's 
share of multi-channel subscriptions in 
America may have swollen nearly sixfold 
since 1995, according to Veronis Suhler, an 
investment bank. But, with 16% of the mar- 
ket in 2000, it remains a baby next to cable. 

Mr Murdoch's desire for Directv is mo- 
tivated in part by the economics of impe- 
rial ambition. The enlarged group could 
find economies of scale, for example, in 
the manufacture of the set-top boxes 
needed to decode its signals. But it was the 
birth this year of AOL Time Warner, Amer- 
ica’s first truly integrated media giant, that 


“focused Murdoch’s mind”, as one News >> 
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> Corp executive puts it. By combining pro- 
grammes with pipes, an operator secures 
both a “billing relationship” with the 
watchers of all its stuff, and power over 
what stuff gets watched. 

Owning a distribution channel, 
whether satellite or cable, guarantees an 
outlet for your content, making it easier to 
launch new networks, and fortifies your 
bargaining power over carriage rights. 
With a global satellite presence, News 
Corp would be able to chop up and repack- 
age content for different markets many 
times over. “If you control lots of channels, 
24 hours a day across the globe, the eco- 
nomics change almost exponentially,” 
says Peter Kreisky, head of the media prac- 
tice at Mercer Management Consulting. 

There is a further piece to this synergis- 
tic picture, which goes by the disarmingly 
anodyne name of the “electronic pro- 
gramme guide”. This, essentially, is the 
home page you see when you turn on a 
digital television set. Mr Murdoch part- 
owns Gemstar-Tv Guide, which operates 
such a guide in 12m homes. In the first 
quarter of this year, Gemstar’s interactive 
revenue rose sixfold to $14.7m. More im- 
portant, as BSkys is demonstrating in Brit- 
ain, the guide is a powerful gatekeeping de- 
vice, allowing an operator to divert 
viewers to certain channels. 

Mr Murdoch will do what he can to 
stop Directv slipping through his hands. It 
helps that, even if GM shareholders plump 
for EchoStar, the proposal will be tricky for 
the regulators. This is not just because the 
combined group would control about 90% 
of America’s satellite-rv market: there are 
lots of cable operators in pay-television 
too. But each cable firm has a local monop- 
oly. So, were the only two big satellite 
firms to merge, this would leave most Am- 
ericans with a choice of one cable and one 
satellite operator. If the regulators found 
this unacceptable, News Corp would end 
up as the chief suitor for Hughes after all— 
and in a stronger position than ever. = 


Managing Russian companies 


A touch of 
refinement 


NIZHNEVARTOVSK 


Might TNK become the first Russian 
firm to hire foreign managers en masse? 


HEN an oil company’s chief execu- 

tive has to abandon his headquarters 
to take direct charge of the firm's main oil 
field, something is clearly amiss. Simon 
Kukes, a Russian-born American who is 
the boss of TNK, one of Russia’s largest oil 
companies, got so cross earlier this year 
with mismanagement of the Samotlor 
field, TNx’s largest, that he has moved 
there to run it himself. 

Even world-class oilmen would find 
Samotlor's 15,000 wells tricky. Discovered 
in the declining years of the Soviet Union, 
the field was initially so productive that it 
was jokingly blamed for prolonging the 
cold war. Now most of the easily extracted 


General Motors and fuel cells 
Stationary draw 


DETROIT 





oil is gone. The remaining eight billion re- 
coverable barrels are fiddly to reach. Only 
6% of what comes up these days is oil; the 
rest is water, pumped down in the past to 
keep the pressure up. Raising the oil profit- 
ably requires very modern technology 
and careful planning. 

These are not Russian strong points. 
Technical skills are good, but the rest is 
mostly dire: sharing information is seen as 
a sign of weakness; dodging blame is bet- 
ter than raising profits; cost control and 
conservation are tiresome irrelevancies. 
Improving management by bringing in 
outsiders is hard, however. Stories abound 
of newcomers struggling to have a real say, 
such as CFOs hired to impress foreign in- 
vestors but deprived of real data about the 
company’s fortunes. 

TNK itself is a good example. Under a 
deal last year, it raised money from Amer- 
ica’s Eximbank to hire Halliburton, an oil- 
services company, to help manage the 
Samotlor field. But for the first six months 
the American experts were frozen out by 


jealous locals. The Russian managers de- »» 


A beton the fuel cell taking off firstin homes and offices 


T PROMISES to revolutionise the car in- 
dustry, but can it also transform the 
way we power our toasters and televi- 
sions? Many enthusiasts expect the fuel 
cell, a clean and efficient technology, to 
replace the internal combustion engine 
over the next two decades. General Mo- 
tors, the world’s biggest car maker, is 
also betting that fuel cells could become 
a familiar sight in the home and office as 
well. On August 7th the company pulled 
the wraps off a refrigerator-sized proto- 
type which, it hopes, will have shrunk to 
the size of a rv and yet be capable of 
producing up to seven kilowatts of elec- 
tricity by the time it goes into production 
between 2003 and 2005. 

Fuel cells are an essentially simple 
idea, based on combining hydrogen and 
oxygen to produce water and electric 
power. Since they are much cleaner than 
internal combustion engines, fuel cells 
are seen by proponents as the ideal alter- 
native. First, though, fuel-cell devices 
must become smaller, more reliable 
and—most important—cheaper. 

Few people expect high-volume pro- 
duction of cars powered by fuel cells to 
begin until the end of the decade. The 
home is another matter. Conditions in a 
basement are less severe than those fac- 
ing a car, and size is less of an issue. Re- 
cent power shortages in California offer 
encouragement: many businesses are 


to pay a premium for an uninter- 


the largest of several companies rushing 
to supply them with stationary fuel cells. 
International Fuel Cells, a unit of United 
Technologies, has announced plans to 
provide a fuel-cell system for a big com- 
mercial and residential development 
near Los Angeles International 

Why is GM entering the home-and- 
office market now rather than sticking to 
its knitting? For two reasons. First, if sta- 
tionary fuel cells take hold before cells in 
cars, the company will be able to earn an 


early return on its hefty investment in 
the techn: . Second, the cost thresh- 
old for fuel is much more demand- 


ing in automotive applications than it is 
in stationary power: an internal combus- 


Even so, price remains an obstacle for 
homeowners too. Most fuel-cell compa- 
nies project prices of $3,500-5,000 per 
kilowatt, significantly more than the 
price of a conventional generator. GM, 
however, forecasts a price of just $350- 
500 a kilowatt. Precisely how it will 
achieve this, it is not saying, though in- 
siders hint at new mass-production 
methods. Today, each fuel cell must be 
carefully built by hand. Has GM really 
found a way to stamp them out as 
quickly and cheaply as car bumpers? 
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> rided their new-fangled technology (such 
as drilling horizontally) and resented out- 
side involvement in deciding which wells 
deserved a share of TNK’s investment bud- 
get and which should be left alone. 

Mr Kukes’s presence has solved that 
problem, and Halliburton is now hard at 
work. He has had some other successes— 
decentralising purchasing and logistics, for 
example—as he tries to break Soviet-era 
habits. The next big step is to bring in lots 
of western middle managers. No blue-chip 
Russian company has done this before. Mr 
Kukes is trying to hire up to 35, which will 
be around a fifth of TNK’s upstream man- 
agement. 

That, he hopes, will help change the 
whole culture of the company, to one 
where managers think for themselves and 
shed the bad habits of the past. “I need 
people to take risks, to take decisions, to 
manage technology,” says Mr Kukes. Fine, 
but by his own admission, changes hap- 
pen fastest when a Russian company has 
outside owners who are prepared to back 
western-style management. “I am con- 
vinced we can’t do it on our own,” he says. 
“We need a foreign partner. Itis hard to em- 
power managers in a young company 
where shareholders take a short-term 
view.” 

Mr Kukes is too cautious to say so, but 
he could well be speaking about himself. 
His relations with TNK’s owners (a mixed 
bunch of locals and émigrés with reputa- 
tions ranging from the respectable to the 
terrifying) are sometimes strained. He 
seems curiously removed from big deci- 
sions about company strategy, such as a 
long-awaited pact with Bp, announced on 
August 2nd by the main shareholders, but 
in Mr Kukes’s absence. The harsh weather 
and ferocious insects of Siberia may seem 
quite congenial when compared with 
Moscow’s corporate jungle. m 





Microsoft and Windows XP 
Nothing if not 
tenacious 


SAN FRANCISCO 
Another year, another Windows 


ULE number one at Microsoft is never 

give up. It came as no surprise that the 
software giant appealed to America’s Su- 
preme Court on August 7th to overturn the 
recent appeals-court ruling that the firm 
had repeatedly abused its monopoly. Nor 
was the timing of the move unexpected, 
coming as it did two days before the case 
was to be handed to a new judge to decide 
on remedies. What amazed instead was 
the scope of the appeal. Microsoft essen- 
tially asked to have the entire case against 
it thrown out on the grounds that the origi- 
nal trial judge, Thomas Penfield Jackson, 
was biased. 

It is unlikely that the Supreme Court 
will take the case. Although the appeals 
court criticised Judge Jackson for talking to 
reporters during the trial, it saw no evi- 
dence of bias in his findings. 

Yet Microsofts move will not have 
been in vain. At the very least, it will have 
gained some time—which is why, cynics 
say, it filed the appeal in the first place. The 
delay makes it even more unlikely that any 
legal action will block the release of Win- 
dows xp, the new version of Microsoft’s 
flagship operating system, on October 
25th. This is no small matter for Microsoft, 
for its new software, many agree, repeats 
its misconduct and violates the standards 
set outin the appeals-court ruling. 

Even before its latest appeal, time was 
on Microsoft's side. The new judge was to 
take over three weeks, at most, before the 
firm planned to ship the first “gold” copies 
of Windows xP to computer makers. (Mi- 
crosoft reportedly wants to ship copies of 
the program as early as next week.) Now, 
the judge might not get started for months, 
if the appeals court grants a request Micro- 
soft has filed to stay the order that returns 
the case to the lower court, pending word 
from the Supreme Court. 

It was always unlikely that the new 
judge would decide any time soon 
whether Windows x? is an illegal product 
that should not be released. For a start, 
trustbusters are not certain to file an in- 
junction. Whatis more, Microsoft could ar- 
gue, with some justification, that blocking 
Windows xr is hardly what the computer 
industry needs in its current slump. 

Nevertheless, the contortions around 
Windows xp show that Microsoft will 
probably never again be completely free in 
how it designs its software. The most visi- 
ble conflict so far has been over the open- 
ing screen of the program, or “desktop”. In 


reaction to the appeals-court ruling, Micro- 
soft announced on July 11th that it would 
give computer makers more liberty to alter 
this. But the firm has since made it clear 
that this freedom has limits. pc makers 
who choose to promote competing online 
services must give Microsoft's version, 
MSN, equal billing. 

Microsoft argues that the only purpose 
of the MSN requirement is to promote 
choice, adding that pc makers were in- 
formed about it early on (an assertion that 
Compaq denies). To Microsoft’s critics, 
however, the stipulation goes against the 
appeals-court ruling, which said that the 
company had abused its monopoly when, 
in 1996, it barred pc makers from remov- 
ing an icon for its Internet Explorer 
browser from the desktop. 

The MSN requirement alone is unlikely 
to make Windows xr illegal. But another 
issue might: how much bundling should 
Microsoft be allowed? In 1998, the firm 
tied its browser to Windows. The new ver- 
sion comes packaged with several pro- 
ducts, including Windows Media Player 
and MSN Messenger. 

The risk for Microsoft is less that this 
generous bundling could itself be declared 
illegal—although you could question 
whether these add-ons meet the appeals 
court’s requirement that the benefits to 
consumers outweigh the costs of reduced 
choice. The issue is more one of how the 
bundling is done. The court found some of 
Microsoft’s “co-mingling” of code from 
Windows and Internet Explorer anti- 
competitive, because it deterred pc mak- 
ers from installing rival browsers. 

If Microsoft has done the same with 
Windows xp, it might be in trouble. It 
could be forced to design its operating sys- 
tem to allow pc makers to replace its add- 
ons with competing programs, instead of 
piling more icons on the desktop. Not least 
because of this possibility, on July 18th Mi- 
crosoft filed for a rehearing, saying that the 
court’s decision on this issue was “clearly 
erroneous”. Its request was rejected. 

The political pressure on Microsoft is 
also mounting. The Senate plans to hold 
hearings on Windows xP. Columnists are 
increasingly nervous that Microsoft is 
headed for world domination. One news- 
paper, the San Jose Mercury News, has 
even started a “Freedom from Microsoft” 
campaign, which advocates ways to live 
without the firm’s software. 

Perhaps it is time for Microsoft itself to 
take the decision to postpone the launch of 
Windows xr until all these issues are 
sorted out. The firm could thus demon- 
strate to the world thatitis not always bent 
on pushing things to the limit—and rebuild 
the trust it has lost. Alas, given Microsoft's 
DNA, such a move looks likely to remain 
wishful thinking. More’s the pity. Tenacity 
might be a must in the software world, but 
in politics itis often a recipe for disaster. m 
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Tesco 


Leahy’s lead 


CHESHUNT AND LEYTONSTONE 


A mixture of understatement and quiet confidence has turned Tesco froma 
domestic grocery chain into a world-class retailer 


Brat at Tesco’s headquarters is a 
distinctly underwhelming experi- 
ence. The company is run from an ugly 
concrete building in rural Hertfordshire, 
next door to a handful of scruffy pubs and 
a betting shop. Inside, dimly lit and spar- 
tan, it would make a fitting home for a pa- 
rochial British manufacturer. Yet with 
Tesco, appearances are deceiving. It is Brit- 
ain’s biggest and most profitable food re- 
tailer. And with 907 stores in ten countries, 
Tesco ranks alongside Wal-Mart as the 
third most international of the world’s re- 
tailing giants, behind Ahold and, at num- 
ber one, Carrefour. 

The clocks on the lobby wall give a hint. 
They show the local time in Hertford- 
shire—and in Seoul, Bangkok, Hong Kong 
and Warsaw. All are territories into which 
Tesco has expanded in the past four years. 
The firm is at the forefront of technology in 
its industry. Not only are its supply-chain 
systems considered to be the best in the 
world, Tesco is also the world’s biggest on- 
line grocer, and one of the few that makes 
money. It recently exported its web-shop- 
ping model to Safeway in California, the 
heartland of technological innovation. 

Tesco’s lack of grandeur is a clue to its 
success. Though every company claims to 
listen to its customers, genuinely doing so 
requires a humility that is rare in senior 
management. Terry Leahy, Tesco’s chief 
executive, who personally collects visitors 
from the group’s dingy lobby, has got it in 
spades. Raised on a Liverpool housing es- 
tate, Mr Leahy first stacked shelves in a 
Tesco store for a summer job. He joined the 
chain full-time in 1979, made it on to the 
board in 1992 and got the top job four years 
ago. “I've been fortunate enough to see all 
layers of British life,” he says. “I feel I know 
personally all our customer groups.” 

Mr Leahy does not change as much as a 
light bulb without poring over customer 
surveys and sales data first. Once he has 
listened, however, he is not afraid to act, 
even in the face of conventional wisdom. 

When Tesco introduced “Value” lines, a 
cut-price range of own-label goods, in 
1993, competitors scoffed and the share 
price sank. But Tesco had gauged the popu- 
lar mood: after years of recession, shop- 
pers were looking for bargains, and sales 
soared. A year later, Tesco started “One in 
Front”—opening a new till whenever a 
checkout line exceeded two trolleys. It cost 
millions in extra staff, but customers loved 
it. In 1995, Tesco caused a flutter by intro- 


ducing loyalty cards, promising discounts 
to regular customers. These, rivals com- 
plained, threatened to destroy the indus- 
try’s already thin margins. Today, Tesco 
has 10m Clubcard member households. 
Schemes like this have helped to turn 
round a group that was in trouble in the 
late 1970s. Started as a single store in 1929 
by Jack Cohen, who used to run a London 
market stall, the chain had hit rock bottom 
by the time Mr Leahy joined. “The joke 
was that Tesco was offered to a tobacco 
company,” he says, “but they thought it 
would be bad for theirimage.” Much of the 
credit for Tesco’s revival must go to Ian 
(now Lord) McLaurin, who moved the 
group upmarket by imitating J. Sainsbury, 
then Britain's leading supermarket. (John 
Gardiner, Tesco’s current non-executive 
chairman, is on the board of The Econo- 
mist Group.) But it was Mr Leahy’s market- 
ing skills and penchant for innovation that 
helped Tesco overtake its rival (see chart). 


Circling the rivals 
Though it is possible that Tesco could 


stumble in its turn, itis currently extending 
its lead, using size as a weapon. While Brit- 
ish rivals such as Sainsbury’s and Safeway 
try to improve profitability, Tesco is delib- 
erately keeping its margins flat, ploughing 
back into lower prices the gains it reaps 
from economies of scale. That brings more 
sales, and so more scale economies. This 
virtuous circle is similar to the one fol- 
lowed with such deadly efficiency by Wal- 
Martin America. 

While Mr Leahy promises to keep the 
main food business strong and innovative, 
he is steadily diversifying into other areas. 
The first of these isnon-food merchandise, 
including Tvs, computers and clothes. Just 
like Asda, a rival now owned by Wal-Mart, 
Tesco has discovered that limiting itself to 
a few bestselling items in each category, 
and using its vast buying power to offer 
them cheaply, can help it outgun smaller, 
specialist shops: at its Leytonstone store in 
east London, Tesco recently sold 60 big- 
screen television sets for less than £180 
($260) apiece in one weekend. 

Similarly, the group has moved aggres- 
sively into over-the-counter medicines 
and toiletries. This year, its sales overtook 
those of Boots, Britain’s leading chemists 
chain. It got another boost this week with 
the purchase of a majority stake in The Nu- 
tri Centre, a retailer of alternative reme- 
dies. Overall, non-food, including petrol, 





now accounts for 20% of Tesco’s sales. 

The second area of expansion is in ser- 
vices. Alongside its online grocery busi- 
ness, Tesco has a profitable line in financial 
services, offering accounts and credit cards 
designed by Royal Bank of Scotland—but 
sold under the Tesco brand. Mr Leahy reck- 
ons that Tesco’s low customer-acquisition 
costs and the trust it has developed with 
millions of shoppers give it advantages 
over a traditional bank-branch network. 
The next project will see customers paying 
their utility bills in stores—an idea that has 
worked well for Japan’s Seven-Eleven con- 
venience-store chain. 

The last plank is international expan- 
sion. Tesco is certainly deploying its for- 
midable domestic cash flow to fuel growth 
abroad: some 40% of its capital expendi- 
ture, and of its total floor space, is now 
spread across nine countries in continental 
Europe and Asia. For the moment, these 
still contribute only 13% of revenues and 
6% of operating profit, although Tesco’s 
sales jumped by 29% in Europe excluding 
Britain last year, and by 85% in Asia. 

For now, Tesco's overseas expansion re- 
mains typically low-key. It has eschewed 
the splashy acquisitions of rivals such as 
Wal-Mart, Carrefour and Ahold. Mr Leahy 
puts this down to two factors. The first is 
Tesco’s preference for working with local 
partners, such as Samsung in South Korea, 
whose expertise gives it an edge. (Tesco’s 
sales per square foot in South Korea are 
twice those of Carrefour.) The second is Mr 
Leahy’s own belief that cross-border 
consolidation in food retailing still yields 
few synergies—though he admits they are 
increasing as tastes globalise. 

Tesco's caution makes sense. Wal-Mart 
is in trouble in Germany, for instance, and 
Boots has just pulled out of Japan. But 
Tesco needs to strike a balance. On the one 
hand, planning restrictions are making 
greenfield expansion harder in Britain. On 
the other, Tesco will have to keep a close 
eye on its home base. Above all, it must 
make sure that its ambitions outside food 
do not distract from its main offering at 
home. Members of the global retailing 
elite can never relax. m 
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Adecco’s John Bowmer manages the biggest, most flexible workforce in the world 





TE epitome of a temp is someone 
who every Monday morning has to 
ask the way to the loo. John Bowmer, the 
chubby British boss of Adecco, the 
world’s biggest provider of temporary 
workers—some 700,000 of them on any 
one day—understands that. He works a 
bit like a temp himself. He lives in Red- 
wood, California, where his wife can be 
close to their grandchildren. But he is al- 
most constantly on the move. The multi- 
national services company that he runs 
has its headquarters split between Lau- 
sanne and New York. From there it pro- 
vides centralised facilities for the group's 
5,000 offices in 58 countries. 

Mr Bowmer rarely spends two succes- 
sive Mondays in the same place. Regular 
two-week trips to Europe involve stops in 
France, Adecco’s biggest market; Switzer- 
land, where the company is registered; 
and Britain, its third-biggest market (the 
second-biggest is the United States). 
While in Britain, he sees his elderly par- 
ents, who live in Derbyshire, the county 
where he was born. 

There are occasional visits to Grand 
Prix races to watch the Prost Acer Formula 
One team which Adecco sponsors. Then 
there are rapidly growing markets in Asia 
to keep an eye on. In Japan, for example, 
business is growing at 40% a year, fuelled 
by structural changes taking place as Japa- 
nese industry weans itself off its obses- 
sion with jobs for life. Companies there 
that need to be competitive are increas- 
ingly taking on temporary workers. Sony, 
for example, got a taste for temps from its 
experience in the United States. Ata plant 
in California the only way to get a perma- 
nent job with the Japanese electronics 
company is first to have served for ten 
months as an Adecco temp. 

Although the business is known pri- 
marily as a provider of temporary work- 
ers, some 40% of Adecco’s temps move 
on to permanent jobs with the same em- 
ployer. At Apple’s plant in Austin, Texas, 


more than half the full-time employees 
were formerly on Adecco’s books. 

Mr Bowmer’s first job with the group 
was running its British financial-services 
division, Jonathan Wren, a job he started 
just over a month before the stockmarket 
crash of October 1987. One of his first ac- 
tions, he recalls, was laying off large num- 
bers of the company’s permanent 
employees, a painful experience and, un- 
til recently, one that few of today’s man- 
agers had experienced, or could 
remember: the current slowdown is being 
managed by chief executives many of 
whom have never worked through diffi- 
cult times. 

Then he was sent to Australia to run 
the Asia-Pacific region. When in 1992 the 
board saw that his operation was, as he 
puts it, sending home particularly hand- 
some cheques, it picked him to run the 
whole outfit. 

In 1996, Adia, the Swiss company that 
Mr Bowmer headed, merged with Ecco, a 
French rival. Mr Bowmer (of a conve- 
niently neutral nationality) was chosen 
as head of the new merged entity, imagi- 
natively named Adecco. The group's 
growth since the merger has been spec- 
tacular. Its target has been to grow organi- 
cally every year 50% faster than its 
market, and it has achieved this so far. In 
an industry that has often seen annual 
growth of 10% in recent years, that has re- 
quired growth of a heady 15% a year. Rev- 
enues have risen from SFr6.4 billion ($5.2 
billion) in 1996 to SFr26.6 billion last year, 
profits from SFr202m to SFr746m over the 
same period. 

For some years now, Mr Bowmer has 
pursued a Jack Welch-style strategy of be- 
ing number one or two in his markets, or 
not being in them at all. Adecco is first or 
second in 11 large markets, including Brit- 
ain, France, Germany and the United 
States. Mr Bowmer rattles off the posi- 
tions from memory, evidence of a prodi- 
gious command of his organisation's 
statistics. 

Economies of scale are important to 
the business. So Adecco is highly central- 
ised in those things where scale is impor- 
tant, and highly decentralised in others. 
There are particularly good economies to 
be gained from ır, and the company has 
reaped these first in the back office. Com- 
puterised payrolls have replaced paper- 
based systems everywhere. 

The next step is to move into the front 
office, to communicate electronically with 
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customers. Italy is currently a guinea-pig 
for Adecco’s Internet-based recruitment 
service. “I’m very excited about the In- 
ternet,” says Mr Bowmer, despite the fail- 
ure of so many dotcoms. The business 
model for his industry, he says, has to be 
clicks and bricks, not clicks or bricks. But 
it’s easier for bricks to add clicks than it is 
for clicks to add bricks. 


Tough times 

This year, Adecco’s business has been 
slowing down as its clients pare their 
workforces in the downturn. Despite 
managing a 21% rise in operating profit in 
the first half of 2001, Mr Bowmer says 
that the drop in the market for Adecco’s 
services has been sharper than in 1990. 
The market in Europe is now growing at 
only half the pace it was at the beginning 
of the year; in America, a similar slow- 
down occurred at the end of last year. 

The company has some counter-cycli- 
cal businesses to help it in the short term, 
such as outplacement (helping laid-off 
workers to find new jobs). But it is betting 
its longer-term future on providing just- 
in-time human resources to large corpora- 
tions—people and teams as and when the 
work demands them. 

This has been encouraged by the 
changing nature of Adecco’s customer 
base. Ten years ago, 10% of its business 
was with big corporations; today, 45% is. 
These clients don’t call up on Friday de- 
manding an office angel for Monday, 
never to be heard of again. They have a 
continuous relationship with their temp 
agency. In some cases Adecco has a per- 
manent office on its client's premises. To 
these large corporations, “we're not sell- 
ing people,” says Mr Bowmer, “we're sell- 
ing productivity.” = 


I bon temps 


Largest temporary employment providers by 
market value, $bn, Aug 6th 2001 
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A spanner in the productivity miracle 


Statistical revisions show how America’s recent productivity boom is less 


remarkable than was once thought 


D OTCOM firms have collapsed, and all 
those business-cycle obituaries now 
look premature, but so what? The most im- 
portant part of America’s “new economy”, 
namely its productivity miracle, remains 
intact. That was the view of most com- 
mentators this week following the release 
of new productivity numbers. The assess- 
ment is too rosy, as the revised figures 
themselves confirm on closer inspection. 
America’s productivity growth is higher 
now than it was before 1995—but the gains 
have been exaggerated. 

Productivity rose more than expected 
in the second quarter of this year, the new 
figures show, but part of America’s pre- 
vious surge has now been revised away. 
According to the old figures, annual pro- 
ductivity growth averaged 3.4% in 1999- 
2000. That has now been shaved to 2.6%. 

Most commentators found relief in the 
fact that average annual productivity 
growth in the five years to 2000 had been 
revised down only modestly, to 2.5%, well 
above the rate of 1.5% in the first half of the 
1990s. On the other hand, Alan Green- 
span, the chairman of the Federal Reserve, 
had placed huge weight on the fact that 
productivity growth had been accelerat- 
ing—to 4.3% last year by the old figures. On 


this basis, he believed that structural pro- 
ductivity growth, after stripping out the cy- 
clical impact of the economic boom, was 
around 3%. Most of the acceleration in pro- 
ductivity has now vanished, with the new 
figure for 2000 chopped to 3% (see chart). 
Whatis more, recent productivity gains 
have been exaggerated not just by the cy- 
clical impact of the boom, but also by an 
unsustainable surge in investment in in- 
formation technology that has now gone 
into reverse. Over-exuberant expectations 
about profits, allied with an artificially 
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cheap cost of capital thanks to a stock- 
market bubble, encouraged firms to over- 
invest. Investment in information technol- 
ogy has plunged this year, and slower in- 
vestment growth in future will mean 
slower productivity growth. 

A study published in May by Goldman 
Sachs estimated that structural productiv- 
ity growth was 2.25%. Since then, the data 
revisions and a steeper than expected 
slump in investment suggest that 2% might 
be closer to the mark. Add in a 1% annual 
growth in the labour force. America’s po- 
tential growth rate then comes to around 
3%, rather than the 4% that most American 
economists had been counting on. 

Productivity growth of 2% would still 
be pretty impressive by historical stan- 
dards. Those who thought that growth of 
3-4% was sustainable were, in effect, mak- 
ing the bold claim that rr would have a far 
bigger economic impact on America’s 


economy than any earlier technological »» 
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shows how productivity grew by an aver- 
age of 3.8% during 1917-27, thanks to the 
widespread adoption of electrical power. 
Sustained productivity growth today of 
3%, then, does not seem outlandish. How- 
ever, the period 1917-27 is misleading, for 
productivity was unusually depressed in 
1917. Over the period of 1919-29, pro- 
ductivity growth in the non-farm business 
sector was a more modest 2.3%. 

Government statisticians have taken 
their axe not only to productivity. They 
have also made huge revisions to cor- 
porate profits as measured in the national 
accounts. Stockmarket bulls drew comfort 
from the reported surge in American pro- 
fits during the late 1990s. It was argued that 
this growth would increase the slice of 
GDP going to the providers of capital, vali- 
dating at least some of the rise to unprece- 
dented levels of the price-earnings (p/e) ra- 
tio of American shares. 

The revised data tell a different story. 
For the first quarter of this year, the level of 
after-tax profits of non-financial compa- 
nies is now more than 20% lower than 
originally reported. The new figures show 
that total profits as a share of national in- 
come has dropped sharply, from over 12% 
in 1997 to just 8% last year. An analysis by 
Ed McKelvey at Goldman Sachs identifies 
two main causes for the revisions. First, 
government number-crunchers have dis- 
covered more firms making losses than 
were previously estimated. Second, more 
employees have exercised stock options 
than had been expected. 

Clearly, companies earned a lower re- 
turn on the investments they made. This 
may lead them to be less optimistic about 
the likely returns available from future in- 
vestment, which bodes ill for a swift end to 
the slump in capital spending. Thinner 
profit margins, in turn, also suggest that 
firms may be under greater pressure to cut 
costs, which could extend America’s 
downturn. 

Not least, the revisions to productivity 
and profits raise questions about the level 
of share prices. Assuming profits as re- 
ported in the Gpr data move in line with 
profits reported publicly by companies, 
profits are likely to fall even further relative 
to GDP this year. Economists at CSFB esti- 
mate that total profits dropped by over 10% 
in the year to June 2001—and, judging by 
the continuing stream of disappointing 
announcements from companies, the pro- 
fits plunge is not near its end. 

What does this imply for share prices? 
That depends on the extent to which the 
stockmarket is a rational place, or at least is 
becoming more so. The fall in profits 
means that p/e ratios remain high by his- 
torical standards, even though big-com- 
pany share prices have, on average, been 
flat at best for the past three years, and the 
share prices of many technology compa- 


Job cuts at the NYSE 


Last orders 


NEW YORK 





The end for a rare breed of stock-exchange official 


FS the first time since the early 1990s, 
the New York Stock Exchange (NYSE) 
is laying people off. Indeed, a whole 
class of professional, that of stock ex- 
change “reporter”, is to go, putting 150 
employees—one-tenth of the total—out 
of a job that dates back to the exchange’s 
earliest years. 

Asign of the times, but not these 
times. Reporters once had the job of 
writing down, with stubby pencil, the 
price of deals carried out at the trading 
post. These days, the only time an order 
is written down on the floor of the 
NYSE, it is for lunch. Being a reporter 
must have seemed like having tenure. 
The reporter with least seniority joined 
the exchange 17 years ago. His skills were 
probably redundant even then. 

Automation began in the early 1960s, 





Punching his last card 


nies have plunged in the past year. 

In the long run, profits seem destined to 
grow in line with Gpp— just as they have, 
on average, for decades. Yet the current 
level of share prices seems to imply real 
long-term growth in profits far in excess of 
likely real GDP growth of, say, 3%. If so, the 
stockmarket remains a hazardous place for 
the rational investor. 

On the other hand, the rational investor 
might have avoided the stockmarket for 
much of the unprecedented bull run of the 
1990s. Indeed, periods of gloom about 
profits have often proven to be the “point 
of maximum pessimism”, at which invest- 
ing generates the highest returns—pre- 
cisely because of the considerable contrar- 
ian courage required. The Leuthold Group, 
a research firm, calculates that share prices 
have risen in each of the nine worst years 
for profits over the past half-century. On 
average, share-price gains in those years 
have far outperformed the long-run aver- 
age for the stockmarket. Will history repeat 
itself this year? Not so far. m 


with the introduction of 18m’s punch- 
card machines. In September, the NYSE 
will launch its “open-order book”, an 
electronic system that will allow outsid- 
ers to see not only the price at which a 
share most recently traded, but also all 
pending bids and offers, updated every 
ten seconds or quicker. No human could 
keep up with that. 

Efforts to cut the number of reporters 
began in 1990, when there were still 300 
of them. In recent years, they had “noth- 
ing to do”, Richard Grasso, the ex- 
change’s chairman, admits. Mr Grasso 
says that “every lost job is a tragedy”— 
especially if it involves no work, he 
might have added. Certainly, it would 
be hard to find a similar position to a re- 
porter’s, with its good salary, holiday 
and pension arrangements, and even a 
degree of union protection (the negoti- 
ated redundancy was generous). 

Some of this group may yet stick 
around. The negotiated terms include 
the option of “bumping down” to an 
equally curious position, that of a “se- 
nior floor trainee”—a messenger, in 
short. The salary is not quite as high as 
that of a reporter. But on the bright side, 
there are currently no full-time holders 
of the position, which suggests a work- 
load to rival a reporter's. For the right 
kind of person, America’s financial mar- 
kets still, it seems, offer remarkable 
opportunities. 


American policy towards Argentina 


Mixed signals 


Poor Argentina deserves better than 
confused messages from Washington 


MAGINE the agony of a drowning man 

who watches a group of lifeguards 
repeatedly pick up and drop a life-belt. 
That is Argentina’s predicament as Amer- 
ica sends mixed messages about whether, 
and how, itintends to help. 

Since it came together, George Bush’s 
team has had a confused approach to- 
wards emerging-market crises. In princi- 
ple, the administration is sceptical of bail- 
ing out economies in trouble. Paul O’Neill, 
the Treasury secretary, often pooh-poohs 
the Clinton administration’s policy of ac- 
tively managing financial crises. He de- 


scribes his predecessors as playing “chief »» 
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> fireman”; Mr O'Neill wants to eliminate 
the need for the fire department. In prac- 
tice, on the other hand, the Bush team is 
less rigid. After all, it did not decry a $40 
billion rescue programme for Argentina or- 
ganised by the International Monetary 
Fund last December, and it strongly 
backed an mF bail-out of Turkey this 
spring. 

With Argentina’s deepening crisis, 
though, the Bush team has been sending 
conflicting signals. Barely a month ago, 
Condoleezza Rice, Mr Bush’s national se- 
curity adviser, made it clear that America 
had no interest in a new support package. 
Argentina, she said, needed to take steps 
by itself to stabilise its economy. Mr 
O'Neill has been scathing in public about 
the country, whilst downplaying the risks 
it poses to the international system. Argen- 
tina, he said, has been in trouble, on and 
off, for 70 years. And while praising the 
government's current efforts to tighten fis- 
cal policy, he has voiced deep scepticism 
about the wisdom of fixed exchange rates. 
Taken together, the message seemed clear: 
no more bail-outs, and certainly no money 
from America. 

Last week, the message appeared to 
shift. President Bush, by phone, offered Ar- 
gentina’s president, Fernando de la Rua, 
verbal support at least for Argentina’s ef- 
forts to fight the crisis. Tony Blair, Britain’s 
prime minister, hopped over the border 
during a trip to Brazil, in another show of 
support. And John Taylor, the Treasury’s 
point man on international policy, flew to 
Buenos Aires. After a two-day visit, he pro- 
nounced himself “impressed” with the 
government's efforts to pull out of crisis. 
Though Mr Taylor was careful to say noth- 
ing about more money, the arrival in Bue- 
nos Aires of such a senior Treasury official 
was interpreted as a sign that help was on 
the way. He was, people said, hardly there 
just to taste the wine. 

Then came another lurch in percep- 
tions. At the time of Mr Taylor's visit, the 
IMF suddenly announced a new $15 bil- 
lion package for Brazil. Horst Köhler, the 
IMF’s head, was effusive about Brazil's 
“strong track record” and praised its efforts 
to deal with “a difficult external environ- 
ment”—for which, read Argentina. On the 
same day, he declared that Argentina 
would get merely an accelerated disburse- 
ment, of $1.2 billion, from its existing sup- 
port package, though he praised Argentina 
for its efforts at fiscal austerity. Wall Street 
took these two announcements to mean 
one thing: that the mF had largely given 
up on Argentina and was now trying its 
best to protect Brazil from contagion. The 
conclusion was strengthened after a 
phone call among Messrs Bush and Blair 
and Jose-Maria Aznar, prime minister of 
Spain. The leaders again expressed their 
support for Argentina, but agreed that the 
“focus” should remain on implementing 


the existing MF plan. 

Only days later, however, the mood 
changed yet again. Reports in Buenos Aires 
suggested that talks about new money 
from the IMF were quite advanced. Sums 
of between $6 billion and $10 billion were 
being bandied about. Washington re- 
mains silent—no denial of these reports, in 
other words. Privately, officials admit that 
the option of more assistance is being dis- 
cussed. As The Economist went to press, 
speculation was rife that Argentina was 
about to be thrown a life-belt, in the form 
of new IMF money. Either way, America 
owes it to Argentina to explain what it is 
doing, and why. m 


Insurance in Asia 


Unprofitable 
policies 


HONG KONG 
A fast-growing market, but maybe not 
one worth fighting over 


HE only thing now delaying China’s 

accession to the World Trade Organisa- 
tion (WTO) is a spat between its two big- 
gest members, America and the European 
Union, over insurance. At issue is whether 
America’s largest insurance company, 
AIG, should continue to enjoy preferential 
treatment by China’s regulators, thus 
putting European competitors at a disad- 
vantage. To judge by the effort the multi- 
national insurance giants are putting into 
urging their respective governments to 
fight their corner, it would seem that there 
is a great deal to play for. 

Then again, the companies could be 
wrong. Emerging Asia has long posed a co- 
nundrum for western insurers with global 
ambitions. On the one hand, the region is 
home to some of the world’s fastest-grow- 
ing markets, at a time when insurance in 
developed markets is pretty saturated. On 
the other hand, there is no guarantee that 
growth brings profits. 


In the long term, and if growth were the 
only criterion, multinationals’ regional 
strategy ought to be clear enough. In a 
forthcoming report, Kai-Uwe Schanz, chief 
Asian economist at Swiss Re, the world’s 
second-largest reinsurer, estimates that the 
insurance markets in both China and India 
could double in size by 2005. In contrast, 
most Asian markets, which shrank during 
the financial crisis of 1997-98, are still mak- 
ing up lost ground. 

Moreover, South-East Asia’s markets 
are fragmented—and already open to for- 
eign insurers. India’s and China’s are 
highly concentrated, and only just starting 
to open up. In Malaysia, the Philippines 
and Singapore, foreign insurers already 
control over half of the life-insurance mar- 
ket. They have less than 1% in China and 
not even that in India. 

Growth rates can deceive. Take China, 
which is reckoned to be Asia’s most pro- 
mising market, with 1.3 billion people. 
Even if insurance did double by 2005, 
China’s market would merely rank along- 
side Switzerland’s in size. If it doubled 
again by 2010, it would be equal to Italy’s. 
More important, in any case, is the fact that 
growth alone says nothing about whether 
foreign insurers would make money from 
these markets. 


The lure of losing 

In China so far, they have not. The multina- 
tionals give few hard figures about their 
Chinese business, but, by best estimates, 
only AIG, the first foreigner in China, was 
briefly profitable and now barely breaks 
even; all other multinationals lose money. 
With or without the wTo, this is unlikely 
to change soon, says Stephen Harner, a 
consultant in Shanghai. In the current jos- 
tling for licences, “the winners may end up 
envying the losers.” 

In China, insurance is unprofitable 
partly because the only people who can af- 
ford to buy policies are the top earners, and 
the only way to reach these (in a country 
that had no insurance at all until the 1980s) 
is by sending agents from door to door. 
There is no more expensive way of selling »» 








> insurance. In developed markets, insurers 
make their profits entirely from invest- 
ment income, since premiums are usually 
too small to cover claims and expenses. In 
China, on the other hand, insurance com- 
panies are condemned to invest mainly in 
low-yielding bank deposits and govern- 
ment bonds. China now plans to allow 
insurers to invest directly in the capital 
markets. Yet the stockmarket is, says Wu 
Jinglian, China's grand old man of eco- 
nomics, “worse than a casino”. 

It is unprofitable especially because of 
red tape. Ma Yongwei, China’s insurance 
regulator, likes to talk about the “golden 
opportunities ahead” for foreign insurers. 
In practice, however, regulators will work 
hard to take the shine off. Much as in Japan 
two decades ago, says Mr Harner, the regu- 
lators’ priorities are not to benefit consum- 
ers, but to nurture a strong domestic indus- 
try. The regulators will tolerate foreigners, 
and even make a point of learning their 
skills. But they will not want to let them 
prosper, and that is something which will 
not change much with wro membership. 


A few hurdles 

Consider the straitjackets for foreign insur- 
ers in China. To enter the market at all, mul- 
tinationals must maintain representative 
offices for years before upgrading these to 
branches. In between, there is a lot of en- 
tertaining of regulators in karaoke bars. 
Then, insurers may do business in just one 
city at a time—and, in non-life insurance, 
with foreign customers only. In life insur- 
ance, China forces foreigners (with the ex- 
ception of AIG, hence the spat) to form 
joint ventures with local companies. For- 
eign insurers which want access to the na- 
tional market (as opposed to one city) may 
take stakes of up to 25% in a domestic in- 
surer—provided, thatis, they get the regula- 
tors’ say-so. 

The idea in all this is to attract foreign 
expertise and to pass it on to locals before 
the foreigners can capitalise on it. Given 
this, corporate strategists at western head- 
quarters may do well to weigh up as much 
whether to invest in Asia as where and 
how much. m 
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Export-credit insurance 


Insuring Africa 


Introducing a new regional agency to 
insure against political risk in Africa 
La may soon get easier notjust for Vimal 

Shah, managing director of Bidco Oil 
Refineries, a Kenyan company which ex- 
ports cooking oil and margarine all over 
the region, but also for his customers. 
Wary of the commercial and political 
risks, his company sells only to customers 
that pay cash, or that get a letter of credit 
from an international bank. The cost of a 
letter of credit can be steep: up to 5% of the 
amount of a sale, compared with as little 
as 0.1% in Europe. And this assumes that a 
letter of credit can be obtained at all. Public 
and private insurers of export credits have 
a scant appetite for sub-Saharan Africa. 
Trade finance is scarce. All this, says Mr 
Shah, is bad for business. 

The African Trade Insurance Agency, 
which starts this month, may be what he 
needs. Headquartered in Kenya, the re- 
gional body will provide insurance for ex- 
ports to, from and within Africa. For now, 
the agency will offer insurance against po- 
litical upheaval, expropriation and pro- 
blems with exchange controls on trade in- 
volving Kenya, Malawi, Tanzania, Zambia, 
Uganda, Rwanda and Burundi. Other Afri- 
can countries are expected to join the 
scheme before long. 

If financiers are wary of unstable or ca- 
pricious governments in the region, why 
should they trust yet another regional 
body? It may help that member countries 
will be held financially responsible for any 
losses they generate. And the $105m of 
loans from the World Bank—made to par- 
ticipating countries but held in escrow in 
London-that constitute the scheme’s fi- 
nancial backbone should help as well. If 
claims arise, compensation will be paid 
out of these escrow accounts, which the 
participating governments will then have 
to replenish. 

The scheme’s credibility also rests on 
its private participants. According to Ivan 
Rossignol, the World Bank’s project man- 
ager in Nairobi, the point is to use public 
money to encourage private insurers to 
venture further into Africa. The World 
Bank loans will be used to pay for first 
losses, but underwriters at Lloyd’s of Lon- 
don will insure an additional $200m- 
worth of exposure. As the scheme ex- 
pands, the private-sector share is expected 
to increase. In addition, the agency is 
meant to be commercially viable. Over the 
next ten years, the scheme is expected to 
foster an additional $5 billion in trade for 
the seven participating countries. 





All to shift more sacks 


Buying protection against political and 
exchange-control risk, however, does not 
take care of the risk of non-payment by the 
importer. This is why the agency is now 
exploring whether private providers of 
credit insurance might be prepared to rein- 
sure commercial-risk cover, were the 
agency to offer it. 

Mr Rossignol says negotiations are on 
the right track: the agency aims to provide 
full credit-risk insurance before the end of 
the year. Still, how the private sector 
would bear the commercial risk remains 
unclear. The credit rating of commercial 
companies in Africa is virtually unknown. 
In addition, most African countries lack 
proper bankruptcy laws, which makes re- 
covering losses difficult. This could be 
enough to discourage the most adventur- 
ous of credit insurers. $ 


Financial scandals in India 
Slaves of the state 


MUMBAI 
One more bail-out hits India’s credit 
rating 
NOTHER week, another government 
bail-out. This time it’s the flagship In- 
dustrial Finance Corporation of India 
Grci), which had ducked some principal 
payments on its bonds. 1rc1 was founded 
in 1948 and is the third-biggest long-term 
lender in India. It was made a joint-stock 
company in 1993, but is still majority gov- 
ernment-owned through the Industrial 
Development Bank of India and other in- 
stitutions. 1Fc1 has borne the cost of In- 
dia’s history of inefficient industrial de- 
velopment, frequently as a pawn in the 
game of graft and political patronage. The 
price today is a bailout costing some 10 bil- 
lion rupees ($210m), three-fifths to be met 
by core shareholders, two-fifths in the »» 
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Our Interim Results 


“When we announced last year’s results in 
February, we said that the outlook for 
2001 was challenging. This has proved to 
be the case. Nevertheless, HSBC has 
increased its attributable profit, raised its 
first interim dividend and made good 
progress in developing its businesses, 
particularly its wealth management 
services. 


While the economic environment will 
remain challenging, we have positioned 
our business conservatively. The strength 


30 June 
2001 Half-year to 


of our liquidity, our capital base and our 
loan loss reserves enable us to respond 
robustly to any events which may arise. 
Our international reach, combined with 
the quality of our staff and the strength of 
our customer base, give grounds for 
confidence that we will continue to create 
value for shareholders as opportunities 
arise.” 


Sir John Bond 
Group Chairman 


30 June 30 June 
2001 2000 


£m USSm US$m 
3,772 Profit before tax 5,435 5,206 








Profit attributable to shareholders 
2,828 cash basis* 4,075 3,697 
2,547 reported 3,670 3,525 


52,732 
£ USS US$ 
0.31 Cash earnings per share* 0.44 0.44 





37,545 Capital resources 47,935 








0.28 Earnings per share 0.40 0.42 





0.13** Dividend per share 0.19 0.15 
The Group’s total capital ratio and tier | capital ratio at 30 June 2001 were 
13.7 per cent and 9.4 per cent, respectively. 

* Cash earnings and cash earnings per share are based on reported earnings 
after adding back the impact of goodwill amortisation. 

The dividend per share figure is translated at the closing rate on 30 June 
2001. Where required, the dividend will be converted into sterling or Hong 
Kong dollars at the exchange rates on | October 2001, 
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> form of 20-year convertible bonds fi- 


nanced by the government. 

This follows a partial bail-out in July of 
20m investors in India’s biggest equity sav- 
ings scheme: us-64, a fund managed by 
the Unit Trust of India (uti). The prime 
minister, Atal Behari Vajpayee, threatened 
to resign last week, in part because of the 
UTI affair, but was persuaded to stay. 

Another indignity came on August 7th 
when India’s shaky finances prompted 
Standard and Poor’s, a rating agency, to an- 
nounce a downgrading of the country’s lo- 
cal-currency rating, from BBB to BBB-mi- 
nus. The reason was India’s “unchecked” 
budget deficit and rising domestic indebt- 
edness—close, respectively, to 10% and 
70% of GDP. On August 8th Moody’s, an- 
other agency, downgraded both India’s 
foreign- and local-currency ratings. 

A decade of economic reforms has 
failed to loosen the government's grasp 
over the country’s biggest banks, insur- 
ance companies and mutual funds. They 
control four-fifths of bank assets, two- 
thirds of mutual-fund assets and the entire 
insurance industry. In the days of a cen- 
tralised economy, these institutions were 
key agents of state control and capital allo- 
cation. They used their near-sovereign rat- 
ings (because of an implicit government 
guarantee on their borrowings) to mop up 
cheap money and to allocate it as the state 
wished, often funding budget deficits. 
After liberalisation in the 1990s, when 
managing risk became more arduous, and 
prudential rules were introduced, their 
health began to fail. Their non-performing 
loans total over 790 billion rupees, or 
around 4% of Gpp, and their credit ratings 
are lower than those of top corporate bor- 
rowers. 

Following the bail-outs, the govern- 
ment has tightened its control over IFCI 
and uTI, a setback for liberalisation. The 
new head of uT1is a bureaucrat, while the 
post of government nominee to the 
board—abolished a few years ago—has 
been revived. The injection of convertible 
bonds to bolster 1Fcr’s capital will make 
the government a direct stakeholder. Poli- 
ticians will continue to meddle in the run- 
ning of these institutions, which is the 
main reason for their problems in the first 
place. 

The government's handling of uT1, 
with investigations by three separate 
groups—a team of parliamentarians, the 
police and a panel of experts—looks more 
like an attempt to whitewash politicians 
rather than to nail the problem. The urt1's 
former chief, Pavagada Subramanyam, 
who faces criminal charges over a private 
deal to buy shares—now worthless—in a 
software company, will probably be made 
a scapegoat. 

Industrial Development Bank of India, 
the country’s biggest development bank 
and a cash-strapped one to boot, came re- 
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luctantly to the rescue of both 1Fc1 and 
UTI. Now it could be next in line for a gov- 
ernment bail-out itself, a former finance 
minister, Manmohan Singh, warns. Crisil, 
a rating agency, downgraded the develop- 
ment bank last month, concerned by the 
poor quality of its assets. Meanwhile, the 
governmentis still looking for someone to 
head the bank, six months after the previ- 
ous chief retired. 

These state institutions hold most of In- 
dia’s household savings, and savers con- 
tinue to pour money into them in the be- 
lief that they enjoy ample government 
protection. Weaning people from that be- 
lief—which distorts economic decisions— 
will not be easy. Meanwhile, the market 
has given its verdict. The shares of Indus- 
trial Development Bank of India, for one, 
trade at one-seventh of their issue price six 
years ago. W 


European economies 


Out of puff 


FRANKFURT 
The euro area’s economies are wilting 
fast. When will they revive? 


ONTH after month, the evidence has 
been piling up: flagging business and 
consumer confidence; weakening indus- 
trial production; rising unemployment. 
Europe may not be wheezing quite as 
badly as America, still less Japan, but it is 
far from fighting fit. This week, there were 
more weak data: Italian GDP was flat in the 
second quarter; and joblessness in Ger- 
many rose in July, for the seventh month 
running, albeit by less than expected. At 
the end of last year, the economic forecast- 
ers polled monthly by The Economist were 
predicting that euro-area GDP would grow 
by 2.9% in 2001. Now they reckon on only 
1.9% (see chart). 
Germany, the euro area’s biggest econ- 
omy, is in worst shape. Nothing new in 
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that: its annual GDP growth has averaged 
just 1.5% since 1992. A number of econo- 
mists suspect that the economy may have 
shrunk in the second quarter; some think it 
may do so in the third as well, which 
would satisfy the most widely used defini- 
tion of recession. Granted, the increase in 
unemployment has in fact been slight: the 
rate has risen by a mere one-tenth of a per- 
centage point this year, to 9.3%. Nonethe- 
less, no one expects joblessness to start 
falling again soon. 

Even France, hitherto the brightest of 
the continent's large economies, has lost 
its shine. Lately, unemployment has risen 
more sharply there than in Germany. This 
year the number of temp-agency workers 
has fallen by 11%, to 650,000—showing, 
says Stéphane Déo of uss Warburg, the 
speed (and ease) with which some French 
companies are shedding workers. Italy, 
too, has run out of steam. In the fourth 
quarter of last year, thanks to surprisingly 
good net exports, its GDP grew by 0.8%. 
Ditto in the first three months of 2001, 
thanks to a build-up of inventories. Once 
these one-off effects were over, the econ- 
omy lacked oomph. 

A cold caught from America? Partly. Al- 
though the slowdown in the United States 
has hurt European firms, the American- 
sneeze theory explains only part of the 
continent’s problems, which are mostly 
home-grown. In fact, net exports (ie, ex; 
ports less imports) have been helping to 
hold growth up. Imports have been grow- 
ing even more slowly than exports, reflect- 
ing in turn soft domestic demand. 

One possible cause of this is the inter- 
est-rate hikes, totalling 2% percentage 
points, that were prescribed by the Euro- 
pean Central Bank in 1999 and 2000. So far 
this year, the ecs has reversed just a quar- 
ter-point of the increases. Another check 
on demand is rises in fuel and food prices 
late last year and early this, in the wake of 
higher crude-oil prices, mad-cow disease 
and foot-and-mouth. These made people 
loth to spend. As the economy has slowed, 
and they fear for their jobs, they have be- 
come even less keen. 

The best bit of news is that most econo- 
mists think that the third quarter will be 
better than the second. Whether they are 
right depends on Europe’s consumers. Al- 
though industrial prospects look miser- 
able for months yet, folk might start to 
spend now that the effects of last year’s 
food and fuel price increases are fading. 
There are signs that German retail sales are 
picking up, perhaps helped by an income- 
tax cut at the start of the year: the recent 
scrapping of alaw banning deep discounts 
in shops should help a little more. There 
may be more bad headlines ahead—watch 
for German GDP figures in two weeks’ 
time~—but the worst three months may al- 
ready be over. And if that isn't so, the EcB 
may even be inclined to help. = 






Economics focus Averse to reality 


Economics relies on a standard theory of how people deal with risk. This theory is 


obviously wrong 








GREAT deal of economic theory turns 

on how people cope with risk—one 
of the least escapable facts of economic 
life. The model that most economists rely 
on when they need to take account of risk 
in their pure or applied research is ex- 
pected-utility theory. The trouble is, this 
theory has implications so absurd that it 
cannot be true. 

People are commonly observed to be 
“risk averse” in everyday life—that is, they 
reject better-than-fair gambles. Suppose 
you were offered a 50-50 bet that paid 
you $11 if you won and cost you $10 if 
you lost. Given the odds and the pay-offs, 
the expected return for accepting this bet 
is 50 cents (50% of $11 less 50% of $10); 
and since this is a positive number, the 
gamble looks attractive. The fact that 
many people do turn down such bets 
does not trouble expected-utility theory. 
It has an explanation: diminishing mar- 
ginal utility. As your wealth rises, each 
extra dollar is worth less to you than the 
previous one. Because the utility of extra 
wealth declines, it is not necessarily illogi- 
cal to attach a lower subjective value to 
the upside of the gamble (50% of $11) 
than to the downside (50% of $10). All 
seems well: the facts and the theory sit 
comfortably together. 

Unfortunately, if you think about it, 
they do not, as Matthew Rabin of the Uni- 
versity of California, Berkeley, and Rich- 
ard Thaler of the University of Chicago 
point out in a recent article’. Consider the 
bet described in the previous paragraph, 
and imagine some unremarkably risk- 
averse person who turns it down. Now 
ask yourself this: knowing nothing else 
about the person, and assuming ex- 
pected-utility theory to be true, how big a 
prize would you need to offer in a 50-50 
bet to persuade him to risk losing $100? 

Knowing he turned down the $11 
prize, you might guess it would have to 
be more than $110. Would $220 be 
enough? The expected pay-off of that bet 
would be $60 (50% of $220 less 50% of 
$100). Looks good—yet our putative risk- 
avoider would still turn it down. Things 
get worse. What about $2,000? He would 
turn that down as well. All right, $20,000. 
No, still too risky. Very well, $2m; wait, 
what the heck, $2 billion. Still no. Given 
only what you know about this risk- 








* “Anomalies: Risk Aversion” By Matthew Rabin and 
Richard Thaler. Journal of Economic Perspectives, 
Volume 15, Number 1. 





avoiding person, plus the truth of ex- 
pected-utility theory, you are forced to 
conclude that he will reject any 50-50 bet 
costing $100, regardless of the prize. 
Risk-aversion of this degree is literally 
insane—yet rational, according to the the- 
ory. What is going on? To understand 
what the theory is doing, as Mr Rabin and 
Mr Thaler explain, you need to follow 
along with some arithmetic. Suppose that 
the person’s initial wealth is w. Then re- 
jecting the original lose-$10 gain-$11 bet 
implies that on average he values each of 
the dollars between w and (w +11) by at 
most ten-elevenths of the average value 
he puts on dollars between w and (w - 
10). This implies that the value he puts on 
the w + 11th dollar is at most ten-elev- 
enths of the value he puts on the w - 10th 
dollar. In effect, then, our subject’s mar- 
ginal utility of wealth falls as his wealth 
rises, and rises as his wealth falls, at a rate 
of around 10% for every change of $21. 
This phenomenally powerful multiplier 
so inflates the value he attaches to a loss 
of $100, and so deflates the value he atta- 
ches to any gains, that no gain can be big 
enough to make the bet seem attractive. 
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The absurdity, as Mr Rabin and Mr 
Thaler emphasise, is not a trick reflecting 
particular assumptions, but is wired into 
the standard theory. “Expected-utility 
theory says risk attitudes derive solely 
from changes in marginal utility associ- 
ated with fluctuations in lifetime wealth. 
Hence, the theory says that people will 
not be averse to risks involving monetary 
gains and losses that do not alter lifetime 
wealth enough to affect significantly the 
marginal utility one derives from that life- 
time wealth.” The theory, in other words, 
implies that people should be risk-neutral 
towards gambles involving small stakes~ 
but they aren’t. 




























Odds and ends 

The question is, how to make sense of the 
fact that people will reject small-stake 
gambles and yet accept, as they are wont 
to, moderate-stake gambles provided the 
terms are good. The authors call for an ap- 
proach based on two ideas (both men- 
tioned on earlier occasions in this space): 
loss aversion and mental accounts. 

Loss aversion is the idea that people 
feel the pain of a loss more acutely than 
the pleasure of a gain of equal size: 
changes in wealth, and their direction, are 
what count, regardless of levels. This di- 
rectly explains why people turn down 
even very small gambles with positive ex-. 
pected gains. Mental accounting plays a 
complementary role. It is the idea that 
people judge financial risks in isolation, 
rather than alongside overall wealth and 
other risks. Small, better-than-fair gam- 
bles may look irresistible in relation to to- 
tal wealth, because any losses will be 
negligible in that context; judged in isola- 
tion, especially given loss aversion, such) 
gambles are much easier to turn down. 

The authors argue that such decision 
isolation is pervasive, and explains many 
otherwise perplexing features of econ- 
omic life—from the “equity-premium puz» 
zle” to the otherwise contradictory facts 
that (a) lotteries are popular and (b) peo- 
ple are willing to pay outlandish prices to 
insure themselves against easily afford- 
able losses (as with, for instance, optional 
extended warranties on consumer dur- 
ables). The evidence against the expected- 
utility approach seems overwhelming, 
and the broad shape of an alternative, 
thanks to the earlier work of Mr Thaler 
and others, is reasonably clear. The great- 
est puzzle, perhaps, is that the old theory 
has not yet been discarded. = 
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Cosmology 


Let there be light 


` 


Astronomers may have glimpsed the edge of the visible—the fog that filled the 


universe before the first stars shone 


CCORDING to the Bible, all was dark- 
ness until God created light. But in the 
modern scientific story, light was created 
not once but twice. The first time was in 
the Big Bang, when the universe began its 
existence as a glowing, expanding fireball, 
which cooled off into darkness after a few 
million years. The second time was hun- 
dreds of millions of years later, when the 
cold material condensed into dense nug- 
gets under the influence of gravity, and ig- 
nited to become the first stars. 

Sir Martin Rees, Britain’s astronomer 
royal, named the long interval between 
these two enlightenments the cosmic 
“Dark Age”. The name describes not only 
the poorly lit conditions, but also the igno- 
rance of astronomers about that period. 
Nobody knows exactly when the first stars 
formed, or how they organised them- 
selves into galaxies—or even whether stars 
were the first luminous objects. They may 
have been preceded by quasars, which are 
mysterious, bright spots found at the cen- 
tres of some galaxies. 

Now, two independent groups of 
astronomers, one led by Robert Becker of 
the University of California, Davis, and 


the other by George Djorgovski of the Cali- 
fornia Institute of Technology (Caltech), in 
Pasadena, claim to have peered far enough 
into space with their telescopes (and there- 
fore backwards enough in time) to observe 
the closing days of the Dark Age. 

Their results have not yet been pub- 
lished in scientific journals, and therefore 
have not been vetted by their colleagues 
for possible faults. But because these could 
be the first sightings of a whole new realm 
for astronomers to explore, the work is al- 
ready receiving considerable attention. 


Mists and mellow fruitfulness 

The main problem that plagued previous 
efforts to study the Dark Age was not the 
lack of suitable telescopes, but rather the 
lack of suitable things at which to point 
them. Because these events took place 
over 13 billion years ago, if astronomers 
are to have any hope of unravelling them 
they must study objects that are at least 13 
billion light-years away. 

The best prospects are quasars, because 
they are so bright and compact that they 
can be seen across vast stretches of space. 
The energy source that powers a quasar is 
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unknown, although it is suspected to be 
the intense gravity of a giant black hole. 
However, at the distances required for the 
study of the Dark Age, even quasars are ex- 
tremely rare and faint. 

The researchers overcame this problem 
by capitalising on the Sloan Digital Sky 
Survey, an international effort whose goal 
is to map outa large fraction of the sky and 
find the rare treasures within, using a cus- 
tom-built telescope in New Mexico. Re- 
cently, some members of the Sloan team, 
led by Xiaohui Fan of Princeton Univer- 
sity, announced their discovery of the four 
most distant quasars known. 

All the new quasars are terribly faint, a 
challenge that both teams overcame by 
peering at them through one of the twin 
Keck telescopes in Hawaii. These are the 
world’s largest, and can therefore collect 
the most light. 

The new work by Dr Becker's team 
(which includes Dr Fan and other Sloan 
scientists) analysed the light from all four 
quasars. Three of them appeared to be 
similar to ordinary, less distant quasars. 
However, the fourth and most distant, un- 
like any other quasar ever seen, showed 
unmistakable signs of being shrouded in a 
fog of hydrogen gas. 

This gasis leftover material from the Big 
Bang that did not condense into stars or 
quasars. It acts like fog because new-born 
stars and quasars emit mainly ultraviolet 
light, and hydrogen gas is opaque to ultra- 
violet. Seeing this fog had been the goal of 
would-be Dark Age astronomers since 


1965, when James Gunn and Bruce Peter- >> 
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> son spelled out the technique for using 
quasars as backlighting beacons to ob- 
serve the fog’s ultraviolet shadow. 

The fog prolonged the period of dark- 
ness until the heat from the first stars and 
quasars had the chance to ionise the hy- 
drogen (breaking it into its constituent 
parts, protons and electrons). Ionised hy- 
drogen is transparent to ultraviolet radia- 
tion, so at that moment the fog lifted, and 
the universe became the well-lit place it is 
today. For this reason, the end of the Dark 
Age is called the “Epoch of Re-ionisation”. 

It is a significant milestone to have wit- 
nessed this epoch, and also to have mea- 
sured exactly when it ended. Because the 
ultraviolet shadow is visible only in the 
most distant of the four quasars, the Sloan 
team concluded that the fog had dissipated 
completely by the time the universe was 
about 900m years old, and one-seventh of 
its current size. 

Meanwhile, Dr Djorgovski and his 
group at Caltech learned about the process 
of fog dissipation by studying the closest 
of the four new quasars in more detail 
than the Sloan team. (They opened the 
shutter on the Keck telescope’s camera for 
five and a half hours, compared with Dr 
Becker's 40 minutes.) 

In the short exposure, there was no sign 
of an ultraviolet shadow cast by the fog of 
hydrogen gas. But in the longer exposure, 
the Caltech team saw there was indeed 
fog—but that it was patchy, like a morning 
mist being driven off by the sun. 

Like visible light, ultraviolet light comes 
in hues that are defined by their wave- 
lengths. However, only certain hues of ul- 
traviolet were missing from the quasar’s 


spectrum, rather than the whole range. 
The Caltech team deduced from this that 
the fog in this part of the universe was in- 
terrupted by large, transparent “bubbles” 
located at different distances along the line 
of sight to the quasar. Their reasoning de- 
pends on the fact that hydrogen gas is espe- 
cially opaque to one particular wave- 
length. However, because the wavelength 
of light emitted by a quasar gradually 
grows as it travels through space (a conse- 
quence of the expansion of the universe), 
the relative position on the spectrum of 
this particular wavelength changes as the 
light travels. Each bank of fog between the 
bubbles, therefore, punches a different 
hole in the spectrum, as seen from earth. 

These bubbles may reveal exactly how 
the Dark Age came to a close. After the first 
stars and quasars ignited, their radiation 
began pouring out into space, creating hot 
bubbles of ionised (and therefore trans- 
parent) gas around them. The bubbles 
grew and eventually merged, getting rid of 
all the un-ionised hydrogen. 

Other scientists (Dr Becker among 
them) are sceptical of this interpretation, 
because similar patterns of patchy absorp- 
tion, albeit much less opaque, have been 
seen in relatively nearby quasars—where 
they cannot be due to the primordial fog. It 
should not, however, be long before the 
disagreement is settled. First, this latest re- 
search will be scrutinised by other scien- 
tists. Then, within a few years, the Sloan 
survey should find about 1m new quasars, 
at least 20 of which are expected to be dis- 
tant enough to provide additional probes 
to lighten the darkness of ignorance that 
surrounds the early universe. m 





Marine biology 


This animal is a male True’s beaked whale. Although the species was identified almost 
90 years ago from bodies washed up on shore, it has been seen alive only once before, in 
1993. The photograph was taken from a ferry running between Britain and Spain, by 
Dylan Walker. Dr Walker is a whale biologist with a British research group called 
Organisation Cetacea, who was acting as a guide to a group of whale-watchers on the 
ferry when the animal appeared. Fortunately, he had his camera handy. 
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The periodic table 
10° seconds of 
fame 


Anelement apparently discovered two 
years ago has just been “undiscovered” 


DDING a new element to the periodic 
table is a guarantee of scientific im- 
mortality. So it was with much fanfare that 
physicists at Lawrence Berkeley National 
Laboratory (LBNL), in California, reported 
in 1999 that they had, for a fraction of a sec- 
ond, created two new elements which 
were the heaviest ever made. Now, in a 
surprising twist, they have said that the 
whole affair was an unfortunate mistake. 
Citing an inability to reproduce the origi- 
nal experiment, as well as a disappointing 
re-analysis of the data from it, the team’s 
leader, Ken Gregorich, has sent a retraction 
of the claim to Physical Review Letters, the 
journal that first published it. 

As these physicists can testify, life in the 
upper echelons of the periodic table of ele- 
ments can be nasty, brutish and short. Ura- 
nium, with 92 protons in its nucleus, is the 
heaviest element that occurs naturally in 
any quantity. To make atoms heavier than 
that, physicists must bombard uranium 
with neutrons, or squash smaller atoms to- 
gether. Even if anew element does form, it 
often disintegrates almost instantly. 

The LBNL physicists thought they had 
caught a fleeting glimpse of element 118 
because their detectors had picked up a 
tell-tale chain of six “alpha decays” occur- 
ring within one second. Alpha decay is a 
type of radioactivity that occurs when an 
unstable atom emits a helium nucleus 
(two neutrons and two protons). Since the 
number of protons distinguishes one ele- 
ment from another, element 118’s alpha 
decay would have produced another 
never-before-seen species: an atom of ele- 
ment 116. This atom, in its turn, seemed to 
decay into an atom of element 114 (which 
had been created previously, but never in 
this fashion). The chain eventually termi- 
nated with element 106. 

The supposed existence of element 118 
was interesting to physicists for two rea- 
sons. Firstly, it appeared to vindicate the 
recipe used by the American team to make 
new sorts of atoms. The LBNL researchers 
sent a beam of relatively heavy krypton at- 
oms hurtling into a target made of lead. 
Russian physicists, on the other hand, 
were using beams of light atoms, such as 
calcium, and smashing them into very 
heavy atoms suchas plutonium or curium. 
Now, it seems the Russian technique may 
have been better all along. 

More importantly, the experiment 
seemed to offer proof that an “island of 
stability” existed at the top end of the peri- » 





Organ repair 
Hearts and minds 


An unusual strain of mouse suggests a way to regenerate damaged tissue 


NE of the reasons why biologists set 

so much store by research into stem 
cells is that they hope to use them to re- 
pair damaged tissue. In part, that is be- 
cause mammalian (and therefore 
human) tissues are bad at repairing 
themselves. That is in contrast to, say, 
the tissues of amphibians. As is well 
known, these animals can regenerate en- 
tire amputated limbs. 

One mammal, however, can perform 
amphibian-like regeneration tricks. This 
is a laboratory-bred strain of mouse 
known as MRL. In 1998 Ellen Heber-Katz, 
a researcher at the Wistar Institute in 
Philadelphia, showed that these mice, 
instead of creating scar tissue in re- 
sponse to injury, effected seamless re- 
pairs to damaged organs (in this case 
ears with holes punched in them). Now, 
Dr Heber-Katz and her mice are back. A 
paper in this week's Proceedings of the 
National Academy of Sciences describes 
her work. And this time, the self-repair- 
ing organ in question is one more critical 
to survival—the heart. 

To inflict non-lethal heart damage on 
their mice, Dr Heber-Katz and her col- 
leagues opened each animal up and ap- 
plied a cold instrument to the organ. This 
injured the muscle of the right ventricle, 
one of the chambers that pumps blood. 

The team then waited several weeks 


> odic table. Physicists think that nuclei are 
made up of concentric shells of protons 
and neutrons. A nucleus is particularly sta- 
ble if it contains just the right number of 
protons and neutrons to fill its shells with- 
out gaps. Theorists believe that atoms 
ought to start experiencing stabilising shell 
effects in the region of the periodic table 
near element 114. Without such effects, an 
atom would have a half-life of only about 
a thousandth of a trillionth (10) of a sec- 
ond. When element 118 popped up with 
an apparent half-life of 100 millionths of a 
second, the island of stability seemed to 
have materialised at last. 

Now element 118 has been yanked un- 
ceremoniously off the charts. So what of 
the physicists’ other efforts to make 
heavier atoms? The Russian researchers, 
who work at a laboratory in Dubna, have 
produced atoms of element 114 and 116 
that have survived for many seconds at a 
stretch. So the island of stability itself is not 
a mirage. At Berkeley, an investigation is 
under way to find out what went wrong. 
With luck, the embarrassment at the lab- 
oratory will have a short half-life too. m 


to see whether the damaged muscle 
would recover in either the MRL mice or 
the ordinary mice that underwent the 
same treatment, and thus served as con- 
trols. To some extent, it did so in both— 
but about ten times as many new mus- 
cle cells formed in the right ventricles of 
the mri mice as in those of the controls. 
Also, there was little or no scarring in the 
hearts of the MRL mice, and within two 
months or so their heart function had re- 
turned to normal. 

Laboratory mice are one thing; ailing 
people are quite another, To make practi- 
cal use of this discovery it will be neces- 
sary to find out how the mice do it, and 
then devise drugs that will stimulate a 
similar process in people. 

To this end, Dr Heber-Katz and her 
colleagues have traced the regenerative 
capacity of the MRL animals to anum- 
ber of genes on five different mouse 
chromosomes. Using this knowledge, 
they believe they are poised to make fur- 
ther discoveries on the molecular level 
which could point to new therapies. 

That would have implications for 
many medical conditions. Tissue death 
and scarring are features shared by a lot 
of diseases. Stimulating self-repair 
would thus have wide application. And 
not a single stem cell need be sacrificed 
along the way. 


Detecting landmines 
Ratting on mines 


Most mine detectors make a buzzing 
noise. Some go squeak, squeak 


EOPLE who think of rats as vermin 

may wish to reconsider. With proper 
training, the animal could turn out to be 
man’s best friend, at least if the man in 
question lives in an area with unmapped 
minefields. Apopo, a Belgian charity, is ex- 
ploring the use of African giant pouched 
rats—prized hitherto only for their 
meat~—as “biosensors” capable of locating 
landmines. 

The idea of using animals to find mines 
is hardly new. Researchers have studied 
ways to harness bees’ and cockroaches’ 
keen senses of smell to detect explosives, 
and dogs are already used in de-mining 
work, But according to Ron Verhagen, the 
chief scientist at Apopo, rats offer a num- 





ber of advantages when it comes to locat- 
ing mines. 

First, despite their impressive size for a 
rodent (25cm from nose to tail when full 
grown), they are too light to set off mines if 
they tread on them. They are also faster 
learners than dogs, and their behaviour is 
easier to decipher and control than an in- 
sect’s. Unlike dogs, rats do not require the 
care and attention of a dedicated trainer. 
Since they live on a diet of nuts and fruit, 
they are cheaper to feed than their canine 
competitors. They are easier to house and 
transport than dogs, and being African ani- 
mals, are immune to most of the tropical 
diseases that afflict imported dogs. The 
rats’ only weakness is that they are noctur- 
nal, and therefore prone to heat stroke. 

To train their rats, Apopo’s scientists 
blow air containing explosive traces at the 
animals. Using food rewards—bananas 
and avocados—-the researchers have 
taught their rats to signal what they sniff 
by pushing levers. The 80 or so rats, known 
as Victor, Stefan, Nicholas and so on, are 
able to detect smaller amounts of explo- 
sive than most existing biosensors. 

Apopois exploring two ways of putting 
the rats to work. One would be to use the 
rats directly to detect landmines: they 
would be taught to scratch at the soil to in- 
dicate a mine. The alternative is the oppo- 
site idea, having the rats confirm areas to 
be free of mines. This would involve using 
mobile field laboratories, keeping the rats 
caged—and cool—and collecting soil sam- 
ples for them to sniff for explosives. 

Following two years of laboratory 
work in Belgium, Apopo scientists have 
now moved to Sokoine University of Agri- 
culture in Tanzania, where they are con- 
ducting field tests with local scientists. The 
charity is also planning to conduct tests in 
Angola, in conjunction with Menschen ge- 
gen Minen, a German de-mining organisa- 
tion. If all goes well, Victor, Stefan and 
their colleagues could graduate from pro- 
viding protein to sweeping for mines with- 
in the next two years. W 











Contemporary Chinese fiction 


From mainland to mainstream 


There is no single authentic voice of Chinese fiction. And that may very well bea 


good thing 


O NE clear fact emerged from the contro- 
versy over Gao Xingjian’s Nobel prize 
for literature last October: an enormous- 
and increasingly hostile—divide exists be- 
tween Chinese literature written and read 
in mainland China and that produced and 
consumed in the West. Chinese authors 
who wentinto exile in the 1980s, including 
Mr Gao, dominate perceptions of Chinese 
literature in western markets, but are 
largely ignored in China itself. Writers in 
China accuse the exiles of pandering to 
western fantasies about an exotically re- 
pressive China which is irrelevant to Chi- 
nese people today, while exiles denounce 
writers in China for selling out to the prc’s 
version of the market economy. 

Whether a novel is written in China or 
in the West, dissidence is still the best rec- 
ipe for hype: western audiences love what- 
ever the Chinese government hates. Of the 
four books reviewed here, the only one 
written in China was “Shanghai Baby”, by 
Wei Hui (above right, followed clockwise 
by Annie Wang, Dai Sijie and Geling Yan). 
With its frank descriptions of sex and 
drugs in late-1990s Shanghai, it won wide- 
spread notoriety in China last year, and 
was eventually banned (a fact proudly ad- 
vertised on its back cover, presumably to 
reassure the western reader that it must be 
worth buying). The book is now an inter- 
national sensation, hailed as the hip new 


face of the Chinese avant-garde. 

Despite all the spin, this semi-autobio- 
graphical novel falls somewhat flat in Eng- 
lish. Its heroine, Coco, is a beautiful Shang- 
hai novelist on a journey of self -discovery 
while she wavers between Tian Tian, her 
impotent Chinese boyfriend and Mark, 
her potent German lover. The novel fea- 
tures an array of eccentrically named mi- 
nor characters (Flying Apple, Ah Dick), a 
hodge-podge of western cultural refer- 
ences (Henry Miller, “Titanic”) and well- 
expressed musings on Shanghai, but the 
focus never shifts too far from Coco's fasci- 
nation with herself. Zhou Wei Hui, who, 
like Cher or Madonna, uses only her first 
name, claims to represent the 1970s gen- 
eration, but one cannot but wonder how 
many Shanghai women have actually had 
sex with Germans in night-club toilets. 

Ms Yan, who moved to San Francisco 
after 1989 but continues to write in Chi- 
nese, is herself no stranger to dissident 
marketing techniques: the “banned-in- 
China” formula was recently used to pro- 
mote the film of one of her short stories, 
“Xiu Xiu: The Sent-Down Girl”. Yet the 
considerable appeal of her new novel, 
“The Lost Daughter of Happiness”, goes far 
beyond political exotica. 

The book tells the story of a celebrated 
Chinese prostitute, Fusang, who was ab- 
ducted from south China to San Francisco 
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in the 19th century. Against a backdrop of 
escalating racial violence between whites 
and Chinese, she becomes caught up be- 
tween two men: her pimp, Da Yong, and 
Chris, a middle-class white boy who has 
been obsessed with her since adolescence. 
Despite these sensational ingredients, Ms 
Yan’s unflinching narration of Fusang’s ca- 
reer in the brutal San Francisco flesh trade 
does not offer the reader an easy hit of de- 
bauched chinoiserie, and Fusang remains 
inscrutable throughout. 

Generational as much as geographical 
factors divide contemporary Chinese lit- 
erature. Although Ms Wang has lived in 
America since 1993 and writes in English, 
while Wei Hui still lives in Shanghai and 
writes in Chinese, both their books belong 
to the late 1990s phenomenon of “pretty 
woman literature”: glamorously photo- 
graphed 20-something female authors 
who write about young women having 
sex at the margins of socialist society. 

Despite these points of similarity, Ms 
Wang has used her political freedom to ex- » 


Shanghai Baby. By Wei Hui (translated by 
Bruce Humes). Pocket Books; 288 pages; 
$24. Robinson; £6.99 


The Lost Daughter of Happiness. By Gel- 
ing Yan (translated by Cathy Silber). Hype- 
rion; 288 pages; $22.95. Faber and Faber; 
£9.99 


Lili: A Novel of Tiananmen. By Annie 
Wang. Pantheon; 307 pages; $24. To be 
published in Britain by Picador in January 


Balzac and the Little Chinese Seam- 
stress. By Dai Sijie. Knopf; 208 pages; $18. 
Chatto & Windus; £12.99 
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> plore more serious historical questions. 
“Lili: A Novel of Tiananmen” follows the 
experiences of the beautiful young musi- 
cian, Lili, from her traumatic childhood in 
the Cultural Revolution until the events of 
1989. During the relative liberalisation of 
the post-Mao economic reforms, the disaf- 
fected Lili shocks her intellectual parents 
(“I love to upset those old Confucians”) by 
cohabiting with Roy, an American jour- 
nalist. She argues repeatedly with Roy 
about his attempts to “save China”, until 
the pro-democracy movement of 1989 fi- 
nally shakes her out of her cynicism.1980s 
China, with its ossified socialism and bur- 
geoning capitalism, is effectively evoked 
and Lili’s scepticism is a thought-provok- 
ing foil to Roy’s naive idealism. 

Although Mr Dai left China in 1984 for 
France and writes in French, he also be- 
longs to the “educated youth” generation 
in China: students relocated to China’s ru- 
ral hinterland during the Cultural Revolu- 
tion (1966-76). Many writers of this genera- 
tion subsequently built literary careers 
around these experiences; “Balzac and the 
Little Chinese Seamstress” is a welcome 
addition to this phenomenon. Set in 1971, 
Mr Dai’s charmingly ingenuous narra- 
tive-more “Famous Five” than “Wild 
Swans”—contrasts intriguingly with the 
accounts of political violence familiar to 
western readers of Cultural Revolution 
memoirs. The narrator and his friend Luo 
are banished to Phoenix of the Sky, a re- 
mote fairytale-like mountain village, to be 
“re-educated” by hauling buckets of excre- 
ment and toiling in mines nearby. Life be- 
gins to look up when they come across the 
beautiful daughter of the local tailor anda 
secret cache of forbidden foreign books. 
This collection of European classics opens 
up an entrancing realm of literature 
denied them by years of communist 
indoctrination—with unexpected results 
for the little seamstress. 

After China’s re-entry into the interna- 
tional arena, it was hoped that a Chinese 
writer could one day win acclaim both in 
China and in the West. This hope was 
squashed by last year’s Nobel award. After 
13 years in exile, Mr Gao had been widely 
forgotten or ignored in the mainland. But 
the market for Chinese literature is suffi- 
ciently diverse to accommodate many de- 
finitions of literary success. Although Mr 
Gao and the other authors under review 
enjoy the prestige of western markets, 
most of them are largely peripheral to the 
native readership prized by mainland Chi- 
nese authors. Meanwhile, the respective 
strengths and weaknesses of literature 
written inside and outside China remain 
logically self-evident: those in the West en- 
joy greater freedom to write about politics 
and the recent past, while those in China 
have the day-to-day experience to write 
about the present. A book that combined 
the two would be real publishing news. = 


Tudor history 


Hooray Henry 


Henry VIII: The King and His Court. By 
Alison Weir. Ballantine Books; 608 pages; 
$28. Jonathan Cape; £20 

In the Lion's Court: Power, Ambition and 
Sudden Death in the Reign of Henry VIII. 
By Derek Wilson. Hutchinson; 590 pages; £20 


ENRY VIII ruled England and its domi- 

nions between 1509 and 1547. His like- 
ness, thanks to Holbein’s famous portraits 
in the Thyssen-Bornemisza Museum and 
elsewhere, is so well known that it almost 
qualifies as a brand. A legend on account 
of his six wives, King Henry’s legacy was 
substantial. The monarchy, Parliament 
and the Church of England were funda- 
mentally reshaped by him, and survive in 
recognisable forms. During his quarrel 
with the pope, he declared England to be 
an “empire”, by which he meant a unitary 
sovereign state free from foreign jurisdic- 
tion. He was never a Eurosceptic, since he 
sought to conquer northern France and so 
extend his European influence, but his 
claims of national “sovereignty” would 
have been applauded by Lady Thatcher. 

Henry VIII sells well, and his biography 
is once more up for grabs. The classic life by 
J.J. Scarisbrick first appeared in 1968, since 
when a huge volume of research has accu- 
mulated and tastes have changed. A gap 
exists in the market that Derek Wilson and 
Alison Weir have set out to fill. David Star- 
key, Elizabeth I's biographer, will follow in 
January. 

Mr Wilson and Ms Weir both seek a 
fresh agenda in the politics and personal- 
ities of the royal court. Ms Weir opens viv- 
idly with descriptions of the splendours of 
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royal palaces and ceremonies, sumptu- 
ously illustrated from the Household Ordi- 
nances and accounts, records of tourna- 
ments and the dispatches of ambassadors, 
This leads into a conventional political his- 
tory, but the approach rings true, because 
monarchy was still highly personal. It was 
the charismatic, even sacral powers of the 
king, and not bureaucracy, that under- 
pinned regality in the reign of Henry VIII, 
and such powers were concentrated in the 
Privy Chamber, the innermost sanctum of 
the court, and not in institutions such as 
the exchequer, the courts of law, or even 
Parliament. 

Mr Wilson conceptualises the court less 
literally. He knows that accounts of revelry 
or expenditure on gourmet food and drink 
are ultimately antiquarian. They may be 
colourful, even voyeuristic-who ever 
knew that Henry VIII liked custard fritters 
or what he wore in bed?—but do such de- 
tails illuminate politics? Since Mr Wilson 
aims to understand the hidden workings 
of power, he builds anew model for doing 
so. He rejects the clichéd “Henry VIII and 
his Six Wives” approach and opts instead 
for a different set of relationships. He tells 
the interlocking stories of six courtiers—all 
called Thomas—whose ambitions and 
principles brought them into close contact 
(and often collision) with the king, and 
which led them to violent deaths. He has 
to cheat a bit to engineer this result: neither 
Thomas Cranmer nor Thomas Wriothes- 
ley died in the reign of Henry VIII, and 
Thomas Howard, Duke of Norfolk, al- 
though condemned, was miraculously re- 
prieved. Only Thomas More and his politi- 
cal rival, Thomas Cromwell, were actually 
executed by Henry VIII, and Cardinal Wol- 
sey, who died of fright and dysentery a 
year after his ignominious disgrace, was 
the earliest victim. 

Despite this artifice, Mr Wilson suc- 
ceeds in recreating a sense of what Henry 
VIII was like and how power was de- 
ployed in his reign. His book has greater 
depth than Ms Weir's, but his style is dry 
and relentless. Ms Weir's is unquestion- 
ably livelier. Anachronistic analogies with 
modern personalities and events also 
blemish Mr Wilson’s account, and his 
women tend to be cardboard characters. 
This is especially true of Anne Boleyn, the 
decisive influence in Henry’s life and reign, 
and certainly the only woman he genu- 
inely loved for any length of time. Page for 
page, Ms Weir's book is lighter of touch, 
but in the end we tire of so many inci- 
dental details and long for something 
more challenging. 

At one point we seem to get it. In a sug- 
gestive passage, Ms Weir argues that Anne 
Boleyn was pregnant when she was ac- 
cused of multiple adultery and incest in 
the Privy Chamber in the spring of 1536. 
Writing to his ambassador, Richard Pate, in 
Rome, the king is said to have announced »» 
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“the likelihood and appearance that God 
will send us heirs male”, implying he 
knew that Anne was once more expecting 
his child. If true, this would be a sensa- 
tional discovery—in such circumstances, 
why did Henry ditch Anne? 

Unfortunately, Ms Weir appears to 
have misread the document. In this par- 
ticular letter, the reference to “heirs male” 
is not the king’s, but constitutes reported 
speech: the words were those voiced by 
the Holy Roman Emperor, Charles V, in a 
separate letter to Cromwell from which 
Henry was quoting. The context (also ex- 
plained elsewhere in the state papers) is 
that Charles wished the Princess Mary, 
Henry’s daughter by his first wife Cather- 
ine of Aragon, to be restored to the order of 
succession, a request Charles believed to 
be reasonable given that Henry was still 
young enough to father a legitimate son. It 
is an unfortunate error that mars an other- 
wise enjoyable book. 

Both these books have a market. Yet 
neither tells us much about English soci- 
ety, the state of the country, or the progress 
of the Reformation, although Mr Wilson 
does briefly mention Ireland. Neither con- 
vincingly explains why and how the “affa- 
ble” king of the 1510s, whose palaces 
were described by Sir Thomas More as 
“more like a university than a court”, 
turned into such a vindictive monster. For 
the moment, Mr Scarisbrick’s biography 
still holds sway. Despite its age, its nu- 
anced interpretation of Henry’s character 
is unsurpassed. m 


America, Canada and Mexico 


And gone 
tomorrow? 


Here: A Biography of the New American 
Continent. By Anthony DePalma. 
PublicAffairs; 375 pages; $26 


Te is often everything in politics. 
For several crucial months in 1993 the 
then Mexican president, Carlos Salinas de 
Gortari, managed to restrain the Chiapas 
uprising and keep any news of it out of the 
media until the House of Representatives 
had approved the North American Free- 
Trade Agreement by a narrow margin (234 
votes to 200). When the violence that he 
feared might have frightened the Congress 
finally erupted less than two months later, 
on new year's day 1994, NAFTA had just 
come into effect. 

By contrast, having negotiated a broad 
reciprocal free-trade agreement with 
Washington in surprising haste during the 
winter of 1910-11, the Canadian prime 
minister, Sir Wilfrid Laurier, dallied eight 
months without pushing through the nec- 





North of south 


essary legislation. He even sailed off part 
way through to attend King George V’s 
coronation. The manufacturers and other 
Canadian protectionists had time to rally 
their forces, and Laurier lost his last elec- 
tion. If reciprocity had gone through in 
1911, would Canada have become a very 
different country, either prospering in 
close harmony with the United States, or 
absorbed into it? Now, 90 years on, is 
history catching up? 

Anthony DePalma pinpoints Novem- 
ber 2000 as the month when his new con- 
tinent and “our shared destiny” began to 
evolve, Vicente Fox, who had become 
Mexico's president in an extraordinary 
election, was about to take office, and 
George Bush and Jean Chrétien had both 
won elections north of the Rio Grande. Mr 
DePalma has his own perspective on his- 
tory. He calls his epilogue “Symmetry Re- 
gained”, to suggest that NAFTA is trans- 
forming frontiers into mere seams 
stitching the three countries together as 
one in the way, he says, it was before the 
Spanish, French and British came. It will be 
all one “here” (with no “there”), he says, 
and, in deference to Mexican and Cana- 
dian feelings, he drops most references to 
Americans and calls its future inhabitants 
“Newlanders”. 

From 1993 to 1999, Mr DePalma trav- 
elled widely in Mexico and Canada for the 
New York Times. Each chapter is a mixture 
of light sketches of those countries’ politi- 
cal histories with anecdotes about his 
journeys and interviews as well as tales of 
his family coping in unfamiliar cities. He 
writes in ambassadorial style, sprinkling 
personal pronouns throughout, and aims 
to look through “a three-sided prism” and 
correct myths and mutual ignorance. 

Yet, critical of his own country’s 
“pennywhistle patriotism” in teaching his- 
tory, he makes oddly shallow observa- 
tions about the others. This is particularly 


striking with regard to Canada. For exam- 
ple, he says it played a small but important 
role in the second world war, a role that 
was short-lived before it settled down as “a 
Danny Kaye of sovereign nations”, like- 
able and relatively harmless. 

Ignoring the 1932 Ottawa conference 
that launched “imperial preference” and 
how Canada had tried several times to ne- 
gotiate trade reciprocity with the United 
States, Mr DePalma writes that, in signing 
the bilateral free-trade agreement in 1988, 
Brian Mulroney “dumped a century of de- 
liberate economic isolation”. He adds, 
wryly but misleadingly, that he met only a 
handful of Canadians he thought were 
willing to die for their country. On the 
other hand, every one of the public tele- 
phones and parking meters he ever tried in 
Canadian cities was functioning. 

Although Mr DePalma is now an inter- 
national business reporter for his newspa- 
per, there is little serious discussion of the 
emerging consequences of NAFTA nor of 
the likelihood of dollarisation across the 
Americas. “Here” is a disappointing book, 
considering the author’s special experi- 
ence at a time of remarkable transition. = 


Victims of Nazism 
Closed accounts, 
open questions 


Where Did all the Money Go? The Pre-Nazi 
Era Wealth of European Jewry. By Helen B. 
Junz. HBJ International; 175 pages; £25 


| THE mid-1990s a belated but large- 
scale investigation into the fate of the as- 
sets and wealth of the largely Jewish vic- 
tims of Nazi persecution began, in large 
part as a response to attacks on Swiss 
banks for their treatment of the victims 
and their heirs. The investigation was con- 
ducted at a number of levels of inquiry: by 
commissions of “eminent persons” nomi- 
nated to arbitrate claims, by the major in- 
ternational accountancy firms, by national 
commissions of historians and other ex- 
perts in many countries, by independent 
researchers and by journalists. In the 
course of the debate, very different kinds 
of figures were bandied about for the pos- 
sible sums involved. 

The particular value of Helen Junz’s 
study is closely connected with its origins. 
It was produced at the request of the com- 
mission headed by Paul Volcker, a former 
chairman of the Federal Reserve Board, on 
the so-called dormant accounts in Swiss 
banks. The author was asked to find out 
how much Jewish-owned property there 
was, and in what form it had been held, in 
order to establish an upper bound for the 
amount that might have been transferred »» 





> to supposed safety in Switzerland. 

Ms Junz’s study, which is argued with 
impeccable logic, rests on an impressive 
base in tax records and other hitherto un- 
used archival material in six countries in 
which a large number of the victims of Na- 
zism had lived: Austria, France, Hungary, 
Germany, the Netherlands and Poland. 
The Soviet Union, which also had a large 
number of victims, is not included, on the 
reasonable grounds that few Soviet citi- 
zens are likely to have had substantial as- 
sets that they could have rescued; while 
Czechoslovakia and Romania are ex- 
cluded because of the unwillingness or in- 
ability of their governments and archival 
services to provide documents. 

Ms Junz looks at the wealth of those cit- 
izens she can identify as Jewish on the ba- 
sis of contemporary documents and is 
able to make informed estimates as to how 
that wealth was held: in commercial enter- 
prises or in financial assets, a significant 


Political art 


Lumumba’s light 


part of which was foreign (one of the sur- 
prises is how frequently individuals in the 
1930s owned foreign securities). These are 
the assets that might well have been trans- 
ferred out of the countries of residence, to 
safer institutions in neutral countries, or in 
Britain and America. Her overall conclu- 
sion is that just under $3 billion (in the 
prices of the time) “might have been avail- 
able for transfer to, or already lodged in, a 
safe-haven destination”. 

We still do not know how much of this 
money was actually transferred from the 
six countries under study (since the Nazis 
were very active in looting the assets they 
could find, and especially wanted to lay 
their hands on foreign securities). Nor do 
we know how much went to Switzerland, 
how much stayed there or and how much 
went on across the Channel or the Atlan- 
tic. In that sense, “Where did all the money 
go?” remains a crucial question that still 
demands an answer. @ 


Congo’s first prime minister still inspires writers, artists and film makers 


IME was when Patrice Lumumba 

was regarded as a Soviet pawn. Forty 
years on, Congo's first prime minister 
has become an artist’s muse and is 
about to enjoy his on the Bel- 


revenge 
gian establishment. Ludo de Witte’s “The 
Assassination of Lumumba”—published 
in Flemish in 1999 and now, by Verso, in 
English—explained how the Belgian se- 
cret service carried out the murder in 
1961 with a nod from Washington. The 





book inspired Raoul Peck, a Haitian film 
director, to finish his “Lumumba”, which 
has turned into an unusual hit in Amer- 
ica. It also led a Flemish artist, Luc Tuy- 
mans, to centre “Mwana Kitoko”, his 
entry to this year’s Venice Biennale, on 
the Congolese hero. All of which will 
mean an unusual level of interest in the 
Belgian commission of enquiry into the 
killing, which reports to Parliament in 
the autumn. Ah, the power of art. 


Mummification 


It’s a wrap 


The Mummy Congress. By Heather Pringle. 
Hyperion; 384 pages; $23.95. Fourth Estate; 
£15.99 


UMMIES are contradictory things: 

graceful and gruesome, embodying 
both death and immortality. They can pro- 
vide snapshots of ancient lifestyles and 
customs, act as repositories of valuable 
medical data, and cause fierce academic 
controversies when the information they 
reveal about the past conflicts with mod- 
ern expectations or political aims. Heather 
Pringle’s book, inspired by her visit to an 
unusual conference known as the 
“Mummy Congress”, is an engaging and 
wide-ranging survey of mummies 
throughout history and across the world. 

Although mummies are traditionally 
associated with ancient Egypt, the word is 
also applied to the Inca ice mummies of 
the Andes and desert mummies of Chile 
and China, self-mummified Japanese 
monks, Europeans preserved in bogs and 
glaciers, and the embalmed remains of 
medieval saints, kings and queens. It 
sounds like the stuff of dry, dusty scholar- 
ship, but Ms Pringle reanimates her sub- 
ject with vivid portraits of the archaeolo- 
gists, researchers and historians who have 
made the study of mummies their life’s 
work, and whose enthusiasm for the sub- 
ject quickly rubs off on the reader. She also 
skilfully links the study of mummies to 
present-day concerns such as the modern 
obsession with fitness, dieting and cos- 
metic surgery. More ominously, she re- 
veals how mummified remains were used 
to justify slavery in the 19th century and 
the Nazi persecution of homosexuals and 
Serbian ethnic cleansing in the 20th. 

The study of mummies raises many 
moral questions. Can detailed scrutiny of 
mummies, which is often destructive, be 
justified in the name of medical or histori- 
cal research? Are modern archaeologists 
any better than looters and tomb robbers? 
Ms Pringle tackles these questions head 
on, examining the potential medical and 
academic benefits of some mummy re- 
search while admitting to her own unease. 
She explains how the discovery of mum- 
mies with Caucasian features in north- 
west China has pitted nationalists against 
western academics, and how efforts to 
film the retrieval of mummies from An- 
dean mountain-tops caused a conflict be- 
tween scientists and commercial interests. 
And she offers a balanced account of the 
controversial discovery of evidence of co- 
caine in Egyptian mummies. 

The book is spiced with occasional »» 


~ 





Peas in a pod 


> flashes of humour, such as the tale of two 
Egyptians who ended up stored in aroom 
under Tulane Stadium in New Orleans and 
inadvertently attended three Super Bowls, 
or the recurring nightmare of the Soviet 
scientist who embalmed Lenin and 
dreamed that he saw a fly buzzing around 
his sarcophagus. “The Mummy Congress” 
is fascinating without being sensational- 
ist, comprehensive without being dull. m 


Poetry slam 
Declamation of 
independence 


NEW YORK 


Performance poetry is all the rage 


NSIDE a decaying nightclub on East 3rd 
Street there’s a riot going on. The beat- 
niks are stacked three deep on the floor. 
Hipsters jostle for jiving room on the stairs. 
Gangstas gossip with geishas—the noise is 
outrageous. A quick-wristed bartender 
splashes cheap white wine into plastic 
cups; but nobody’s really here to drink. 
This is the Nuyorican Poets’ Café. They're 
here to listen to poetry. Friday nightis slam 
night—and slam they will, by Apollo. 
Slam, for the uninitiated, is the art of 
competitive performance poetry—think 
“Gladiator” rescripted in loosely rhyming 
couplets, with an inner-city, hip hop sensi- 
bility. But make no mistake. This isn’t 
some East Village sideshow. The origins of 
slam can be traced back through the Beat 
movement of the 1950s and 1960s to the 
Harlem Renaissance of the 1920s. The first 
slams per se were organised in 1984 by a 
construction worker, Marc Smith, at the 
Get Me High Lounge in Chicago. Now, all 
over America, the slammers are coming 
out. This year’s National Poetry Slam in Se- 





attle—a six-day event which finished on 
August 5th—brought together 56 teams and 
more than 500 poets from across the coun- 
try. The final round was attended by an 
estimated 2,500 slam enthusiasts. 

Slam is no longer a subculture: it’s part 
of a burgeoning spoken-word industry 
which includes sell-out nationwide book 
promotion tours, stand-up comedy and 
one-person theatrical productions. Ac- 
cording to the New York Times, Barnes & 
Noble, America’s largest bookselling 
chain, reported a 30% rise in poetry sales 
between 1997 and 2000, while another 
source, Poets House in New York, calcu- 
lated that in 1999 alone some 989 books of 
poetry were published by 466 different 
publishers—an increase of almost 100% 
over 1993. 

The order of ceremonies tonight at the 
Nuyorican is typical. Under the arbitration 
of slam-master Nathan P, the poets de- 
claim, the judges judge, the audience hoots 
and stamps and roars. Bryonn Bain, a vet- 
eran slammer, kicks things off with a 
rapid-fire rumination on the predatory 
male gaze. Technically dazzling, super-con- 
fident, impeccably pc—a tough act to fol- 
low. But a young, slight Korean-American 
woman called Ishle Park rises to the chal- 
lenge with an impassioned account of 
childhood alienation in Queens. Later, Ed- 
ward Garcia takes the stage and strikes a 
similarly anguished pose. “Even the 
hunchbacked, one-eyed wheelchair kid 
shunned me”, he glumly recalls. 

The preferred style of delivery is fast 
and furious, with heavy emphasis on in- 
ternal rhymes and dramatic cadences—to 
the first-time listener slam sounds a lot like 
rap minus the backing musicians. It’s a 
moot point whether it’s the quality of the 
performance or the quality of the verse it- 
self that matters most—in this low light, 
there’s no separating the dancer and the 
dance. Like figure skaters or wet T-shirt 
contestants, the poets are scored on a 
nought-to-ten scale; the highest scorer 
wears the bays at the end of the night. 
Poetic justice in action. @ 





A showbiz life 
Diamond Lil 





Mae West: An Icon in Black and White. By 
Jill Watts. Oxford University Press; 400 pages; 
$35 and £25 


HAT do you get if you mix the exu- 

berant and curvaceous Mae West 
with an analytical professor? Egg on your 
face is what. As we do here. It is almost im- 
possible for a narrowly correct stance on a 
most incorrect lady not to be absurd. In- 
deed, any Mae West biographer starts with 
ahefty handicap, since there already exists 
the star’s own life-story, “Goodness Had 
Nothing To Do With It” (Manor Books, 
1976), and a dozen other biographies. 

Nonetheless, Jill Watts covers some in- 
triguing issues. Did Mae have a black 
grandfather? Was her mother Jewish? Was 
Mae a man? Did she have an affair with 
Marlene Dietrich? And why, when she 
generously promoted the careers of Duke 
Ellington, Louis Armstrong and others, 
was she so reluctant to speak out against 
racial intolerance? The answers to the 
above questions are, in order: probably; 
probably but by the time she arrived in 
New York she had reinvented herself as a 
Lutheran; no; probably not, although she 
flirted with her; and who knows? 

The story of her life takes in Brooklyn, 
burlesque, Broadway, and ultimately Hol- 
lywood, bootleggers and boxers. The con- 
stant themes are her battles against the 
censors—she had a short stint in jail in 
1927—her adoption of black culture, jazz, 
the blues and, especially, the shimmy, her 
avowed promiscuity set against her child- 
lessness, a loveless marriage to a small- 
time vaudevillian, and a regular pattern of 
critical failure followed by huge popular 
success. Her energy was extraordinary. Be- 
sides acting, singing and producing, and 
those extra-curricular activities which she 
claimed took up so much of her time, she 
wrote books and plays and films. In 1949 
she was voted equal with Eleanor Roose- 
velt as “the most famous woman in the 
world”. 

Ms Watts, who teaches history at Cali- 
fornia State University, takes the interest- 
ing view that as a “trickster” and “signi- 
fier", Mae West appropriated black 
survival characteristics and lived the life of 
a black woman passing for white. But does 
this really catch what made her special? 
More telling, to this reviewer at least, is 
that, like Marilyn Monroe and Madonna, 
she was unashamedly working class, and 
it was this, more than her sex appeal, 
which endeared her to those who feel 
themselves to be excluded from American 
culture. m 


Eudora Welty 





A writer who plumbed the American South, died on July 23rd, aged 92 


ER appearance was deceptive. On ac- 
quaintance, Eudora Welty seemed a 
nice little old lady with impeccable man- 
ners, an impression reinforced by her ugly 
but endearing froggy face. Yet her writing 
revealed an entirely different person: the 
tough-minded woman with a shrewd eye 
and perfect ear whose always memorable, 
often violent stories helped change how 
non-southerners saw the American South. 
It helped that Miss Welty was not ex- 
actly a southerner herself. She was born in 
Jackson, Mississippi, and her name was 
bracketed with those of Flannery O’Con- 
nor, William Faulkner, Tennessee Wil- 
liams and Robert Penn Warren as a writer 
of the so-called Southern School, but she 
was only a first-generation southerner. 
Her father was from Ohio, her mother 
from West Virginia, a mountain state that 
seceded from Virginia. Like them, their 
daughter was almost wholly free of south- 
ern sentimentality, even when it con- 
cerned her hometown. 

Others in Jackson still shudder when 
they recall the town being put to the torch 
by William Tecumseh Sherman, the Yan- 
kee general who went on to burn Atlanta 
to the ground. He and the retreating Con- 
federates made such a good job of it that 
only the chimneys were left standing, and 
Jackson was known for long afterwards as 


Chimneyville. Miss Welty did not shud- 
der. She instead regarded this civil-war 
atrocity as “kind of nice, a fresh start”. 

But then instead of representing the 
South, Miss Welty tried to understand it. 
Her effort to do this really started when, 
after a spell as a student at New York's Co- 
lumbia University School of Business and 
a few stabs at newspaper and radio jour- 
nalism, she was hired as a publicist by the 
Works Progress Administration. The 
agency, established by President Franklin 
Roosevelt to create make-work jobs during 
the Great Depression, enabled her to visit 
all of Mississippi's 82 counties. 


Seeing and listening 

In her travels, Miss Welty, the product of 
an upper-class home with servants, was 
shocked by the poverty of the black share- 
croppers and white dirt farmers she saw 
and talked to in rural Mississippi. Her 
snapshots of them were published nearly 
40 years later in a book called “One Time, 
One Place: Mississippi in the Depression”. 
In their own way, they are as moving as 
“Let us now Praise Famous Men”, the clas- 
sic series of Depression-era photographs 
taken by Walker Evans, a supreme profes- 
sional. Above all, she was struck by the 
spirit of the poor of the Deep South and 
her pictures capture not just their suffering 


The Economist August 11th 2001 


but also their dogged refusal to give way to 
despair. 

It is a theme of some of her best fiction. 
In, for instance, “The Burning”, the only 
short story she wrote about the American 
Civil War, it is the southern damsels who 
are crushed by adversity. Their black maid 
remains indomitable. 

Miss Welty’s ear was as acute as her 
eye. In her longest novel, “Losing Battles”, 
she succeeds in her high ambition to create 
dialogue that has simultaneously “to re- 
veal what the character said but also what 
he thought he said, what he hid, what oth- 
ers were going to think he meant, and 
what they misunderstood”. 

As a citizen, she was a woman with 
strong political opinions. She always 
voted Democratic. Jimmy Carter was one 
of her “great southern heroes”. She de- 
spised Richard Nixon. But as a writer her 
answer was a resounding “No!” when, ina 
famous essay in the Atlantic Monthly, she 
posed the question: “Must the novelist cru- 
sade?” Fictional characters, she argued, 
were not right and wrong, good and bad, 
black and white personified. The novelist 
worked neither to correct nor to condone, 
and not at all to comfort, but to make 
what's told alive. 

“Writing fiction is an interior affair. 
Novels and stories always will be put 
down little by little out of personal feeling 
and personal beliefs arrived at alone and 
at first hand over a period of time as time is 
needed. To go outside and beat the drum is 
only to interrupt, interrupt, and so finally 
to forget and to lose. Fiction has, and must 
keep, a private address.” 

Only once was she spurred into crusad- 
ing. When Medgar Evers, a civil-rights ac- 
tivist, was shot dead in Jackson in 1963, she 
wrote, the following night, “Where is the 
Voice Coming From?”. She then sent it to 
the New Yorker, where the editor immedi- 
ately recognised the story's worth and gut- 
ted the magazine to accommodate it. 

Like all of Miss Welty’s best work, it 
seeks to enter the mind and get under the 
skin of her characters, even those “alien 
and repugnant to me”. In a soliloquy, the 
killer confides his every thought as he 
plots and carries out the assassination. 

Her characters are sometimes as gro- 
tesque as those of some other novelists of 
the Southern School. Her great achieve- 
ment was to humanise them—and the 
South. Like Anton Chekhov, the Russian 
playwright and short-story teller to whom 
she is so often compared, she alchemised 
ordinary lives into great literature. 

Miss Welty may have been a regional 
writer but she was never a provincial one. 
As one old friend says, with a sideswipe at 
Ernest Hemingway and William Faulkner, 
“She didn’t have to go to Kilimanjaro or 
drink herself to death in Hollywood to 
have great ideas.” m 
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Director of the Feinstein International Famine Center, 
and Faculty Member of the School of Nutrition Science and Policy 
Tufts University 
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THE WORLD BANK 


The World Bank is seeking a Public Sector Management Specialist to join the Poverty 
Reduction and Economic Management Department of the Latin America and 
Caribbean Regional Office. The position is for a seasoned public sector management 
specialist who will be working directly with the Sector Manager in Washington D.C., 
and with counterparts in the client countries. 
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The chosen candidate will be expected to: 





(1) Lead and participate in task teams, participate in policy dialogue at a senior level, and 
provide advice and quality assurance for lending, analytical services, and Strategy for- 
mulation in two or more of the following areas: (a) public administration reform,(b) 
tax and customs administration,(¢) anticorruption and governance,(d) public expen- 
diture management, and (e) fiscal decentralization. 

Play a leadership role on public sector reform issues in chosen country teams . 

Work with Latin America and the Caribbean colleagues in the infrastructure, private 
sector, and social sectors on the design of reforms that can ease performance con- 
straints at the interface between these sectors and the core of government. 

Facilitate the generation and exchange of knowledge on public sector reforms with 
the Bank’s Poverty Reduction and Economic Management Network, other regions, 
and external audiences to help deliver best-practice solutions to Latin America and the 
Caribbean. clients 

Mentor junior staff in their professional development and provide quality control for 
them. 
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Measuring and Implementing 
Economic Value Added {August 29 - 31) 
(Sept. 10 - 14) 
(Sept. 17 - 21) 


(Sept. 24 - 26) 










Selection Criteria : 

* — Demonstrated ability to lead and participate in high-performance teams in non-hier- 
archical, networked settings. Record of delivering innovative, strategic, and high 
value-added reform solutions that integrate multiple aspects of public sector man- 
agement 

* Experience in policy dialogue in all substantive areas related to Public Sector + or 
experience as a senior government official. 

* At least 10 years of operational/field experience in one or more of tax and customs 
administration, civil service reform, e-government or information technology for 
governments, public administration, public expenditure management, fiscal decen- 
tralization, and fiscal transparency and anticorruption, 






Financial Restructuring - Going Public 
























Financial Innovation in Corporate Finance 





Modeling in Project Finance 







Derivatives: Special Topics 
- Volatility 
~ Derivatives Pricing with Numerical Methods 


(Sept. 24 - 25) 
(Sept. 26 - 28) 










- Credit Risk and Credit Derivatives (Oct. | - 2) * Advanced degree and training in public administration, economics, business manage- 
ment, accounting, law, or related field. 
Mergers and Acquisitions (Oct. 8 - 12) * — Good interpersonal skills, proven team orientation and ability to work with others, 
and excellent track record of mentoring junior staff, 
Real Options (Oct. 18 - 20) * Highly effective written and oral communication skills and ability to foster long-term, 






productive client partnerships that build on candidate's technical, governance, and 
political economy insights, 

* — Knowledge of institutions in Latin America and the Caribbean client countries and 
their legacy of reform and/or prior public sector work experience preferred. 






Valuing Commercial Banks (Oct. 22 - 23) 






Rational Valuation of Internet Companies 
and High-tech Projects 






(Oct, 29 - 30) 
(Nav. | - 23) 


Excellent spoken and written proficiency in English is essential, Working knowledge of 
Portuguese and/or Spanish is desirable. 






Foundations of Finance 







Women are especially encouraged to apply. The World Bank offers an internationally com- 
petitive compensation package including expatriate benefits. Qualified candidates should 
send a detailed curriculum vitae by two weeks after the issue date, to World Bank, Ms. 
S.RIsaac, 1818 H Street, N.W.. Room 18-800, Washington, D.C. 20433: Fax (202) 522- 
2119; e-mail sisaac@worldbank.org. Due to the volume of applications, we regret we are 
only able to contact short-listed candidates. NO PHONE CALLS, PLEASE. 









For information, please visit our Web site or contact us directly. 











AIF - P.O. Box 59536, 1040 LA Amsterdam, The Netherlands 
telephone: +3{-20-5200160 - fax: +3 1-20-5200161 














e-mail: info@aif.nt - internet: www.aif.ni 
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"| UNIVERSITY 
School of Management | 


Senior Research Fellow 


Based in Oxford ; : 
: uman e arch Centre 
Salary: £24,500-£31,500 H Resource Research C 


We are looking for two advisers to lead core We wish to appoint a researcher to manage our quarterly survey 
areas of research on social provision and making on recruitment, The Recruitment Confidence Index is becoming 
ls markets work for the poor, You will have proven widely known. as a respected indicator of recruitment activity 
Oxfam works with’ research and analytical skills on social and and a data source on managerial, professional and technical. 
others to find economic policy issues relating to development, labour markets. D O TRSA 
lasting solutions menang a strong gendar paana ha An The post offers considerable scope for development, through 
to poverty &xcellent communicator o complex economic initiati , ways of collecting data, and through exploiting 
po issues, you will: be educated to at least Masters Ee NEw SAE ora ra 8 A g aN gh xpioing 
and suffering. : 4 5 g the growing databases in HRM we possess at Cranfield. There 
level in economics or social science with a ill b a bee involved with i ional 
strong economics component. Commitment to w e opportunities to ome involved wi internatior ; 
Oxfam's values and beliefs is essential and comparative research, and to take a leading role in a Centre} 
; f ; and research community which covers all aspects of industrial - 
Closing date: 14th September 2001 relations and human resource management. f ; ; 
Interviews: 26th September 2001 


Ref: 1D/PD/PR/SI/EC 


For further details and an application 
form, please visit our website or send 
a large SAE to: International Human 
Resources, Oxfam, 274 Banbury Road, 
Oxford OX2 7DZ or e-mail: 
ihrapps@oxtam.org.uk quoting 

job title and reference number. 


© Oxfam 


www.oxfam.org.uk/jobs Diversity The difference starts with you 


You should possess, or be close to obtaining a PhD inthe Social. 
Sciences, a knowledge of statistical packages such as SPSS and. 
have experience in producing high quality, timely research. 
reports. S 

In return we offer an attractive reward package, excellent pension. 
scheme and discounted private medical insurance. Assistance is : 
available with the cost of relocation expenses. 3 


Application forms and further details are available. fro 

the Personnel Department, Cranfield University, Cranfield, 
Beds, MK43 OAL, telephone our 24 hour recruitment line on f 
(01234) 750111 extension 2000. Email k.dwan@cranfield.acak 
or. visit our website to download an. application form. 


www.cranfield.ac.uk/som 


Please quote reference number C/0184B. 


TUFTS UNIVERSITY 
The Fletcher School of Law and Diplomacy 
i The Fletcher School of Law and Diplomacy, established in 1933 as the first graduate school of international affairs in the USA, seeks two faculty positions. 
i Professor of International Political Economy 


B li-time tenure-track or tenured Associate Professor of International Political Economy beginning in: September 2002. This position requires a Ph.D. While 

Rericourage applicants at the associate level, we are also interested in applicants at the assistant level with exceptional promise and applicants at the full 
essor level with demonstrated achievement. Attractive areas of subspecialty include international trade, international finance, European integration and 
iness-government relations. f 


Professor of Public international Law 


time tenure-track Associate Professor of Public International Law beginning in September 2002. This position requires a J.D. or equivalent and practical” 
experience in the public or private sphere, While itis likely that the appointment will be made at the level of associate professor, applicants at the assistant 

With exceptional promise and applicants at the full. professor level with demonstrated achievement also will be considered. The primary responsibility of © 
sition will be teaching and scholarship in the area of public international law; sub-specialtiés or interest in other fields (for example, resources and | 


ment, human security, refugee law, regional integration, arms control regimes, or foreign affairs law) also will be taken. into account. 


of applications for both positions will begin October 15, 2001. Interested candidates should send a cover letter, curriculum vitae, three letters of 4 
eridation, and.a sample of written work to: at ; 


Chair, international Political Economy Search Committee or 
Chair; international Law Search Committee 
The Fletcher School of Law and Diplomacy 
Tufts University 
Medford, MA 02155 
U.S.A. 


b committed to increasing the diversity of our faculty. Members of underrepresented groups are strongly encouraged to apply. 


Visit our website at www.fletcher.tufts.edu 

















+*+ WORK IN USA ** eaders are recomment CAMBRIDGE 
795,000. Empi VISAS Available! ake approp enquiries and take 
eena Conneres Anparcoes: |: | Gini Gites bees vistas mone, Loo REGIONAL ECONOMIST/STATISTCIAN 
ACCOUNTANTS. PHYSICIANS, TEACHERS, ET. inckrritig any expense or entering into a binding GOVERNMENT OFFICE FOR THE EAST OF ENGLAND 


i cae, ia contaitmeént in relation to an-advertisement. The 
TOP Positions, Salaries & Benefits Economist Newspaper: Limited shall not be 
Visit.us. Online for Job Opportunities! liable to any person for loss or damage incurred 
Affiliates (Recruiters) Needed! or suffered as a result of his/her accepting or 
offering to accept an invitation contained in any 
www.GreenCardSpecialists.com advertisement in the Economist: 


















£32,943-£45,362 (pay award pending) The starting. salary will depend on skills and 
experience but we would expect to apppoint above the bottom of the scale. 











This post provides a major opportunity to-play a lead role in developing GO. East's 
analytical capability, providing an input to-policy development work and liaising across 
regional Organisations to maximise the benéfits of data and information sharing. You will 
need to have a sound grounding in economics and/or statistics, (with a minimum of 4 
years experience in a relevant work area) including a degree level qualification in 
economics or à related discipline. 


























DO YOU FEEL LIKE YOUR CORPORATE 
LADDER HAS RUN OUT OF RUNGS? 


Do you feel the need for new challenges and opportunities? If 
you're a global senior executive, over 40 years old and 
accustomed to a $100K+ annual salary, we can be the 
answer to your next jump on the ladder of success. Resume 
Broadcast International assists you in your professional search 
with the personal contact necessary for success from start 
to finish 24 hours a day, 365 days a year. Opportunity is only 
a phone call away at Tel: (619) 224-9257, Fax: (619) 224-9268 
or E-mail: 102224.3306 @ compuserve.com 


Main work areas include: 

* Provide analytical and advisory service to support a range of corporate.and strategic 
functions; 

* Develop knowledge management services and take the lead responsibility for the 
Geographical Information Service; 

* Work with regional partners, including the Regional Observatory and Public Health 
Observatory. f 

You will be expected to provide regular briefing, data and analysis on key aspects of the 

region’s performance, including inputs for Ministerial visits to the region and have 

experience of applying economic principles to important policy or operational issues. 

Fundamental skills include understanding the work context, analytical, judgement and 

decision making, teamwork, communication and interpersonal, organisational and 

management of time. 


For an application form call 01223 346764 or email vacancies.go-east @ go-regions.gov.uk 
Further information about GO-East can be found on our website www.go-east.gov.uk 























































Please return completed forms to Claire Tilley at GO-East Personnel, Westbrook, Milton 
Road, Cambridge, CB4 1YG by Wednesday Sth September 2001. 

Interviews are provisionally scheduled for 4th October 2001. Candidates will be required to 
give a short presentation. 

GO-East is bath an equal opportunity employer and IP accreilited. 


Resume Resume Broadcast international 
P.O. Box 6930, San Diego, Califomia 92166, USA. 


Bronccast Tel: 619 224 9257, Fax: 619 224 9268 
internctionall Email: 102224.3306 @ compuserve.com 
iS) HENIE DAZ 



























Departmenttor LEGAL AND JUDICIAL REFORM ADVISER 
International SAFETY, SECURITY AND ACCESS TO JUSTICE PROGRAMME 


Development 


MALAWI 
Democracy was introduced to Malawi in 1994 — along with linkages between customary and formal justice elements. 
a constitution enshrining human rights and the principle of To succeed, you will need a law degree and experience of 
separation of powers. However, people in Malawi still have legal work, an understanding of both customary and formal 
concerns about their personal safety and access to justice. justice systems, experience of legal aid processes, proven 


DFID intends to support the Government of Malawi develop experience of personal contribution to effective team 

and implement a sector policy on Safety and Justice through working and a history of working with Government Ministers 
the Malawi Safety, Security and Access to Justice (MASSAJ) and senior civil servants. First hand experience of working in 
programme. The purpose of MASSAJ is improved safety of developing countries would be preferable. 


the person, security of property and access to justice, TERMS OF APPOINTMENT a 


particularly for the rural poor and vulnerable groups. f f 
The Vice President will chair a national Council for Safety _{he aPpointment is for a three yes nee tet Pe ionary 
and Justice (NGS) and will bè supportëd by a DFID funded period. The starting salary will be circa £40,000 per annum 


Secretariat team. The Secretariat will consist of a Programme . i ; 
Manager, Police and Criminal Justice Adviser, Justice and and is UK taxable. Additional allowances may also be payable; 


Social Development Adviser, Research and Public Relations Candidates should either be nationals of Member States of § 

Officer, Finance, Administration and Procurement Adviser the European Economic Area (EEA), Commonwealth citizen 

and Legal and Judicial Reform Adviser. who have an established right of abode and the right to wo; 
in the United Kingdom or those granted refugee status as 4 

QUALIFICATIONS AND EXPERIENCE defined by the 1951 UN Convention on Refugees. 

You will bring expertise on all legal and judicial aspects of the 

programme ~ particularly the court, judicial, legal aid and Closing date: 7 September 2001. 


Application forms can be obtained, quoting ref: AH375/4/FS/TE clearly on your envelope, from Department for 
International Development, Abercrombie House, Room AH375/4, Eaglesham Road, East Kilbride G75 8EA or 
telephone 01355 843545 (answerphone) or e-mail: hrod4b1 @dfid.gov.uk http://www.dfid.gov.uk 


The Department for International DFID works in partnership with elsewhere, including Latin Amer 
Development (DFID) is the UK’s governments, international and national in Central and Eastern Europe. f 
government department responsible non-governmental organisations, the DFID is committed to a policy į 
for promoting development and the private sector and institutions such as opportunities and encourag: f 


reduction of poverty. DFID is the World Bank, UN agencies and the  fromall parts of the community. i 
committed to the internationally agreed European Commission. Most of the particularly welcome amid 
f 


Fulfilling Britain’s commitment to ETILE RIE E TALIS, 


target of halving the proportion assistance is concentrated on the women, people from an ethni 
of people living in extreme poverty poorest countries in Asia and sub- background and disabled 
by 2015. Saharan Africa, but we also work Selection ison merit. 
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reduce world poverty 


Fulfilling Britain’s commitment to 



















operational 





Application forms can be obtained, 


in water resources 

management and quality, 
hydrology, and 
hydrogeology 

needed for Mozambique. 


For more information refer 
to ‘Project Opportunities’ at: 


www.yakakisinternational.gr. 


Department for 
internalional 
Development 


Caribbean Microfinance Ltd (CML), a Trinidad based microfinance 
insititution, aims to contribute to social and economic 
development in the Caribbean. Through the sustainable 
provision of microcredit, CML plans to establish its operations 
in St, Lucia, St. Vincent and the Grenadines, Grenada, Barbados 
and Guyana. 
As a key member of the CML team, you'll contribute to the 
success of CMU's operations in the Eastern Caribbean and 
Guyana - providing ongoing feedback on experiences from the 
field to senior management in Trinidad. Working alongside the 
country-based CML managers, you'll advise and guide on all 
and technical issues, assist with the assessment of 
market opportunities and implement on-the-job training and 
development for staff and management. 


QUALIFICATIONS AND EXPERIENCE 


Educated to degree level (masters) in a business/finance or 
economics (must include some formal training in business/ 
finance) discipline, or professional equivalent, you'll have at 
least seven years’ practical experience of delivering microfinance 
in a developing country. Capable of assessing and identifying 


The Department for International 
Development (DFID) is the UK’s 
government department responsible for 
promoting development and the 
reduction of poverty. DFID is committed 
fo the internationally agreed target of 
halving the proportion of people living 
in extreme poverty by 2015. 

DEID works in partnership with 










LUSOPHONE 


senior EU experts 











cosmonauts, ete, 


quoting reference AH375/3/JN/JC/TE clearly 
International Development, Abercrombie House, Room AH375, Eaglesham Road, East Kilbride G75 SEA or telephone 


01355 843428 (answerphone) or e-mail: hrod3b1 @dfid.gov.uk http: 





Min 40h a week / Groups of 3-5 + one-to-one 
lessons combined / Accomodation in a mansion / 


Meetings with actors, philosophers, politicians, 





~ MICROFINANCE EXPERT | 


be an advantage. 


governments, international and national 
non-governmental organisations, thte 
private sector and institutions such as 
the World Bank, UN agencies and 
the European Commission. Most of the 
assistance is concentrated on the 
poorest countries in Asia and sub- 
Saharan Africa, but we also work 
elsewhere, including Latin America and 


market opportunities, you'll have a background in managing an 
expanding microfinance institution and an understanding of 

the different skills and levels of expertise required. Experience 
and knowledge of delivering on-the-job training, advice and 

human development is essential, as are excellent communication, 
people development and interpersonal skills. An understanding 
of small economies at similar stage of development would 


TERMS OF APPOINTMENT 
The post will be for a fixed term period of 3 years on Home 
Civil Service terms (including a 6 month probationary period). 
The salary offered will be in the range £34,500 - £42,500 

(UK taxable), with attractive substantial tax free allowances 
including regular fare paid passages. 

Candidates should be nationals of Member States of the 
European Economic Area (EEA), Commonwealth citizens whoo 
have an established right of abode and the right to work in the. © 
United Kingdom or those granted refugee status as defined by. 
the 1951 UN Convention on Refugees. l 


Closing date: 31 August 2001. 


on your envelope, from Department for 


://www.dfid.gov.uk 


CARIBBEAN 











in Central and Eastern Europe. 

DFID is committed to a policy of 
equal opportunities and encourages 
applications from all parts of the 
community. We would particularly 
welcome applications from, women, 
people from an ethnic minority 
background and disabled people. 
Selection is on merit. 





Conferences _ 












in MOSCOW 





































Investment in the economic Industrypark close to Berlin. 
Fully developed and with possible start of construction. 
Purchase price by buying all 260,000 m? 
in a package will only cost US $ 7,50/m?, 

orother currencies: Everything is possible! 

Tel.: +49-40-522992-30, Fax: +49-40-522992-52 
E-mail: ggh@nexgo.de, www.industry-park.de 


al 





< Blue Chip > 





TIF +7 1095] 933 8230 
www.rusvillage.com 





















Economist Conferences' 
Brazil Business Summit 
Leveraging technology for profitable 


Find this and other Economist 


www.economistconferences.com 


growth 


August 22nd-23rd 2001 
São Paulo, Brazil 


Conferences 
at 
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Agricultural Economist 
with an interest 
in marketing 





HGCA is a non-departmental public body, paid through a levy 
on the cereals and oilseeds industry. 


The Authority is looking for a graduate in agri-business or 
agriculrural economics with an interest in developing an 
understanding of how the cereal industry works and an ability 
to communicate their findings. 


This is a permanent post, but we would consider applications 
for a short term contract. 


Salary: ¢£19,000 + excellent benefits 


Information about HGCA can be found on www.hgca.com 
To apply send your CV to Human Resources Dept, 
Home-Grown Cereals Authority, Caledonia House, 

223 Pentonville Road, London N1 9HY, or email to: 
HR@hgca.com Tel: 020 7520 3941. 


Closing date: 24 August 2001 
HGCA is an equal opportunities employer, 


| 


For the implementation of 
Technical Assistance Projects 
financed by international donor 
agencies we are seeking the 
following staff: 


ill 


| 
| 


Z 
— 
m 
G) 
= 
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© 
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Senior Public Administration Specialist (min. 5 
years team leader-experience) for a long term municipal 
support project in Serbia. 


Senior Civil Engineer with work experience in BIH, 
specialised in the area of monitoring of EC funded hous- 
ing projects. 


-Vocational Training-Education-Handicraft 

Promotion Specialists for long term projects in 
Honduras, Guatemala and Columbia with min. 10 years 
experience, fluent in Spanish, EU-citizenship. 


Previous experience in similar EC financed projects is pre- 
requisite. 


Please send your application including detailed CV by 
email only to: 


HR-manager @ integration.org 


INTEGRATION 
International Management Consultants GmbH 
Holzgraben 31 
60313 Frankfurt, 
Germany. 





FOR SCIENT IC RESEARCH 


KISR has a vacancy in the following field: 


ECONOMICS 


Major Duties: 
Developing. proposals and leading projects in the areas of speciality. 
Establishing contacts with potential clients. Providing technical support 
to other KISR departments. Training Kuwaiti manpower and enhancing 
their research. 


Qualifications 

Ph.D: in Economics with a minimum of 7-8 years of post Ph.D. 
experience in applied research in Macroeconomics and 
Microeconomics, Labor, Development and Industrial Economics, and 
Financial Economics. The candidates must have experience in 
economy-wide modeling (such as CGE, and Macroeconometrics). 


KISR offers attractive tax free salaries commensurate with 
qualifications and experience that include: gratuity, furnished 
accommodation, schoo! tuition fees for children, six weeks annual paid 
vacation, air tickets and life insurance. 


interested applicants are requested to send their Curriculum Vitae with 
supporting information not later than one month from the date of this 
publication, to: 


Personnel Manager, Kuwait institute for Scientific Research, 
P. 0. Box 24885, 13109 Safat, Kuwait. 


For further information, please visit our web site: www.kisr.edu. kw 
Or call: Manager, Economic Studies Department 
On 965 - 4834592 (During 8 am - 3.00 pm; Kuwait time) 





Business & Personal 


We. have over 25- years of experience 
in facilitating international. and. offshore » 
business with 30 offices and over 350 staff 
around the world 


Offshore Companies 


with bank introductions 


ARE YOU 

Trading or investing internationally? 
Seeking tax management solutions? 
Working or living overseas? 

Seeking to protect your assets? 
Setting up a business overseas? 

A tax professional seeking solutions? 
Then you should contact us. 


London 


Luxembou - 
Fet www.ocra.com 


Email: economist@ocra.com 
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Business & Personal. 





e OWNED BY LAWYERS AND ACCOUNTANTS e CONFIDENTIALITY GUARANTEED @ BANK INTRODUCTIONS 


The SCF Group, est. in 1989 provides full ranges of offshore services at what we believe are the 
most competitive rates currently available by a licensed professional firm. 


or OFFSHORE & UK COMPANIES @ the best prices contact us today: ` 


EST. 1989 ‘LONDON: 


“LICENSED CO, 
















For immediate, friendly advice, please contact: 


90-100 Sydney St., Chelsea, 
London SW3 NJ. Helen Harper LL. B (Hons), Dip. Law, AO! Janson Lotery B.Sc (Hons) 
















& TRUST MANAGEMENT $ E-mail: helen@scfgroup.com E-mail: janson@scigroup.com 
— -j e Tek +44 8) 20 7352 2274 9 Charles Baker M.A. (Hons) 
Fax: +44 (B) 20 7795 0016 E-mail: charles@sctgraup.com 





2nd Citizenship Offshore Companies, 


2nd Passport Banks, Trusts, Foundations, 
Bank A/Cs 







Belize Passport Consultants Ltd. 
Tel: + 501 1 49830 Fax: + 501 8 23785 


Email: Passport@ Belize.com Www.GLOBAL-MONEY.com ; - 
—— The offshore professionals since 1977 


EW AUTHORS a 


IMMIGRATE TO CANADA 
“We Can Help” 

PUBLISH YOUR WORK 

ALL SUBJECTS CONSIDERED 


25 Years Experience in Immigration Matters 
The law firm of Somjen & Peterson 
hitp://www.somjen.com 
WRITE OR SEND YOUR MANUSCRIPT TO: 
315-317 REGENT ST 


Email: somjen@somjen.com 
Suite 810, 1240 Bay Street, 
LONDON W1B 2HS. UK 
www. minerva-press,co.uk 






















AND TRUSTS EXPERTLY FORMED ; 













Toronto, Ontario, Canada, MSR 2A? 
Tel: (416)922 8083 Fax: (416)922 4234 
"We Can Help” 


























Y 


A GLOBAL PROVIDER OF FOR PROFIT, PRIVACY 
OFFSHORE COMPANIES & SERVICES AND TAX PROTECTION 


T 1-604-444-1234 
Email: taxhavens@agi.cont 


Www. ownyourownbank.com 


_ The 
Economist 


TO ADVERTISE WITHIN THE 
CLASSIFIED SECTION CONTACT: 
David Wain, 

London 
Tel: (44-20) 7830 7000 


misultanion, 24 hours per day, ? days per week 
Abrams & Krochak 
Canadian Immigration Lawyers 















& cost-effective prices www.offshore4business.com 
Email: offshore@4bu: ss.com 
Tei +44 (26) 7514 9902 
Fax: +44 (20) 7514 9912 





United Kingdom 
Tek $9410). 20 76369618 Fax: +44 (0) 20 76369617 


emait: ecgiteiim enp odin 
Sth Foes Morley Hause, 
314-322 Regent Street, 
London WIR RAG, 


‘Delaware 
{05 








www.swiss-bank-accounts.com 





OFFSHORE 
TAX-FREE 


Since 1987 The Sovereign Group have been Companies world-wide 


assisting individuals and companies to achieve 
savings in tax, We provide a full range of onshore 
and offshore services designed to save tax for VISIT OUR WEBSITE: 
4 SovereignGroup.com 
you and/or your company. Call us and we will 
be pleased to show you how our services 


Fax: (44-20) 7830 7111 
davidwain @ economist.com 





Formation and administration of 
companies, opening of bank accounts 
tel/fax/mail forwarding service 








Ruth Fox, 
London 
Tel: (44-20) 7830 7000 
Fax: (44-20) 7830 7111 
ruthfox @ economist.com 





UNITED KINGDOM LONDON 
LAVECO Ltd. 
Tel.: +44-207-556-0900 
Fax: +44-207-556-0910 
E-mail: london @laveco.com 


HUNGARY Travel 


Tel: +36-1-217-96-81 


Fax: +36-1 Maca i a a LONDON a aN 


can save you money and maximise the 





value of your assets. 


business & personal 











E-mail: hungary @laveco.com 
n Quality serviced apartments offering best value Ë 
ROMANIA for money. Our apartments offer great savings 
N compared to hoteis, Fuly serviced, private 
S Tel: +40-92-326-329 WR bathroom, kitchen, TV, ‘elephone, Kontti u 
Fax: +40-1-313-7177 heating, elevator. 
E-mail: romania@laveco.com u Cantrally located in Kensington area, a 
HONG KONG: ISLE of MAN: UNITED KINGDOM: CYPRUS a Tounst Board Ap proved n 
Stuart Stobie Tel.: +337-4-636-919 
E ea iad a 3 Ashburn Gardens a 


1 4 1624 699800 
Fax +44 1624 699801 
ignGroup. 


Fax: +357-4-636-920 x 
E-mail: cypras@laveco,com a South Kensington, London SW7 4DG, UK a 
www.ashburngardens.co.uk 
Ms info@ashbumgardens.co.uk W 
Tel: ++44 207 370 2663 
Fax: ++44 207 370 6743 
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wa Economic and financial indicators 





Overview 


America’s “new economy” is neither a myth 
nora miracle, according to revised pro- 
ductivity figures. Labour productivity grew at 
a 2.5% annual rate between 1996 and 2000, 
lower than the previous estimate of 2.8% but 
still much higher than the 1.4% growth rate 
of the previous 23 years. Productivity growth 
slowed to 1.6% in the year to the second 
quarter, its slowest rate for four years. Unit 
labour costs rose by 4.5% in the year to the 
second quarter, up from 4.3% in the previous 
quarter. America’s unemployment rate unex- 
pectedly held steady at 4.5% in July despite 
increasing layoffs. The Fed’s “beige book” 
said the economy was still sluggish. The Dow 
Jones Industrial Average fell by 2.1% over 
the week. 


More bad news from Germany this week. 
June manufacturing orders fell by 2.5%, par- 
tially reversing a 4.6% rise in May. Industrial 
output fell by 0.4% in June, leaving it only 
1.1% higher than a year before. The number 
of people unemployed increased for the sev- 
enth consecutive month, although the job- 
less rate remained at 9.3%. 


Japan's broad money supply growth acceler- 
ated to 3.3% in the year to July. Producer 
price inflation remained stable at 0.8% over 
the same period. 


Britain’s manufacturing slipped into reces- 
sion, as output shrank for the second consec- 
utive quarter. Total industrial production fell 
by 2.2% in the year to June, its worst perfor- 
mance since the 1991 recession. 





Data on more countries are available to 
subscribers on www.economist.com 
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Output, demand and jobs 
% change at annual rate 
The Economist poll Industrial Retail sales Unemployment 
GDP GDP forecasts production (volume) __ “erate 
PE SOE SEN lgtr 1year 2001 ar __ latest yearago 
Australia +43 +21 0 +26 — l 
+16 +22 010 +18 
424 u +21 

a2 +22 

af +22 

a +14 

a +22 +24 
Germany +15 +16 01 +12 +20 +11 dun “3 
Italy 438 +20 Q2 
Japan 7 08 -01 m 
Netherlands + 0.2 +20 a1 
Spain +41 +33 0 
Sweden +24 +23 Q 
Switzerland +74 +25 M 
United States +07 +13 02 
Euro area +20 +25 Q1 








Prices and wages 
% change at annual rate 
The Economist poll 
Consumer prices* consumer prices forecast 


__lyear yearago 2001 2002 


Producer prices* Wages/earnings 
















































































Australia +6.0 02 + 3.2 
Austria 428 Jun 

Belgium +27 Jul 

Britain +19 Jun 

Canada 43.3 Jun 

Denmark _ + 2.3 Jun +33 
France +21 Jn +17 
Germany +26 Jul 

Italy +29 Jut 

Japan = -0.5 Jun 
Netherlands + 4.5 Jun 

Spain +42 Jn 

Sweden +29 Jun 

Switzerland +14 Jul 

United States + 3.2 Jun 

Euroarea +30 Jun 

*Not seasonally adjusted. 














































































































































































































Money and interest rates Tieton commodity price index 
Money supply* Interest rates % p.a. (Aug 8th 2001) _  wevengeon 
% guise on seed ago 3-mth money market 2-year 10-year gov'tbonds corporate Jul 31st Aug 7th Bs wee 
narrow broad latest yearago _gov'tbonds latest _ yearago bonds Dollar index onin yes 
Australia +15.8  +7.0 Jun 5.05 6.39 5.31 6.00 6.10 7.50 Miems a3 68.3 ETES 
Britain +67 +75 Jun 4.94 6.13 5.01 4.91 5.21 6.20 Food aad 20, r = as TT 
Canada +10.5 + 6.6 Jun 4.02 5.62 4.53 5.61 5.75 7.20 EN : : “ : 
Denmark +12 -6.9 May 4.80 5.58 4.63 5.11 5.54 7.07 All as as Sex ta 
Japan +87 +3.3 Jul 0.02 0.10 0.10 1.37 1.71 1.56 = a 5 as = ai = ns 
Sweden +72 +50 Jun 4.29 4.06 4,55 5.17 5,23 5.36 : : 2 
Switzerland nil +3.6 Jun 3.19 3.38 3.33 3.29 3.89 4.08 Metals 67.3 8 = 5:9 =i 
United States + 1.6 +11.3 Jun 3.51 6.49 3.75 5,06 5.91 6.94 _Sterting index 
Euroareat + 4.2 + 6.3 Jun 4.43 4.84 4.14 4.84 5.10 5.46 Allitems 76.7 76.3 -10 +22 
*Narrow: M1 except Britain and Sweden MO, broad: M2 or M3 except Britain M4. tGermany for bonds. Benchmarks: US 30-year 5.38%, Japan Euro index 
No.233 1.37%. Central bank rates: US fed funds 3.75%, ECB refinancing 4.50%, BOJ overnight call 0.01%, BOE repo 5.00%. All items 104.1 102.4 -34 -17 
Sources: Commerzbank, Danske Bank, J.P. Morgan Chase, Royal Bank of Canada, OM Fixed Income Exchange, Warburg Dillon Read, DRI-WEFA, Yen index 
Westpac, Thomson Financial Datastream. Rates cannot be construed as banks’ offers. Allitems 92.0 90.0 =23; +94 
o eee eee eee eee ee EES Gold 
Stockmarkets $ per oz 266.15 266.45 -04 -25 
Market indices West Texas Intermediate 
% change on $ per barrel 26.74 28.13 +32 -57 
2001 me rend Dec 31st 2000 * Provisional. t Non-food agriculturals. 
Aug 8th high low week high inlocal in$ 
currency terms 
Australia (All Ordinaries) 3,344.1 3,425.2 3,094.3 + 0.8 - 24 +60 -13 
Austria (ATX) 1,219.1 1,245.8 1,052.2 - 14 -29.8 +13.6 + 6.0 
Belgium (Bel 20) _ 2,924.4 3,030.4 2,591.6 - 0.7 -20.6 -33 = 97 
Britain (FTSE 100) 5,476.5 6,334.5 5,275.7 - 13 -21.0 -12.0 -16.7 
Canada (Toronto Composite) 7,654.2 9,348.4 7,415.5 -1.4 -32.8 -14.3 -16.0 
Denmark (KBX) _ 253.8°° 311.5 234.7 = 3.3 -15.9 -41 -10.3 
France (SBF 250) __ 3,211.2 3,820.2 3,084.7 - 2.0 -26.9 -14.8 -20.5 
 (CAC40) 4,986.2 5,998.5 4,773.2 - 2.5 -28.0 -15.9 -21.5 
Germany (Xetra DAX) 5,614.5 6,795.1 5,388.0 - 3.8 -30.4 -12.7 -18.5 
Italy (BCI) 1,611.1 1,948.4 1,555.8 + 0.0 -26.2 -15.9 -21.5 
Japan (Nikkei 225) 12,163.7 14,529.4 11,579.3 +17 -68.7 -11.8 -18.1 
1,217.9 1,441.0 1,162.0 + 0.9 -57.8 -51 -119 
Netherlands 540.6 642.3 518.3 - 2.0 -22.9 -15.2 -20.9 
Spain (Madrid SE) 825.8 963.9 798.6 - 0.8 -28.0 -62 -12.5 
Sweden (Affarsvariden Gen) 227.9 293.1 217.2 - 25 -43.1 -17.9 -25.8 
Switzerland (Swiss Market) 6,875.7 8,135.4 6,574.0 - 0.6 -18.3 -15.5 -20.3 
United States (DJIA 10,293.5 11,337.9 9,389.5 =- 2.1 -12.2 -46 - 46 
— (S&P500) 1,183.5 1,373.7_ 1,103.3 = 2.7 -22.5 -10.4 -10.4 
Nasdaq Comp) 1,966.4 2,859.2 1,638.8 - 4.9 -61.1 -20.4 -20.4 
Europe (FTSE Eurotop 300)* 1,321.8 1,545.5 1,279.0 - 2.0 -22.5 -13.8 -19.6 
Euro area (FTSE Ebloc 100)* 1,173.1 1,404.1 1,139.8 - 2.5 -24.3 -15.7 -21.4 
World (MSCI) 1,055.6 1,249.2 1,014.6 = 1.9 -27.1 na -13.6 
Salomon)? 436.3 447.8 420.6 + 0.3 - 5.1 na - 17 








World bond market ( 
*In euro terms. | Morgan Stan! 


Salomon Smith Barney World Government Bond Index, total return, in dollar terms. **New index. 


Capital International index includes individual markets listed above plus eight others, in dollar terms. 

































































Trade, exchange rates and budgets 

Trade balance*, $bn Current account Exchange rate Currency units Budget 

latest 12 $bn The Economist poll trade-weighted per per per per balance 

months latest 12 mths % of GDP, forecast Aug 8th year ago $ £ euro ¥100 % of GOP 

2001 2002 Aug 8th year ago_ 2001+ 
Australia - 0.1 Jun - 12.9 M -29 -3.1 72.8 76.8 1.93 1.73 2.73 1.69 1.57 0.1 
Austria - 5.6 Ape - 4.7 May - 2.3 -2.2 100.1 99.4 15.7 15.3 22.2 13.8 12.8 -0.6 
Belgium + 12.1 May + 11.2 Mar +43 +45 98.7 97.9 46.0 449 65.1 40.3 37.4 0.7 
Britain - 44.0 May - 19.2 a -18 - 2.1 105.5 108.7 0.71 0.67 - 062 0.57 1.2 
Canada + 48.2 May +222 +3.1 +24 78.7 80.2 1.53 1.48 2.16 1.34 1.24 2.6 
Denmark + 6.7 May + 4,3 May +14 +14 101.7 99.7 8.49 8.31 12.0 7.44 6,90 2.9 
France - 0.2 May + 14.0 May + 1.6 + 1.6 101.2 100.5 7.49 7.31 10.6 6.56 6.08 -0.5 
Germany + 57.4 May = 17.4 May - 1.0 -0.8 98.1 97.1 299 Seas "3.561196 3.81 -1.7 
Italy + 3.3 May - 6.1 Apr - 0.3 -0.2 72.2 71.8 2,210 2,157 3,124 1,936 1,796 -1.3 
| Japan + 95.6 May +102.3 May + 2.2 + 2.1 138.0 154.6 123 108 174 108 - -6.3 
Netherlands + 17.8 May +16.0 M + 3.9 +39 97.5 96.6 2.51 2.46 3.56 2.20 2.04 1.3 
4 Spain - 38.2 May ~ 15.9 Apr - 2.8 -2.3 74.0 73.4 190 185 268 166 154 nil 
4 g sveden + 12.8 Jun + 5.7 May Eei +23 76.0 83.1 10.44 9.27 14.8 9.15 8.48 3.6 
_ Switzerland + 0.1 Jun + 28.3 M +11.0 +10.8 109.2 105.3 1.72 1.72 2.43 1.51 1.40 na 
United States -455.5 May -449.3 Q1 -4.1 - 4.0 119.6 112.3 - - 1.41 0.88 0.81 2.1 
- Euro area ~- 1.2 May — 30.6 May - 0.2 - 0.1 77.9 77.0 1.14 1.11 1.61 - 0.93 -0.6 









| *Merchandise. Australia, Britain, France, Canada, Japan and United States imports fob, exports fob. Ali others cif/fob. 11990=100, Bank of England. OECD estimate. 


“ai Emerging-market indic 


Overview 


Argentina’s total international reserves 
dropped again this week to $20.3 billion; 
they have now fallen by 40% from their peak 
in July 2000, However, hopes ofa new aid 
package from the IMF caused the spread be- 
tween Argentine government bonds and US 
Treasuries to fall by 113 basis points to 
1,471. Meanwhile, a $15 billion credit line 
from the IMF calmed markets in Brazil. The 
Bovespa stockmarket index was virtually un- 
changed over the week, and the real 
strengthened slightly to 2.47 to the dollar. 


Peru’s cop fell by 2.3% in the year to June. 
The official Gop growth goal set with the IMF 
is 1.5% for this year. Analysts expect growth 
of 0.3% at best. 


Thailand’s stockmarket soared by 7.5% this 
week, as investors hoped that economic 
prospects would improve after the prime 
minister was cleared of corruption. 
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Economy 

% change on year earlier Latest 12 months, $bn Foreign 

GDP Industrial Consumer Trade Current reserves* 
production prices balance account $bn, latest 

China +78 02 +8.1 Jul +14 Jun +19.9 Jun +20.5 2000 180.2 Apr 
Hong Kong +25 a -0.1 a -1.1 Jun -11.9 May +88 m 114.6 Jul 
India +57 G + 1.9 May + 2.5 May -5.3 Jun -2.3 a 40.6 Jun 
Indonesia +40 u +45 4 +13.0 Jul +24.8 Jn +55 @3 27.9 Jun 
Malaysia +32 a - 9.9 Jun +1.5 Jun +15.3 Jun +84 06 25.6 Jun 
Philippines +25 M + 2.0 + 6.8 Jul + 6.1 + 8.5 Apr 12.5 Ma 
Singapore -0.8 a@ -16.1 Jun + 1.2 Jun +7.7 Jn 421.8 a 76.0 May 
South Korea +37 M = 2.7 Jun +5.0 Jul +14.0 Jul +13.8 Jun 94.3 Jun 
Taiwan +11 a -11.3 Jun +0.1 Jul +12.2 Jun +12.0 a 109.1 Jun 
Thailand +18 a + 1.7 Jun + 2.2 Jul +3.1 Jn +6.9 Jun 31.0 Jun 
ina -2.1 a - 2.9 Jun - 1.0 Jul + 2.3 Jun -9.0 M 21.1 Jun 

Brazil +41 a +4.2 May + 8.1 Jun - 1.6 Jul -26.8 Jun 37.3 Jun 
Chile +33 a + 6.3 Jun +3.2 Jul +17 Jun -14 Qi 14.3 Jun 
Colombia +17 a + 2.2 May + 8.1 Jul +15 May -07 a 9.3 Jun 
Mexico +19 m - 3.4 May + 6.6 Jun -9.5 Jun -17.8 m 40.7 Jun 
Peru -2.3 Jun + 1.3 May +2.2 Jul -0.3 My -17 8.3 May 
Venezuela +3.5 a na +13.0 Jul +17.2 Dec +12.5 a1 10.5 Jun 
Egypt + 6.5 2000t + 9.4 2000t + 2.2 May -10.4 0 -08 œ 13.0 Apr 
Israel +18 a + 0.3 Apr + 0.7 Jun - 7.4 Jun -1.1 a1 22.8 Jun 
South Africa +2.7 a + 3.1 Jun + 6.3 Jun +41 Jun +01 a 6.1 Jun 
T -19 -10.4 Jun +56.3 Jul -22.8 May -5.4 May 16.6 Jun 
Czech Republic +38 a +6.9 May +5.9 Jul -3.4 Wn -27 12.7 Jun 
Hungary +44 m nil Jun +10.5 Jun -2.4 Jun -17 Jun 11.5 Jun 
Poland +23 M -48 Jun + 6.2 Jun -10.1 Jun - 7.2 Jun 26.2 Jun 
Russia +49 a + 3.7 Jun +22.2 Jul +59.7 May +45.9 a1 31.3 Jun 





* Excluding gold, except Singapore: IMF definition. + Economist Intelligence Unit estimate. tYear ending June. 














Financial markets 
Currency units Interest rates Stockmarkets % change on 
per $ per £ short-term Aug 8th Dec 31st 2000 
Aug8th yearago Aug 8th % p.a. one in local in$ 

week curren terms 
China 8.28 8.28 11.7 na 1,984.7 -4.4 -9.5 -9.5 
7.80 7.80 11.0 3.55 11,958.0 -4,2 -20.8 -20.8 
India 47.1 45.3 66.7 7.08 3,302.3 +0.6 -16.9 -17.7 
Indonesia 9,330 8,810 13,192 17.35 442.5 -0.2 +6.3 +10.2 
3.80 3.80 5.37 3.30 656.8 -0.9 -3.4 -3.4 
Phitippines 53.2 448 75.2 11.38 1,308.4 -1.9 -12.5 -17.7 
1.78 1.73 2.51 2.40 1,641.9 -2.5 -14.8 -16.8 
South Korea 1,280 1,116 1,810 5.10 565.9 +0.6 +12.2 +10.8 
Taiwan 34.6 31.1 48.9 3.90 4,514.1 +3.7 -4.8 -9.0 
Thailand 45.4 40.8 64.2 3.00 323.1 +7.55 +20.0 +14.7 
na 1.00 1.00 1.41 12.09 319.1 +3.9 -23.5 -23.5 
Brazil 2.47 1.79 3.50 18.89 13,930.7 +14 -10.7 29.6 
Chile 682 550 964 4.46* 5,522.4 +1.1 +13.4 -4.5 
Colombia 2,298 2,172 3,249 12.66 980.3 -0.3 na na 
Mexico 9.10 9.35 12.9 7.24 6,651.4 +1.2 +17.7 +24.3 
Peru 3.50 3.48 4.9 7.90 1,347.0 +0.7 +11.5 +12.4 
Venezuela 731 688 1,033 13.07 7,258.0 -2.9 +6.8 +2.3 
4.22 3.49 5.96 9.00 5,457.8 +4.0 -28.8 -34.3 
Israel 4.23 4.08 5.98 4.05 440.4 +1.0 -11.0 -14.9 


bo SS eo 5S EE a o a o E a 
South Africa 8.29 7.01 11.7 9.66 8,527.1 -2.1 +2.4 -6.5 
Turkey 1,376,500 639,495 1,946,233 66.00 9,577.7 -6.2 +1.5 -50.6 


Czech Republic 38.65 38.7 54.6 5.58 3584 -43 -25.1 -27.0 
Hungary 282 285 398 11.00 6,5771 -0.5 -16.2 -16.0 
Poland 4.22 4.38 5% D2 12,787.88 ___ =28 iA 298 
Russia 29.4 278 41.5 25.00 190.3} -2.4 +36.1 +32.8 
EMF(MSG)? 1.00. (1.00. a o O e O oa O 9 













EMBI+ 1.00 1.00 1.41 na 205.6 +4.5 na +1.8 
*Inflation adjusted. tin $ terms. tEmerging Markets Free. 83.P. Morgan Chase's Emerging Markets Bond Index Plus. 


Sources: National statistics offices, central banks and stock exchanges; Thomson Financial Datastream; EIU; Reuters; Warburg Dillon Read; 
J.P Morgan Chase; Hong Kong Monetary Authority; Centre for Monitoring Indian Economy; FIEL; EFG-Hermes; Bank Leumi Le-Israel; Standard 
Bank Group; Garanti Bank; Deutsche Bank; Russian Economic Trends. 


Data on more countries are available to subscribers on www.economist.com 
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THE GREATEST RISK 
IS NOT TAKING ONE: 


They do not write the stories of those who played it safe. But that doesn't mean you should leap blindly, either. You can go 

fter your idea with fiery determination, armed with the confidence of knowing you have chosen a business partner wisely. 
One with enormous resources. Vast imagination. One with the flexibility to custom-tailor solutions, no matter what the risk, 
no matter where the risk. Even if it's some Crazy idea, like walking on the moon. So the next time you feel like trying 


something nobody has tried before, look no further than the organization that helps launch big ideas every day. 
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